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DIRECTORS REPORT

Dear Members,

Your Directors take pleasure in presenting the Ninth Annual Report together with the audited accounts of your
company for the financial year ended March 31, 2005.

The year 2004-05 saw an upswing in Information Technology (IT) spends by companiesin Indiain their quest to
be more efficient and globally competitive. According to asurvey by International Data Corporation (IDC) amongst
the top enterprises in the country, there was an 11% increase in corporate IT spends over 2003-04. Banking,
Telecom and Insurance led therise in IT spends during the year.

TheDC survey revealed amarked change in the spending pattern compared to previous years. The investmentsin
hardware, while being the largest in absol ute terms, was only about 40% compared to the previous years 51% share
of spends. Growth in packaged software and service was the highest, with services moving from a 17% share in
2003-04 to a 22% sharein 2004-05. According to IDC, Indian corporations are no longer looking at I T investments
ashasicinfrastructure, but arealigning their IT strategieswith their business strategies. They believethistrend will
continue with India emerging as the fastest growing IT & IT enabled services (ITES) market in the Asia Pacific
Regionin (ITES) 2005.

Similarly, an IMRB study showsthat Indiaisat the threshold of magjor Information and Communication Technology
(ICT) initiatives at the Government level with several structural changes in the existing process of governance
already under way. About 61% of the Central Government Ministries and Departments were found to have a
precise definition of eGovernance, with spending on initiatives upto 60% over that in the previous year. This has
impacted millions of livesin India aready: School examination results online, updating voter lists online, filing
of personal income tax online, payment of utility bill etc., the list of initiatives is continually growing. The
Personal Computer (PC) and Internet are also finding increasing usein rural Indiafor tele-medicine, information
on weather, crop protection, market prices of agricultural output and other scientific information. This, in addition
to increasing availability of local content and in Indian languages augurs well for the growth of Internet in India.

PC sales in 2004-05 registered a strong growth of 20% over 2003-04 on the back of strong household sales,
according to the Manufacturers' Association of Information Technology. The home PC market surged by 35.6% to
reach just over 1 million units during the year. The growth in PC sales was al so attributed to significant increasein
purchases by the telecom, banking, manufacturing, government as well as BPO and IT services segment. These
factors, coupled with government initiatives on growing the Internet and broadband market as spelt out in the
Broadband Policy 2004 will continue to drive Internet access penetration.

Sify’s growth over the year is based on focusing on these opportunitiesin India. We have had major gainsin the
BFSI (Banking, Financial Services, Insurance) segment, in addition to the rapidly growing ITES, manufacturing
and retail sectors, for corporate services. Thiswas recognized during the course of the year when Sify was awarded
the prestigious Frost and Sullivan Market L eadership award for IP-VPN markets for the year 2003.

Today, Indiahas an Internet user base of about 20 million users, over 60% of whom access the Internet from cyber
cafes. Along with an increasing number of users who have a need for quality Internet access for information and
communication, our iWay network continues to expand in existing and new cities and towns. The iWay and
broadband home access business leverage and benefit from the expansion of the corporate connectivity business
into smaller cities. Our business model of multiple revenue streams on a shared network, in combination with a
rapidly deployable last mile wireless technology, has facilitated rapid expansion and penetration into newer cities.
The year also saw a growing shift in user preference towards high-speed bandwidth, especially for downloads
(movies, songs), online music and video streaming. This, along with increasing availability of content in Indian
languages, and newer applications like online games, has seen strong growth in the number of broadband users
over thelast few quarters. Tie-upswith over 1000 Cable Television operators has enabled Sify to becomethe leader
in the alternate medium to DSL for broadband delivery in India.

WORK FOR YOU
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Sify has more than a million broadband users who access the Internet from homes and cybercafes. To address the
need for suitableinteractive content for broadband accessthat has so far not been available, welaunched SifyMax.in,
a complete broadband content site, that gives Internet users access to an enormous range of video and audio
content. The video content includes news, movies, sports, astrology and others, while audio content is offered
through catalogued music and multiple web radio channels.

Wireless Internet content is another fast growing areawith more than 60 million mobile phone usersin the country.
To capitalise on this opportunity, Sify.com offersthe ‘4545 wireless Internet value added service for content such
as news, sports, entertainment, ring tones etc. Sify also launched ‘ Sify Mail on mobile' service whereby Sify.com
mail subscribers can access their mailbox from their mobile phones using the 4545 service. The consumer portal
leads in language versions, with content available in five Indian languages in addition to English. Sify has taken
the lead in developing multi-lingual versions, as we believe availability of content in languages is crucial to
getting many more Indians to access the Internet.

Review of Activities

e During the year, your company invested to strengthen its capability to aggressively grow the corporate
business, broadband services, portal and international business. These investments have resulted in the
network expanding from 63 cities to 99 cities, and a broader customer base across both the corporate and
consumer segments.

e  Sify continued to reaffirm its leadership in the marketplace. Total revenues grew by 33% over last year
to Rs. 3,569 million. Network/dataand security servicesto business enterprises (Corporate Services) continued
to dominate top line revenues and accounted for 55% of Sify’s revenues. Revenues from Sify’s hi-speed
I nternet service to homes grew by more than 150% and revenues from franchised chain of cyber cafes grew by
around 43% during the year.

e While Corporate Services continued to be profitable, the retail segment also contributed to the company’s
cash profits, before allocation of common overheads.

»  Thefollowing shows Sify’s revenues by segment:

Revenue by Segment
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Networ k/data & Managed servicesto cor por ate enter prises(Cor poratel nternet Services)

Corporate Network Services which accounted for 55% of the total revenue and recorded 43% growth over the
previous year. Sify won thetwo largest IP VPN ordersto be awarded during the year. Thefirst was UCO Bank, the
first bank to move to MPLS based IP VPN connectivity for its core-banking project. This engagement, covering
around 240 locations in the first phase, has been fully implemented. The second large MPL S based 1P VPN order
was from The Oriental Insurance Company for a 430 location IP VPN connectivity. Sify won both these orders
against mgjor carriersin the country. Sify also won new engagements from Airtel, Google, amongst others, aswell
as repeat engagements from GE India, Hutch, HDFC Standard Life, Oracle, and Wipro Spectramind, amongst
others. Sify also had key winsin the burgeoning retail market, with ordersfrom Pantaloon, Vishal group, Haldirams
and Shoppers Stop.

Sify also made considerable progress in the market for International MPLS VPNs. We tied up with btnaccess
(subsidiary of PCCW) and with Globa Crossing for providing International MPLS VPNs. These alliances will
enable our corporate customers to seamlessly connect to their global operations, as they expand their businesses.
The aliance with Global Crossing has yielded a number of wins, the notable ones being orders from Symbian,
Equinox, GECIS and Seaton.

Sify, through Sify Assure, our Information Assurance practice, offers a comprehensive suite of servicesincluding
Auditing of Policies and Procedures, Risk Assessment, Business Continuity, and framework compliance like
COSO, COBIT, aswell as BS7799 and SAS70. Sify completed a prestigious Risk Assessment project for alarge
carrier in the Middle East, which involved auditing 55 processes.

Sify has entered ito arrangements with CPA firms in the USA whereby the company provides the expertise to
facilitate Sarbanes Oxley Act (SOX) compliance by the US public companies. SOX complianceisasizable business
opportunity and it is expected to generate recurring revenues as various companies have to comply with SOX
requirements annually on an ongoing basis. The security division had key wins from Tata Consultancy Services,
Patni Computers, Hyundai Motor Indiaand I-flex solutionsfor providing consulting servicesthat involves security
design, procurement and implementation.

The Application Services segment, which offers M essaging Sol utions, Web based Application Solutions (including
Knowledge Management, Sales Force Automation, Work Flow etc) saw addition of key clientsincluding McDonalds
master franchisee Hard Castle Restaurants, Indian Registrar of Shipping, and Champagne Indage. Today, over 30
banks in the country, including State Bank of India, Canara Bank, UCO Bank etc, use Sify’s messaging solutions.

Sify’ s Hosting service further strengthened its place in the Indian market with key new assignments from BSNL,
Cyber media Dice, Oriental Insurance and State Bank of India.

Forum, Sify’s supply chain solution, had major wins from some leading consumer product manufacturers like
Pidilite Industries, Perfetti Van Melle and Total FinaElf for managing their distribution operationsin India. There

are now more than 2000 installations across the country where the product has been installed.

New Initiatives

Stability & Redundancy

Sify took severa initiatives during the year in increasing redundancy on its entire network. International
bandwidth isnow procured from all the oceanic cableslanding into India, while national bandwidthis procured
from all the mgjor private and public sector telcos, with redundancy built into all the mgjor links. Base stations
in major cities have been connected through fiber for providing redundancy on the last mile as well.

Tie-up with Infrastructureprovider

To address the needs of large public sector / government agencies, large corporates, banks and financial
servicesfirms, Sify tied up with Power Grid Corporation of IndiaLimited, an | P2 provider with over 20,000
route kilometers of fiber cable. This also significantly enhances Sify’s capacity to provide bandwidth,
including those in the gigabit range. With this alliance, Sify will terminate PGCILs fiber in as many of its
network centers as possible.
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Remote Management Servicesfor corporatesin Indiaand abroad

The technology division of Sify monitors and manages about 25,000 devices and applications over our
network and data centers for corporate customers, in addition to remote support for all iWays. Asanatural
extension of this service, Sify launched a standalone Remote Management Service (RMS) for remotely
managing and supporting infrastructure like data centers, networks, operating systems, databases and
application layers. Thisis provisioned through acombination of specialized monitoring tools, infrastructure
experts, atrouble ticketing system and a web based reporting portal. These services are being provided to
clients both in India and abroad.

I nfrastructure Data M anagement Services(IDM S)

Sify launched this initiative around its Hosting services to provide turnkey consultancy to customers
intending to build Data Centers. Sify bagged consulting orders from Hindustan Petroleum and Punjab &
Maharashtra Cooperative bank for their disaster recovery sites.

Quiality

Thetechnology development units of the company have been apprised at Maturity Level 3 of the Capability
Maturity Model Integration (CMMI version 1.1). Sify’s clientele, both corporate and retail, will benefit
from Sify’ sstructured quality software development methodology for higher levelsof customer satisfaction.
CMMI isthe latest model for software organizations to map their quality levels, as well as for continuous
process improvement. The appraisal covers Sify’s software development units of Technology, Enterprise
Application Servicesand the Forum division across 18 key processareas. Sify can now ensureimplementation
of organization-wide standard process and project management, develop low risk products, and train
associates in the best quality practices in the industry.

Consumer Businesses (I nternet Access& Portals)
AccessMedia

Access Mediarevenues grew by 29% over last year. Thisdivision now contributesto 39% of the company’s
turnover.

Cyber cafés

Sify’s leadership position reached in the Public Internet Access business, through our iWays, has been
strengthened with an expansion in revenue streams. In addition to browsing, alarge number of these cafes
offer Internet telephony for making International calls. The network has grown from 1,725 cafeslast year to
2,471 thisyear, with more than 900,000 users availing these services during a quarter, across 90 cities. The
number of Voice minutes doubled during the year on the back of aggressive pricing that was available on
the high quality MPL S enabled network. Most iWays have been enabled for broadband speeds of 256 kbps,
and thiswill facilitate applications like video streaming, apart from enabling faster downloads and superior
video chat on multiple windows.

iWays are now also being extensively used by corporate field sales forces to securely access their intranets
to post daily sales reports from remote locations in a cost effective manner. More than 150,000 candidates
(300,000 over the last 3 years) appeared for online Bank Officers Examinations conducted by the Indian
Ingtitute of Banking & Finance through iWays during the year. This service is nhow being extended to
insurance agents certification examinations and call centre selections processes.

The network of iWays is also being used as a place for making payments for e-transactions. Large portals
that collect subscription fees from users are finding iWays, a convenient medium for enabling the end user
to make payments. These include Bharatmatrimony.com (alarge matrimonial site) and e-Prarthana.com
(asite where devotees can offer donations).

Broadband: Sify has now become the leader in the alternate medium of hi-speed Internet service to homes.
With more than 1000 Cable Television Operatorsin 52 cities, the service had more than 89,000 subscribers
at the end of 2004-05. A combination of innovative and aggressive pricing, and multiple product offerings
catering to the varied requirements of individual users has enabled this segment to grow rapidly during the
year. At the sametime, we are addressing a number of serviceissues arising from last mile delivery through
cable, and spending resources on training of operators in addressing technology and customer service
related issues.
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Dial up: The dial-up market segment saw a sharp decline with revenues dropping by more than 45%.
Bundled pricing by the public sector players BSNL and MTNL resulted in a sharp drop in the subscriber
base and market share of most of the private | SPs.
New initiatives
Games
Increasingly, online computer games are regarded as the coolest form of entertainment across the world. To
capitalize on this opportunity leveraging the strength of our iWays, Sify launched Games@iWay during the year
with a number of 3D games including Counterstrike, Unreal Tournament 2004. Sify also tied up with Level Up,
Indiato co-promote ‘Ragnarok’, India s first online game (MM ORPG), and with Actoz Soft from Koreafor their
game A3. To promote games, Sify has also held competitions like UT2004 through multiplayer server, and also
cosponsored the mega World cyber games chapter.

Gamedromes

In addition to these games being available at theiWays, Sify also started a chain of game parlours- gamedromesto
promotetheseonlineand CD based games, and to create agaming community. These gamedromesare predominantly
run as afranchisee model. More than 150 franchisees have already signed up, with closeto a 100 being operational.

Portals

The portals division operates Sify.com and Samachar.com, tailored for Indians around the world. The financial
year 2004-05 culminated with the launch of SifyMax.in, India’s first broadband portal, to address the need for
relevant and interactive broadband content for more than a million of our broadband users. The portal gives
Internet users access to an enormous range of music, news & exciting audio and video entertainment content. This
includesten radio channels with 24X7 music across genres like Bollywood hits, Indipop, Pop, and International in
Hindi, English and Tamil. Music videos, movie clips with behind the scenes footage, interviews & the latest
movies trailers from Hollywood, Bollywood and other Indian films are available to entertain users at the time of
their choice. News from popular channels including BBC World and Agjtak ensure users can catch up with the
news when convenient. Sifymax also aggregates the best pod casts web.

Both Sify.com and Samachar.com have content available in five Indian languages in addition to English. Sify has
taken the lead in developing multi-lingual versions, as we believe availability of content in languagesis crucia to
getting many more Indians to access the Internet. Sify has been working with various agencies to offer language
websitesin ‘dynamic web fonts' that makes browsing easy and error free. The division scored afirst in the Indian
Internet industry by offering the Indian Union Budget coverage in six languages.

Sify.com’ s mobile short code, 4545, gained popularity with more service offeringsincluding ring tone downl oads,
mail on mobile, exam results, logos and picture messages, news, sports & entertainment content and astrological
predictions. Sify.com is also the first Indian portal to offer mobile blogs (or moblogs), through 4545.

The advertisement solutions offered by Sify.com have consistently delivered value to clients. So Sify.com today
has the highest monetisation per user among Indian portals, and is among the leading portals in advertisement
revenue. The year saw significant client wins in Samsung Electronics, Ford Motors, Maruti Udyog,
MakeMyTrip.com, Shaadi.com and others, in addition to renewalsfrom advertiserslike Citibank, MonsterIndia.com,

and Bharat Matrimony.com.

eLearning

Sify’s eLearning division is an end-to-end el earning solutions provider focused on Custom Content
Development and Learning Management Systems implementation for global clients. During the course of
the year, the division continued to strengthen its presence with its customers including General

Electric, Hyperion, and Microsoft.

Developing Market L eader ship

Sify has ambitious plans to consolidate its position as a market leader and accelerate growth by:
e Consolidating its broadband and cyber cafe businesses

» Providing a comprehensive range of end to end solutions to corporatesin India

» Providing Managed Network and Infrastructure services to corporates abroad

WORK FOR YOU
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Financial Highlights

The Company registered sales of Rs. 3,569 million during the period under review, a33% growth over the previous
year. Cash profit, in Adjusted EBITDA termswas Rs 225 million. The net loss for the financial year was
Rs.261million.

As the Company has incurred losses during the year, your directors do not recommend any dividend for the year
under review.

SUBSIDIARY COMPANIES

Sify eL earning Limited, Satyam Webexchange Limited and Sify Plasticscommer ce Limited

Asthe businessincluding the assets of the above companies have already been transferred to the holding company
for various strategical and business reasons, the Board of Directors of the respective companies have resolved to
strike the name of the companies from the Register of Companies. Hence, they havefiled the applications with the
Registrar of Companies, Chennai, under the relevant provisions of the Companies Act, 1956 and obtained the
letter confirming the striking of the names of the companies from the Register. Accordingly, the Annual Reports
and the Statement of the holding company’s interest under Section 212 of the Companies Act, 1956, with respect
to the above companies, are not annexed to this Annual Report.

Safescrypt Limited

The Company has been continuously consolidating its position as a leading PKI & Digital certificate solutions
provider in the country. The portfolio of services offered has been expanded to include data security services and
solutions like Authentication and Access control, digital rights managements, contents encryption and document
security solutions. These services complement Sify’ sexisting network security and assurnance services and enhance
the breadth of the overall security solutions offered by Sify.

IndiaWorld CommunicationsLimited

In view of the change in the market conditions, the company has aready transferred its business along with the
assets to the holding company. The company is considering further course of action.

Sify NetworksPrivateLimited

In view of the change in the market conditions, the company did not have major business operations during the
year. The company is considering the further course of action.

Sify International I nc.
The company did not have any commercia operations during the year under review. The loss incurred by the

company due to administration expenses amounts to Rs. 9.57 million. The company is considering further course
of action.

Directors

Subsequent to the close of the year, SAIF Investment Company Limited and Venture Tech Solutions Private
Limited, have terminated their rightsand obligations conferred under the Investor Rights Agreement dated October
7, 2002 and consequently, Mr Ravi C Adusumalli, Mr Srinivasa C Raju and Mr Sandeep Reddy, their nominees,
resigned from the Board. The Directors place on record their appreciation of the services rendered by Mr Ravi
C Adusumalli, Mr Srinivasa C Raju and Mr Sandeep Reddy during their tenure as Directors of the Company.

Mr V Srinivasand Mr B Rama Raju, Directors, retire by rotation at the ensuing Annual General Meeting and being
eligible offer themselves for reappointment. Y our Directors recommend their re-appointment.

10
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Dr SK Rao, Mr C B Mouli and Mr R D Thulasiraj, who were appointed as Additional Directorsin July 2005, hold
office upto the ensuing Annual General Meseting. Notices have been received from members proposing their
appointment as Directors of the company.

In July 2005, Mr B Rama Raju was appointed as the Chairman of the Board of Directors.

Audit Committee

The Audit Committee wasreconstituted in July 2005. The present Committee consists of Dr SK Rao, Mr C B Mouli
and Mr R D Thulasirgj, which complies with the independent audit committee requirements of SEC and NASDAQ
regulations.

Directors responsibility statement
Y our Directors state:

(i) thatinthe preparation of the annual accounts, the applicable accounting standards had been followed along
with proper explanation relating to material departures;

(if) that they had selected such accounting policies and applied them consistently and made judgments and
estimates that are reasonable and prudent so as to give a true and fair view of the state of affairs of the
company at the end of the financial year and of the loss of the company for that period;

(i) that they had taken proper and sufficient carefor the maintenance of adequate accounting recordsin accordance
with the provisions of the Companies Act, 1956, for saf eguarding the assets of the company and for preventing
and detecting fraud and other irregularities;

(iv) that they had prepared the annual accounts on a going concern basis.

Auditors
Our Statutory Auditors, BSR & Co., retireat the ensuing Annual General Meeting and are eligiblefor reappointment.

Fixed Deposits

Y our Company has not accepted any deposits and as such, no amount of principal or interest was outstanding on
the date of the Balance Sheet.

Conservation of Energy, Technology Absor ption and Foreign Exchange

The particulars prescribed under clause (€) of sub section (1) of Section 217 of the Indian Companies Act, 1956,
read with the Companies (Disclosure of Particulars in the Report of Board of Directors) Rules 1988, are givenin
Annexure‘*A” of thisreport.

Employees Particularsin termsof Section 217(2A) of thelndian Companies Act, 1956

The particulars of employees as required to be disclosed in accordance with the provisions of Section 217(2A) of
the Indian Companies Act, 1956, and the Companies (Particulars of Employees) Rules, 1975, as amended, are
annexed to the Directors' Report.

Associate Stock Option Plan

Members of the Company have so far allocated 1,833,000 equity sharesto be issued as stock options to associates
under the three Associate Stock Option Plans (ASOP 1999, ASOP 2000 and ASOP 2002).

11
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The total number of options granted and outstanding under the various Associate Stock Option Plans as of March
31, 2005 is as below:

Options convertible to shares at the time of exercise - Nil
Options convertible to American Depository Receipts
at the time of exercise : 765,243

The particulars of Stock options under ASOP 1999, ASOP 2000 and ASOP 2002 are a so disclosed in accordance
with Clause 12 of SEBI (Employee Stock Option Scheme and Employee Stock Purchase Scheme Guidelines, 1999)
by way of additional information in Annexure B.

Acknowledgement

Y our Directors take this opportunity to thank all investors, customers, vendors, banks, regulatory and government
authorities for their continued support. Your Directors also wish to place on record their appreciation of the
valuable contributions made by the Associates at al levels.

For and on behalf of the Board

Chennai B RamaRaju
September 6, 2005 Chairman
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ANNEXURE A

Particulars furnished pursuant to Companies (Disclosure of Particulars in the Report of Board of Directors)
Rules, 1988.

A Conservation of energy: The Company is not a manufacturing company and hence the details in respect of
the above are not applicable.

B  Research and Development: The Company has not undertaken any R& D activity in any specific areaduring
the year under review, and hence no cost has been incurred towards the same.

C Technology Absorption :Nil.
D Foreign Exchange Earnings and Outgo
Total Foreign Exchange earnings : Rs. 273 million
Total Foreign Exchange outgo : Rs. 453 million
ANNEXURE B
The details of ASOP 1999, ASOP 2000 and ASOP 2002 are given below:
(@ No. of options granted ASOP 1999 ASOP 2000 ASOP 2002
Nil Nil 90,000
(b) The pricing formula In accordance with the SEBI (Employee Stock

Option Scheme and Employee Stock Purchase
Scheme) Guidelines, 1999 and Guidelinesfor ADR
Linked Option Scheme for Software Companies
issued by Ministry of Finance (Investment Division).

(¢) Options vested ASOP 1999 ASOP 2000 ASOP 2002
Nil 133,339 371,069
(d) Options exercised ASOP 1999 ASOP 2000 ASOP 2002
Nil 113,943 365,342
(@ Thetotal number of shares arising ASOP 1999 ASOP 2000 ASOP 2002
asaresult of exercise of option Nil 113,943 365,342
(f) Options lapsed ASOP 1999 ASOP 2000 ASOP 2002
Nil 29,787 75,185
(g) Variation of terms of options ASOP 1999 ASOP 2000 ASOP 2002
Nil Nil Nil
(h) Money realized by exercise of options (Rs.) ASOP 1999 ASOP 2000 ASOP 2002
Nil 19,069,448 59,692,426
(i) Total number of optionsin force ASOP 1999 ASOP 2000 ASOP 2002
Nil 7,770 757,473

() Employee-wise details of options granted
(i) Senior managerial personnel
Name of the Associate ASOP 2002

1. Anil Ahuja 75,000
(i) Number of employees received options amounting to 5% or more of options granted during the
year - 1

(iiil) No employee was granted options during any one year, equal to or exceeding 1% or the issued
capital (excluding outstanding warrants and conversion) of the Company at the time of grant.

(k) Diluted Earnings Per Share (EPS) (on par value of Rs.10 per share) calculated in accordance with
International Accounting Standard (IAS 33). : Rs. Nil.

13
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MAKING THE INTERNET
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Annexureto Directors Report for theyear ended Mar ch 31, 2005

Information as per Section 217 (2A) of the Companies Act, 1956 read with the Companies (Particulars of Employees) Rules, 1975, annexed to and forming part of the
Directors’ Report for the year ended 31st March 2005.

S.No.Name Designation Qualification Age in Date of Exp. in Grosss
years Joining Years Remuneration Previous Employment Designation
Rs
1 RamagR CEO& Managing Director B.Tech'71,PGDM ‘73 % 01-Apr-98 2 4,458,600 Sterling Cdlluler Ltd- Director
2 AjitG.Abraham Chief Human Resources Officer MA’ 81, DipinHuman Resources' 83 % 03May-99 3 4,197,524 Mobil IndiaLtd. - VPHuman Resources
3 Rahul Svarup President - Enterprise Solutions B.Tech'83 Zi) 17-Sp 9 16 5,801,604 Citi Bank - VicePresident
4 AvinashJ President - Hosting Services BE’'83 4 11-0a-99 2 2,979,933 Infosynth - Chief Consultant
5 Rustom|rani Chief Technology Officer B.Sc.’82, DipinComp. Programming' 84 ic} 23DecM 2 4,524,085 GECaitd-CIO& VP
6 GeorgeZacharias Chief Operating Officer B.Tech.' 80, PGDBM '82 % 01-Ma-00 3 7,526,659 MaduraGarments- Presdent
7 JohnDevasshayam President- Internetiona Business MA(Socid Work)'80 4 04-0-03 8 4,392,625 Satyam Computer SarvicesLimited
8 Shrikant P Joshi Presdent - AccessMedia B.Tech’81,PGDM'83 g 03-Dec01 2 4,270,075 Heinz-VPSdes
9 HarikumarS VicePresdent - eLearning Sarvices B.Com'84 a4 27-Mar-00 2 2,561,670 FrdwereSoftware Solutions- CEO
10 RamebhadranAP VicePresdent-Retall Broad Brand B.Com’85,PGDM‘90 4 2-Apr-03 B 2,618,233 Bharti Infotel Limited- VP (Marketing)
N Sushil Luniya VicePresdent - Operetions B.E’84, MBA ‘87 43 19Mar-02 8 2,590,944 ApolloTyresLtd- Head Sdes
Part of the year
1 Anil Ahuja Chief Finandia Officer B.Tech'72,PGDM ' 74 % 15-un-04 i 4,517,314 Bell Canadalnternationd - VP-Corp.Dev.
2 DipanBhdtacharyya  VicePresdent - EnterpriseSolutions B.Tech’83,PGDM '91 3 1-Jun-00 w 3,008,838 GE Capitd - VicePresident
3 PJNah VicePresdent- Sdes& Marketing MMS'83 43 1-Jun-00 2 2,738,433 WIPRO Infotech Ltd- Heed Corporate Business
4 KamnenWW President - Interactive Services BE'81,PGDM'83 % 16-Ju-99 2 1,466,407 GM Pensinternationd - VPMarketing.
Note:
1 TheremunerationincdudesBasic Sdary, HouseRent Allowance, Special Allowance, Leave Travel Assistanceand other taxable perquisites.
2. Noneof theaboveemployeesisrelated to any of the Directorsof thecompany.
3. Termsof employment of dl theemployeesmentioned aboveare contractua.
4. Noneof theaboveemployeeseither individually or together with spouse or children held morethan 2% of theeguity sharesof thecompany.
Chennai B Rama Raju R Ramaraj
September 6, 2005 Chairman Managing Director
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Sify Limited (formerly Satyam Infoway Limited)

AUDITORS REPORT TO THE MEMBERS OF
SIFY LIMITED

1

We have audited the attached balance sheet of
Sify Limited (the Company) as at
31 March 2005, the Profit and Loss Account and
the Cash Flow Statement of the Company for the
year ended on that date, annexed thereto. These
financial statements are the responsibility of the
Company’s management. Our responsibility is
to express an opinion on these financial
statements based on our audit.

Sify
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with by this report arein agreement with the
books of account;

d) inour opinion, the Balance Sheet, the Profit
and Loss account and the Cash Flow
Statement dealt with by this report comply
with the Accounting Standardsreferredtoin
sub-section (3C) of section 211 of the
Companies Act, 1956, to the extent
applicable;

€) on the basis of written representations
received from the directors of the Company

2 Weconducted our audit in accordance with audit- asat 31 March 2005 and taken on record by
ing standards generally accepted in India. Those the Board of Directors, we report that no
Standards require that we plan and perform the director isdisqualified as on 31 March 2005
audit to obtain reasonabl e assurance about whether from being appointed as director of the
the financial statements are free of material mis- Company under clause (g) of sub-section (1)
statement. An audit includes examining, on atest of section 274 of the Companies Act, 1956;
basis, evidence supporting the amounts and dis- f) in our opinion and to the best of our
closuresin thefinancial statements. An audit also information and according to the
incl udes_a;%ssi ng Fhe accounting principles used explanations given to us, the said accounts,
and significant estimates made by management, give the information required by the
as well as evaluating the overall financial state- Companies Act, 1956 in the manner so
ment presentation. We believe that our audit pro- required and give a true and fair view, in
vides a reasonable basis for our opinion. conformity with the accounting principles

3 Asrequired by the Companies (Auditor’ s Report) generally accepted in India
Order, 2003 issued by the Central Government of = inthe case of the Balance Sheet, of the
Indiain terms of sub-section (4A) of section 227 state of affairs of the Company as at
of the Companies Act, 1956, we enclose in the 31 March 2005:

Annexure a statement on the matters specified in
paragraphs 4 and 5 of the said Order. = in the case of the Profit and Loss
) Account, of theloss of the Company for

4 Further to our commentsin the Annexurereferred

to in paragraph 3 above, we report that:

a) we have obtained all the information and
explanations which to the best of our
knowledge and belief were necessary for the
purpose of the audit;

b) in our opinion, proper books of account as
required by law have been kept by the
Company so far as appears from our
examination of the books;

the year ended on that date; and

= inthecase of the Cash Flow Statement,
of the cash flows of the Company for

the year ended on that date.

for BSR & Co. (Formerly Bharat S Raut & Co.)
Chartered Accountants

SBalasubrahmanyam

c) the Balance Sheet, the Profit and Loss
Account and the Cash Flow Statement dealt

Chennai Partner
April 19, 2005 Membership No. 53315
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AnnexuretotheAuditors Report tothe M embersof
Sify Limited as of and for the year ended
31 March 2005

With referenceto theannexurereferred toin paragraph
3 of the Auditor’s report to the Members of Sify
Limited on the financial statements for the year
ended 31 March 2005, we report the following:

() (@ The Company has maintained proper
records showing full particulars, including
quantitative details and situation of fixed
assets.

(b) The company has aregular programme of
physical verification of its fixed assets by
which all fixed assets are verified oncein
three years. Accordingly no physical
verification of fixed assets hasbeen carried
out during the year. In our opinion, the
frequency of such verification isreasonable
having regard to the size of the Company
and the nature of its assets.

(c) Fixed assets disposed off during the year
were not substantial and therefore do not
affect the going concern assumption.

(i) (@ Theinventory hasbeen physically verified
by the management during theyear. In our
opinion, thefrequency of such verification
is reasonable.

(b) The procedures for the physical
verification of inventory followed by the
management are reasonable and adequate
in relation to the size of the Company and
the nature of its business.

() The Company is maintaining proper
records of inventory. The discrepancies
noticed on verification between the
physical stocks and the book records were
not material.

(iif)  The Company has neither granted nor taken any
loans, secured or unsecured, to or from
companies, firmsor other parties covered inthe
register maintained under Section 301 of the
Companies Act, 1956.

(iv)  Inour opinion and according to theinformation
and explanations given to us, there is an
adequateinternal control system commensurate
with the size of the Company and the nature of
its business with regard to purchase of
inventories and fixed assets and with regard to
the sale of goods and services. We have not
observed any major weakness in the internal
control system during the course of the audit.

Sify Limited (formerly Satyam Infoway Limited)

V)

(vi)

(vii)

(@ In our opinion and according to the
information and explanations given to us,
the particulars of contracts or arrangements
referred to in section 301 of the Companies
Act, 1956 have been entered in the register
required to be maintained under that
section.

(b) In our opinion, and according to the
information and explanations given to us,
the transactions made in pursuance of
contracts and arrangements referred to in
(a) above and exceeding the value of Rs5
lakh with any party during the year have
been made at prices which are reasonable
having regard to the prevailing market
prices at the relevant time.

The Company has not accepted any deposits
from the public.

In our opinion, the Company has an internal
audit system commensurate with its size and
nature of its business.

(viii) According to the information and explanations

(ix)

given to us, the Centra Government has not
prescribed the maintenance of cost records
under clause (d) of sub-section (1) of Section
209 of the Companies Act, 1956 in respect of
services carried out by the Company.

(@ According to the information and
explanations given to us and on the basis
of our examination of the records of the
company, amounts deducted/accrued in
the books of account in respect of
undisputed statutory dues including
Provident Fund, Employees State
Insurance, Income-tax, Sales-tax, Wealth
tax, Service tax, Customs duty, Cess and
other material statutory dues have been
regularly deposited during the year by the
Company with the appropriate authorities.
As explained to us, the Company did not
have any dues on account of Investor
Education and Protection Fund and Excise
duty.

According to the information and
explanations given to us, no undisputed
amounts payable in respect of Provident
Fund, Employees’ Statelnsurance, Income
tax, Sales tax, Wealth tax, Service tax,
Customs duty, Cess and other material
statutory dues were in arrears as at 31
March 2005 for a period of more than six
monthsfrom the date they became payable.
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(b) According to the information and
explanations given to us, the following
dues of Sales tax have not been deposited
by the Company on account of disputes.

Nameof  |Natureof [Amount | Period towhich Forum whereis
the Statute | theDues | (Rs) the amount dispute pending
relates
Central Sdles| C Formsnot | 10,689,413 | Asst. YrsRs. Commissioner
Tax produced for 2000-01-6,589,413 | of Commercil
assessment 2001-02-3,185,000 | Taxes

2002-03 - 915,000

(X) The accumulated losses of the Company has
exceeded fifty percent of itsnet worth at theend
of theyear. The Company has not incurred cash
losses during the current year and in the
immediately preceding financial year.

(xi)  Inour opinion and according to theinformation
and explanations given to us, the Company has
not defaulted in repayment of duestoitsbankers
or to any financial ingtitutions. The Company
did not have any outstanding debentures during
theyear.

(xii) The Company has not granted loans and
advances on the basis of security by way of
pledge of shares, debentures and other securities.

(xiii) Inour opinion and according to theinformation
and explanations given to us, the Company is
not a chit fund or a nidhi/ mutual benefit fund/
society.

(xiv) According to the information and explanations
given to us, the Company is not dealing or
trading in shares, securities, debentures and
other investments.

Sify

zzzzzzzzz
WORK FOR YOU

(xv) Inour opinion and according to theinformation
and explanations given to us, the terms and
conditions on which the company has given
guaranteesfor loanstaken by othersfrom banks
or financial institutionsare not prejudicial to the
interest of the company.

(xvi) The company did not have any term loans
outstanding during the year.

(xvii) According to the information and explanations
givento usand on an overall examination of the
balance sheet of the company, we are of the
opinion that the fundsraised on short-term basis
have not been used for long-term investment.

(xviii)The Company has not made any preferential
alotment of shares to parties and companies
covered intheregister maintained under section
301 of the Companies Act, 1956.

(xix) The Company did not have any outstanding
debentures during the year

(xx) The Company has not raised any money by
public issues during the year.

(xxi) According to the information and explanations
givento us, no fraud on or by the Company has

been noticed or reported during the year.

For BSR & Co. (Formerly Bharat S Raut & Co.)
Chartered Accountants

S Balasubrahmanyam
Partner
Membership No. 53315

Chennai
April 19, 2005
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Sify Limited (formerly Satyam Infoway Limited)

Balance Sheet
Rsin Thousands
Asat Asat
Schedule 31 March 2005 31 March 2004
SOURCES OF FUNDS
Shareholder’s Funds
Share capital 1 353,803 349,010
Reserves and surplus 2 14,375,324 14,301,355
14,729,127 14,650,365
Loan Funds
Secured loans 3 9,903 11,002
9,903 11,002
14,739,030 14,661,367
APPLICATIONSOF FUNDS
Fixed Assets 4
Cost 3,897,501 3,309,118
Less: Depreciation (2,539,218) (2,029,063)
Net Book Value 1,358,283 1,280,055
Advances on capital account and capital work-in-progress 20,811 3,556
Investments 5 194,993 168,102
Current Assets, Loans and Advances
Inventories 6 28,080 19,904
Sundry debtors 7 636,241 494,420
Cash and bank balances 8 1,349,797 1,434,420
Loans and advances 9 382,266 344,177
2,396,384 2,292,921
Current Liabilities 10 1,452,380 1,049,208
Provisions 11 40,140 34,466
1,492,520 1,083,674
Net Current Assets 903,864 1,209,247
Profit and Loss Account 12,261,079 12,000,407
14,739,030 14,661,367
Significant accounting policies and notes to accounts 19

The schedules referred to above and notes thereon form an integral part of these financial statements.

This is the Balance Sheet referred to in our report of even date.

for BSR & Co. (Formerly Bharat S Raut & Co.)
Chartered Accountants

S Balasubrahmanyam
Partner
Membership No : 53315

Chennai
April 19, 2005

for and on behalf of the Board of Directors

B Rama Raju
Director

Anil Ahuja
Chief Financial Officer

R Ramar aj
Managing Director

V Ramasubramanian
Company Secretary



Sify Limited (formerly Satyam Infoway Limited) "

Profit and L oss Account

Rsin Thousands

For the For the
year ended year ended
Schedule 31 March 2005 31 March 2004
INCOME
Sales and services 12 3,569,200 2,675,710
Other income 13 140,356 189,019
3,709,556 2,864,729
EXPENDITURE
Cost of software and hardware sold 14 356,488 214,326
Operating and administrative expenses 15 1,654,591 1,397,658
Personnel expenses 16 699,218 502,795
Financial expenses 17 12,701 9,549
Selling and marketing expenses 18 664,815 498,434
Depreciation 526,750 511,185
Provision for doubtful debts and advances written off 57,073 75,116
Provision for (increase) / decrease in value of Investments, net (26,891) 68,574
Provision for accumulated losses of subsidiaries 25,483 53,737
3,970,228 3,331,374
Loss before taxation 260,672 466,645
Provision for taxation - -
Loss after taxation 260,672 466,645
Loss carried forward from previous year 12,000,407 11,533,762
Loss carried to Balance Sheet 12,261,079 12,000,407
Earnings per share: (Rs.)
Basic and Diluted (7.42) (13.52)
Weighted average number of sharesin computing the above
Basic and Diluted 35,156,120 34,519,545
Nominal value of share (Rs) 10.00 10.00
Significant accounting policies and notes to accounts 19
The schedules referred to above and notes thereon form an integral part of these financial statements.
This is the Profit and Loss Account referred to in our report of even date.
for BSR & Co. (Formerly Bharat S Raut & Co.) for and on behalf of the Board of Directors
Chartered Accountants
S Balasubrahmanyam B Rama Raju R Ramar aj
Partner Director Managing Director
Membership No : 53315
Chennai Anil Ahuja V Ramasubramanian
April 19, 2005 Chief Financial Officer Company Secretary
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Schedulesto the Balance Sheet

Rsin Thousands

Sify Limited (formerly Satyam Infoway Limited)

Rsin Thousands

Asat

Asat

31 March2005 31 March2004

Asat Asa

31 March 2005 31 March 2004

1. ShareCapital
Authorised
37,500,000 equity shares
(Asat 31 March 2004:

2 Reservesand Surplus
Securities premium
Balance at the beginning

of the year 14,301,355 14,155,493

37,500,000) of Rs 10 each. 375,000 375,000 Add: Premium received
. 73 ’
375000 375,000 during the year 3,969 156,510
| ssued 14,375,324 14,312,003
35,386,480 equity shares )
Less: Ex| tten off - 10,648
(As at 31 March 2004: 34,907,195) €55 EXpenses written o (10,648)
of Rs 10 each. 353,865 349,072 Balance at the end of the year 14,375,324 14,301,355
Less: Shares forfeited 6,202
(Asat 31 March 2004 : 6,202) 3 Secured Loans
equity shares of Rs 10 each (62) (62) . )
Vehicles purchased under finance lease
Subscribed and Paid-up (Secured against the relevant assets) 9,903 11,002
35,380,278 equity shares
(Asat 31 March 2004: 34,900,993)
of Rs 10 each. 353803 349,010 9,903 11,002
The Company has issued
952,551 (Ason 31 March 2004: 952,551)
equity shares of Rs.10 each for
Consideration other than cash
353,803 349,010
4. Fixed Assets Rsin Thousands
Original Cost Depreciation Net book value
1April04  Additions  Additions from Deletions 31 March05 | 1April 04 For the Deletions 31 March 05| 31 March 0531 March 04
Subsidiaries year
Leaseholdland 5132 - - - 5,132 247 85 - 332 4,800 4,885
Building 485,156 - - - 485,156 63,440 17,320 - 80,760 404,396 421,716
Plant and machinery 2,233,993 417,925 402 18,288 2,634,032 | 1,576,665 377,355 6,542 1947478 686,554 657,328
Furnitureand fittings 246,440 49,498 45 7,257 288,726 164,589 55,281 6,259 213,611 75,115 81,851
Officeeguipment 52,567 13,674 132 7 65,656 32,269 11,445 404 43,310 22,346 20,298
Motor vehicles 19,975 8,800 - 8,290 20,485 5,504 4,282 3,390 6,396 14,089 14,471
Systemssoftware 140,628 32,459 - - 173,087 106,124 30,497 - 136,621 36,466 34,504
Intangibleassets
Weh publication rights 98,226 - - - 98,226 64,475 20,004 - 84,.479 13,747 33,751
IPVPN Licence Fee - 100,000 - - 100,000 - 1,481 - 1,481 98,519 -
Customer contracts 27,001 - - - 27,001 15,750 9,000 - 24,750 2,251 11,251
3,309,118 622,356 579 34552 3,897,501 | 2,029,063 526,750 16,595 2,539,218 | 1,358,283 1,280,055
AsatMarch 31,2004 | 2,952,075 3,71,582 14,825 29,364 3,309,118 | 1,536,347 511,185 18,469 2,029,063 | 1,280,055 -

1. Buildings include assets capitalized pending transfer of title in favour of the Company amounting to Rs 327,030 (As at 31 March 2004 : Rs 327,030)
2. Addition from subsidiaries represent assets acquired from subsidiary companies during the year
3. Motor vehiclesinclude assets purchased on finance lease - Rs 20,448 (As at 31 March 2004 : Rs 19,265)



Sify Limited (formerly Satyam Infoway Limited)

Schedulesto the Balance Sheet (Contd...)

Sify

Rsin Thousands

Asat Asat
31 March 2005 31 March 2004
5 Investments
(Long term, At cost, Trade, Unquoted)
in subsidiaries
Indiaworld Communications Limited
((200,000 Equity shares shares of Rs 10 each fully paid up)
(Asat 31st March 2004:200,000)) 5,014,849 5,014,849
Less: Provision for decrease in value of Investment (5,014,849) (5,014,849)
Sify International Inc. (formerly India Plaza.com Inc.) 357,603 357,603
(100 Shares of common stock (As at 31 March 2004: 100) of USD 0.0001 fully paid up)
Less: Provision for decrease in value of Investment (357,603) (357,603)
Satyam Webexchange Limited 30,000 30,000
(3,000,000 Equity shares of Rs 10 each fully paid up) (Asat 31 March 2004: 3,000,000)
Less: Provision for decrease in value of Investment (30,000) (30,000)
Sify e-Learning Limited (formerly Satyam Education Services Limited) 49,000 49,000
(4,900,000 Equity shares (As at 31 March 2004: 4,900,000) of Rs 10 each fully paid up)
Less: Provision for decrease in value of Investment 49,000 (49,000)
Sify Plastics Commerce Limited 4,120 4,120
(6,000,000 Equity shares (As at 31 March 2004: 6,000,000) of Re 1 each fully paid up)
Less: Provision for decrease in value of Investment (4,120) (4,120)
Safescrypt Limited 90,000 90,000
(9,000,000 Equity shares (Asat 31 March 2004: 9,000,000) of Rs 10 each fully paid up)
Less: Provision for decrease in value of Investment (78,423) (52,695)
11,577 37,305
Sify Networks Private Limited 32,755 32,755
(formerly E Alcaytraz Consulting Private Limited)
(81,820 Equity shares (As at 31 March 2004: 81,820) of Rs 10 each fully paid up)
Less: Provision for decrease in value of Investment (4,247) -
28,508 32,755
(A) 40,085 70,060
In Associates
Trade (Unquoted)
Cricinfo Limited 1,682,525 1,682,525
(43,605 Ordinary shares (As at 31 March 2004: 43,605) of GBP 0.01 each fully paid up)
Less: Provision for decrease in value of Investment (1,682,525) (1,682,525)
Refco-Sify Securities India Private Limited 154,908 154,908
(15,490,800 Equity shares (As at 31 March 2004: 15,490,800) of Rs 10 each fully paid up)
Less: Provision for decrease in value of investment - (56,866)
154,908 98,042
(B) 154,908 98,042
(A) +(B) 194,993 168,102

MAKING THE INTERNET
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Sify Limited (formerly Satyam Infoway Limited)

Schedulesto the Balance Sheet (Contd...)

Rsin Thousands

Rsin Thousands

Asa Asat Asat Asat
March 31, 2005 March31, 2004 March31,2005  March31,2004
Inventories Sundry Debtors
(Unsecured)
Traded software and hardware 34,083 29,493 Qutstanding for a period exceeding
six months
Less: Provision for slow — considered good 49,016 35,955
— considered doubtful 108,611 51,538
moving inventory (6,003) (6,589) Other debts
— considered good 587,225 458,465
744,852 545,958
28,080 19,904 Less: Provision for doubtful debts ~ (108,611) (51,538)
636,241 494,420

Rsin Thousands

Asat Asat
31 March 2005 31 March 2004
8. Cash and Bank Balances
Cash on hand 593 559
Cheques on hand 91,085 267
Balance with scheduled banks
— incurrent accounts 221,249 206,913
— indeposit accounts 981,552 1,039,982
— inmargin money accounts 31,241 111,733
Balance with non-scheduled banks
— incurrent accounts
Citibank N.A New York 20,769 9,109
(maximum amount outstanding during the year ended 31 March 2005 - Rs 25,242)
(year ended 31 March 2004 : Rs.91,786)
Citibank N.A Cadlifornia 3,308 291
(maximum amount outstanding during the year ended 31 March 2005 -Rs 4,948)
(year ended 31 March 2004 : Rs.1,919)
— indeposit accounts
ABN AMRO Amsterdam - 65,566
(maximum amount outstanding during the year ended 31 March 2005 - Rs.Nil)
(year ended 31 March 2004 : Rs.585,769) 1,349,797 1,434,420
Rsin Thousands Rsin Thousands
Asa Asa Asat Asa
March312005  March312004 March312005  March 312004
Loans and Advances
Unsecured, considered good Unsecured, considered doubtful
Cd\c/janc?s re(;lovertab:)e mn C@egr n Advances recoverable in
ind or for value to be receiv: o
—  To subsidiaries 2.846 _ cashor.m kind or for value to
—  Other advances 75,942 35,449 be received
Prepaid expenses 86,116 106,234 - To subsidiaries 349,108 373,071
Deposits —  Other advances 1,123 1,123
— Telephones 45,735 64,680 o
_ Renta 48 256 38525 Advance against investments - 420
— Others 26,426 23,695 Provision for doubtful
Tax deducted at source 55,289 45,593 advances (349,108) (373’071)
Interest accrued 12,491 30,001 o
Net investment in leases 29165 _ Provision for other advances (1,123) (1,543)
382,266 344,177 382,266 344,177




Sify Limited (formerly Satyam Infoway Limited)

Schedulesto the Balance Sheet (Contd...)

Rsin Thousands

Rsin Thousands

Asat Asat For the For the
March 31, 2005  March 31, 2004 Year ended Y ear ended
March31,2005  March31,2004
10. Current Liabilities
Current Liabilities 15 Operating and Administrative
Sundry creditors Expenses
—  For supplies 180,603 46,081 Networking costs 915,519 783,323
— Forexpenses 593,435 461,429 Communication expenses 36,247 25,027
Dues to su_bsdlan% - 30,924 Cost of software packages for own use 2,455 2,588
Unearned income 395,311 332,067
h . Rent 82,945 48,812
Security deposits Rat d t 16,186 14,365
(Refer Schedule 19(C)(9)) 77,269 55,884 €S and taxes * ;
Other liabilities 136.829 41.249 Travelling expenses 107,591 56,067
Advances from customers 64,248 77,963 Power and fuel 71,671 61,800
Provident fund 4,685 3,611 Legal and professional charges 99,052 84,972
1452380 1.049.208 Web development charges 11,076 4,827
— Recruitment expenses 24,747 17,158
11. Provisions ) Training and development 6,079 3,405
Prov!s!on for staff .beneflts 38,699 33,025 Repairs and maintenance:
Provision for taxation 1,365 1,365 .
Provision for wealth tax 76 76 — Plant and machinery 10,104 6,802
— Buildings 17,264 21,693
40,140 34,466 — Others 59,971 57,436
. Hire charges of vehicles and
Schedulesto the Profit and L oss Account equipment 6,700 3,286
Rsin Thousands Insurance 33,504 50,264
For the For the Outsourced manpower 108,564 49,707
Y ear ended Y ear ended Loss on foreign exchange
March31,2005  March3l, 2004 fluctuation (Net) - 51,210
12 Sales and Services Loss on sale of fixed
e LT e S
vices - Export , , :
Services - Domestic 2,894,103 2,111,363 Miscellaneous expenses 42,159 29,366
3,569,200 2,675,710 1,654,591 1,397,658
13 Other Income
Profit on sale of fixed 16 Personnel Expenses
assets (Net) — 2,060 Salaries and wages 646,253 464,645
Gain on foreign exchange Contribution to provident
fluctuation (Net) 3,663 -
Interest income (Tax 52,702 48,509 and other funds 29,408 22,094
deducted at source for the year Staff welfare expenses 23,557 16,056
ended 31 March 2005 - Rs 14,101)
(year ended 31 699,218 502,795
March 2004 - Rs 8,354).
Profit on sale of investment 15,710 120,036 ; ;
Other income 13,683 18414 [ Financial Expenses
Liabilities no longer Interest on vehicles on
required written back 30,924 - leasing arrangement 870 1,062
Provision for expenses no longer Bank charges 11,831 8,487
required written back 23,674 -
140,356 189,019 12,701 9,549
14 Cost of Software and
Hardware Sold 18 Selling and Marketing Expenses
Opening inventory 19,904 37,356 .
Purchases (Net of capitalised Advertisements 42,285 38,790
for the year ended 31 March 2005: 364,664 196,874 Market promotion expenses 87,752 103,666
55;355%?'9%%3%’ 3 Commission 25,670 20,631
Closing inventory (28,080) (19,904) Other selling expenses 509,108 335,347
356,488 214,326 664,815 498,434
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Sify Limited (formerly Satyam Infoway Limited)

Schedulesto the Balance Sheet and Profit and L oss Account for the year ended March 31, 2005

19. Significant Accounting Policies and Notesto Accounts

A. BACKGROUND
1. Description of business

Sify Limited (“Sify” / “the Company”) is engaged in providing
various services, such as corporate network and data services, internet
access services, online portal and content offerings and devel opment
of e-learning software. Sify wasincorporated on 12 December 1995
and is listed on the NASDAQ. The Company is headquartered in
Chennal, India.

B SIGNIFICANT ACCOUNTING POLICIES
1. Basisfor preparation

The financial statements are prepared in accordance with the
Generally Accepted Accounting Principles (“GAAP”) under the
historical cost convention on the accrual basis. GAAP comprises
mandatory accounting standardsissued by the I nstitute of Chartered
Accountants of India (“ICAI") and the provisions of the Companies
Act, 1956. These accounting policies have been consistently applied,
except for applicable recently issued accounting standards made
mandatory by the ICAI effective the current fiscal year that were
adopted by the Company, as described below.

Effective the current fiscal year the Company has adopted the
“Accounting Standard (“AS") 28 on Impairment of Assets’ and“AS
29 on Provisions, Contingent Liabilities and Contingent Assets”.
The application of the Accounting Standards did not have any
significant impact on the financial statements of the Company.

2. Useof estimates

The preparation of financial statements in conformity with GAAP
requires the Company’s Management to make estimates and
assumptionsthat affect the reported balances of assetsand liabilities
and disclosures relating to contingent liabilities as at the date of the
financial statements and reported amounts of income and expenses
during the period. Examples of such estimates include estimates of
provision for diminution in the value of investments, provision for
doubtful debts and useful life of fixed assets. Actual results could
differ from those estimates.

3. Revenue recognition

The operating segments of the Company are:

e Corporate network/data services, which provides private
network services, messaging services and web hosting services
to businesses;

e Internet access services to homes and through cyber cafés;
¢ Online portal services and content offerings; and
e Other services.

These segments recognise revenues on the following bases:
Corporate network/data services

Corporate network service revenues primarily include connectivity
servicesand, to alesser extent, therevenuesfrom the sale of hardware
and software purchased from third party vendors, installation of the
link, and other ancillary services such as e-mail, e-fax and domain
registration. The Company provides connectivity for afixed period
of time at afixed rate regardless of usage. The revenue attributable
to connectivity servicesisrecognised ratably over the period of the
contract. The software sold by the Company is off-the-shelf software,
such as anti virus utilities and firewalls. The revenue attributable to
hardware/software is recognised on delivery. The revenue

(In Rupees thousands, except share data and as otherwise stated)

atributable to the installation of the link is recognised on completion
of the installation work. All revenues are shown exclusive of sales
tax and service tax and net of applicable discounts and allowances.

Web hosting service revenues primarily include co-location
services and connectivity services. Revenue from hosting services
is recognised over the period during which the service is provided.

3. Revenue recognition (Continued)
Internet access services to homes and through cyber cafés

Dial-up internet access is sold to customers either for a specified
number of hours or for an unlimited usage within a specified period
of time. Customers purchase a CD that allows them to access the
internet. The amounts received from customers on the sale of these
CDs are not refundable. Sify recognises revenue from sale of CDs
based on usage by the customer. At the end of the specified period,
the remaining unutilised hours, if any, are recognised as revenue.
Revenue from unlimited internet access and electronic mail access
is recognised over the specified period.

Public internet access is provided to customers through a chain of
franchisee cyber café outlets, network of cable operators and to a
lesser extent, Sify owned cyber cafés. The Company also provides
internet access at homes through cables. Sify enters into an
arrangement with franchisees that provides for the payment of an
initial non-refundabl e franchisee feein consideration for establishing
the franchisee relationship and providing certain initial services.
These initial services consist of a humber of activities, including
installing the broadband receiver equipment at the cyber café and
connecting it to one of Sify’s broadcasting towers, obtaining
regulatory approvals for clearance of the site for wireless
transmission at the allotted frequency range and other ancillary
services. Initial franchisee fee is recognised as revenue at the time
of commencement of operations by the franchisee. Internet access
revenue is recognised based on usage by the customer.

The Company provides Internet Telephony Services “Voice over
Internet Protocol” (VolP) to make calls to destinations across the
world using a PC through a product named “Way2Talk”. VoIP is
sold as packs, which allows the customers to access the service and
use Vol P for acontracted number of hours within a specified period
of time. The amounts received from customers on the sale of these
packs are not refundable. The Company recognises revenue from
sale of packs based on usage by the customer. At the end of the
contracted period, the remaining unutilised hours, if any are
recognised as revenue.

Online portal services and content offerings

The Company enters into contracts with customers to serve
advertisementsin the portal and the Company is paid on the basis of
impressions, click-throughs or leads and in each case the revenueis
recognised ratably over the period of the contract based on actual
impressions/click throughs/ leads delivered. There are no
performance obligations or minimum guarantees. Revenues from
electronic commerce transactions are recognised when the
transactions are completed.

Other services

The Company provides e-learning software development services
to facilitate web-based learning in various organizations. Revenue
from such projects is recognized on the fixed man-month rates or
proportionate performance method, based on the terms of the
contract.
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4. Fixed assets and depreciation

Fixed assets are stated at cost less accumulated depreciation.
Direct costs are capitalised until fixed assets are ready for use.
These costs include freight, installation costs, duties and taxes
and other allocated expenses including finance cost relating to
specific borrowing incurred during the construction period.

Assets acquired under a finance lease are capitalised and the
corresponding lease liability is recorded at an amount equal to the
fair value of the leased asset or the present value of the minimum
lease payments, whichever is lower, at the inception of the lease.
Initial costs incurred in connection with specific leasing activities
directly attributable to activities performed by the Company for a
finance lease are also capitalised.

Depreciation on fixed assets is provided using the straight-line
method based on the useful lives of the assets as estimated by the
Management. Depreciation is charged on a pro-rata basis for assets
purchased / sold during the year. Individual assets costing less than
Rs 5 are depreciated in full in the year of acquisition.

Leasehold land is amortised using straight-line method over the
shorter of the primary lease period or estimated useful life of the
asset.

Software for internal use is acquired primarily from third-party
vendorsin ready-to-use condition. Costsfor acquiring such software
are capitalised. Capitalised software costs are amortised on straight-
line basis over the estimated useful life of the software. Software
acquired for internal use with estimated useful life of less than one
year is expensed upon acquisition.

Management’s estimate of the useful lives for various categories of
fixed assetsis given below.

Asset description Estimated useful
life (in years)
Buildings 28
Plant and machinery
Computers, servers etc. 2
Others 5
Furniture and fittings 5
Office equipment 5
Motor vehicles 5
Software 2-3

Depreciation on assets acquired under a finance lease is provided
using the straight-line method over the useful life of the asset.

Web publication rights are amortised over three to five years
representing Management’s estimate of the useful life of the asset.

Payments made to acquire customer contracts have been recorded
as an intangible asset and are being amortised over three years
representing Management’s estimate of the useful life of the asset.

Payment made for Licence fee for Virtual Private Network (IP -
VPN) Services has been recorded as an intangible asset and is being
amortised over 15 years representing the estimated period of
Licence.[ Refer Note 19 (C) (15)].

5. Investments

Long-term investments comprise investments in subsidiaries and
associates and are carried at cost with provision being made for
diminution if any, other than temporary, in their value. Such
diminution is determined for each investment individually on the
basis of the past performance of such subsidiaries / associates and
the future expected benefits to the Company from such investments.

6. Inventories

Inventories are stated at the lower of cost and net realisable value.
Cost of inventories comprises cost of purchase and all incidental
costs incurred in bringing the inventories to their present location
and condition. Cost of hardware and software purchased for the
purpose of resale is determined using the first-in-first-out method.
Inventory of CDs used for Internet service activities are stated
at the weighted average cost.
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7. Foreign currency transactions

Sales invoices, purchase invoices and expenses, denominated
in foreign currencies are converted into reporting currency at
the rates prevalent on the date of the transactions. Collections/
payments denominated in foreign currencies are converted at
rates prevalent on the date of such collections/payments.
Differences arising on such foreign currency transactions are
charged / credited to the Profit and Loss account.

Monetary current assets and liabilities that are denominated in
foreign currencies are translated at the exchange rate prevalent
at the date of the Balance Sheet. The resulting difference is
recorded in the Profit and Loss account except in case of
exchange differences related to acquisition of fixed assets from
a country outside India, which are adjusted to the carrying
amount of related fixed assets.

Profit and loss items at the foreign branch are translated at the
respective monthly average rate. Monetary items at the branch
office at the Balance Sheet date are translated using the exchange
rate prevalent at the date of the Balance Sheet. Non-monetary
assets are recorded at the rates prevailing on the date of the
transaction.

8. Retirement benefits to employees

Provident fund: Eligible employees receive benefits from a
provident fund, which is a defined contribution plan managed
by the Regional Provident Fund Commissioner, Chennai. Both
the employee and the Company make monthly contributions to
the provident fund plan equal to 12% of the covered
employee’s basic salary. The Company has no further
obligations under the plan beyond its monthly contributions.

Gratuity: The Company provides for gratuity, a defined benefit
retirement Plan (the “Gratuity Plan”) covering eligible
employees. The Gratuity Plan commenced on 1 April 1997. The
Plan providesa lump sum payment to vested employees at
retirement, death or termination of employment, of an amount
based on the respective employee’s salary and the tenure of
employment with the Company. The Company provides the
gratuity benefit through annual contribution to a fund managed
by the Life Insurance Corporation of India (LIC). Under this
scheme the settlement obligation remains with the Company
although the LIC administers the scheme and determines the
contribution premium required to be paid by the Company.

Leave encashment: Provision for leave encashment is made by the
Company based on the unavailed leave standing to the credit of
employees in accordance with the service rules of the Company.

9. Earnings per share

Basic earnings per share is computed and disclosed using the
weighted average number of equity shares outstanding during
the year. Diluted earnings per share is computed and disclosed
using the weighted average number of equity and dilutive
equity equivalent shares outstanding during the year.

10. Income taxes

Income tax expense comprises current tax (i.e. amount of tax for
the period determined in accordance with the income tax law)
and deferred tax charge or credit (reflecting the tax effects of the
timing differences between accounting income and taxable income
for the period). The deferred tax charge or credit and the
corresponding deferred tax liabilities and assets are recognised
using the tax rates that have been enacted or substantially enacted
by the Balance Sheet date. Deferred tax assets are recognized
only to the extent there is reasonable certainty that the assets can
be realised in future. However, where there is unabsorbed
depreciation or carry forward of losses, deferred tax assets are
recognised only if there is a virtual certainty of realisation of
such assets. Deferred tax assets are reviewed at each Balance
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Sheet date and written down or written up to reflect the amount
that is reasonably/virtually certain (as the case may be) to be
realised.

Current tax and deferred tax assets and liabilities are offset to
the extent to which the Company has a legally enforceable right
to set off and they relate to taxes on income levied by the same
governing taxation laws.

C NOTES TO ACCOUNTS

1. During March 2005, the company sponsored an ADS
Programme whereby a total of 1,130,526 shares were
offered and were privately placed for ADS issue. The selling
shareholders who participated in this programme were
Venturetech Solution Private Limited, for 783,326 shares,
Government of Singapore Investment Corporation for 305,500
shares and Monetary Authority of Singapore for 41,700 shares.
The ADS have been purchased by Fiserv Securities Inc. for
300,000 ADS, Venture Tech Assets Ltd. for 483,326 ADS,
Government of Singapore Investment Corporation for 305,500
ADS and Monetary Authority of Singapore for 41,700 ADS.
Conseguent to this, the shareholding of Venture Tech along
with its affiliates has come down from 9.99% to 9.14%.

2. Associates stock option plan

The Company established a stock option plan in March 1999.
The stock option plans are administered in accordance with the
plans approved from time to time, which include:

a. Associate Stock Option Plan 1999

b. Associate Stock Option Plan 2000

c. Associate Stock Option Plan 2002

As on date, the total allocation of stock options by the Company
aggregates to 1,833,000 of which 132,579 stock options are
outstanding (net of 863,742 options expired or forfeited by
employees).

The Compensation Committee grants the options on the basis
of performance, criticality and potential of the employees as
identified by Management. The options are granted to identified
employees at a price determined by the Compensation
Committee either as equity share options or ADR linked options.
The options are subject to progressive vesting over three-year
period from the date of grant.

The following table summarizes the transactions of stock options:

The following table summarizes the transactions of stock options:

No. of options granted, Year ended Year ended
exercised and forfeited 31 March 31 March
2005 2004
Options outstanding at
the beginning of the year 1,259,500 390,560
Granted during the year 90,000 1,136,580
Total 1,349,500 1,527,140
Exercised during the year (479,285) (70,910)
Lapsed (25,123) (148,490)
Forfeited during the year (79,849) (48,240)
Outstanding at the
end of the year 765,243 1,259,500
Vested and Exercisable
at the end of the year 132,579 37,270

3. Segment reporting

The Company’s operations predominantly relate to connectivity
to enterprises and providing Internet access to retail subscribers
(both home access and public access). The Company also
operates a portal, “Sify.com”, that provides a variety of
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India-related content to audiences both in India and abroad,
and which generates revenue from advertisements and other
value added services.

The primary operating segments of the Company are:

® Corporate network/data services, which provides private
network services, messaging services and web hosting to
businesses;

® Internet access services to homes and through cyber cafés;
® Online portals services and content offerings; and
® Other services.

Accordingly, revenues represented by nature of service rendered
comprise the primary basis of segmental information. Management
believes it is not practical to provide secondary segmental
disclosures, considering the diverse industrial classification of the
Company’s customers and their India centric focus.

Bandwidth costs, which form a significant part of the total
expenses, are of three kinds — international, inter-city and last
mile. These are allocated primarily between the corporate network/
data services and internet access services businesses as described
below:

The international bandwidth refers to bandwidth that is required
for access to sites and offices outside the country. For all these
businesses, bandwidth is allocated based on actual utilization
captured by monitoring traffic per IP pool assigned, at the
egress points. The Company has packet shapers in the main
locations to monitor bandwidth use by each of the above
categories of users. This information is used in determining
norms like bandwidth per port and bandwidth per PC. The
actual utilization are cross validated against assumptions / norms
for each business.

The national bandwidth refers to the inter-city link bandwidth
implemented within the country. Inter city bandwidth was allocated
based on the number of subscribers or iway cafes at “non gateway”
points and the bandwidth sold to and used by business enterprises
(determined using packet shapers). However, due to strategic reasons
aimed at furthering the corporate business, the national backbone
was enhanced to carry traffic to the international fibre gateways
moving away from its hybrid satellite and fibre gateways to only
fibre gateways for international bandwidth. Local exit of
international traffic through the satellite gateways has reduced and
this traffic has been loaded onto the national backbone. National
bandwidth costs are now allocated based on international
bandwidth allocation ratios. This is since most of the traffic carried
on the national backbone is finally aimed towards the international
gateways. The Company believes that the resulting allocations are
reasonable.

Last mile costs in the dial up access (EL/R2 costs) and spectrum
fees for wireless connectivity that can be directly identified to
the businesses are allocated directly.

Certain expenses, like depreciation and overheads incurred by the
support functions including finance, human resources,
administration, technology and corporate, which form a significant
component of total expenses, are not specifically allocable to
specific segments as the underlying services are used
interchangeably. Management believes that it is not practical to
provide segment disclosure of these expenses and, accordingly,
they are separately disclosed as “unallocated expenses’ and adjusted
only against the total income of the Company.

A significant part of the fixed assets used in the Company’s business
are not identifiable to any of the reportable segments and can be
used interchangeably between segments. Management believes
that it is not practicable to provide segment disclosures relating to
total assets since a meaningful segregation of the available data is
onerous.
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The Company’ s operating segment information for the year ended 31 March 2005 is presented below:

Year ended March 31, 2005 Corporate Internet  Online portal Others Total
network/ data access Services
services services and content
offerings
Revenues 1,980,433 1,404,876 102,814 81,077 3,569,200
Operating expenses (1,280,961) (1,361,140) (99,303) (69,333) (2,810,737)
Segment operating income 699,472 (43,736) (3,511) 11,744 758,463
Unallocable expenses (621,448)
Operating income/(l10ss) (137,015)
Other income / (expense), net 87,654
Income before interest, tax, depreciation
and provision for losses in subsidiaries/investments/others 224,669
Depreciation and provision for losses in
subsidiaries/investments/others (525,342)
Interest income (net) 40,001
Net income/(loss) before taxes (260,672)

The comparative values for the year ended 31 March 2004 are:

Year ended March 31, 2004 Corporate Internet Online portal Others Total
network/ data access Services
services services and content
offerings
Revenues 1,366,248 1,088,440 68,606 152,416 2,675,710
Operating expenses (791,292) (1,188,365) (90,891) (54,232) (2,124,780)
Segment operating income 574,956 (99,925) (22,285) 98,184 550,930
Unallocable expenses (563,549)
Operating income/(l10ss) (12,619)
Other income / (expense), net 140,510
Income before interest, tax, depreciation
and provision for losses in subsidiaries/investments/others 127,891
Depreciation and provision for losses in
subsidiaries/investments/others (633,496)
Interest income (net) 38,960
Net income/(loss) before taxes (466,645)
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4. Leases

The Company has entered into a leasing arrangement with banks for the lease of motor vehicles (“the leased asset”) for periods upto
36 months. During the lease period, the Company has agreed to hypothecate and create an exclusive charge on the leased assets in
favour of the banks and repay the principal amount of the loan along with interest thereon by way of instalments as agreed upon. The
charge/security created in favour of the banks shall remain in force until such time all the dues under the agreement are fully
discharged.

Minimum lease payments as at 31 March 2005 are as follows:

Minimum lease payments as at March 31, 2005 March 31, 2004
Payable Not later than one year 6,506 6,545
Payable Later than one year and not later than five years 3,938 5,351
Total 10,444 11,896
Less: Amounts representing interest 541 894
Present value of minimum lease payments 9,903 11,002
Payable not later than one year 6,089 5,851
Payable later than one year and not later than five years 3,814 5,151

The Company, which is a dealer lessor, has leasing arrangement of leasing various types of routers, modems and other equipment for
setting up virtual private network and providing bandwidth to its customers in corporate connectivity business. The leases are
classified as capital leases and expire after a period of three years.

The Company recognizes the sale transaction in the statement of profit and loss in accordance with the terms of the underlying
agreements and the initial direct cost as expenses as incurred.

Gross Investment and minimum lease payments as at 31 March 2005 are as follows:

Gross Investment Rs.
Receivable not later than one year 10,971
Receivable later than one year but not later than 5 years 20,959
Total 31,930
Less: Amount representing interest (Unearned finance income) 2,765
Present Value of minimum lease payments 29,165
Receivable not later than one year 9,430
Receivable later than one year but not later than 5 years 19,735

5. Related party transactions
Related Parties where control exists or with whom transactions have taken place during the year:
Subsidiaries . Sify International Inc. (formerly known as India Plaza.com Inc.)
Indiaworld Communications Limited
Safescrypt Limited
Sify eLearning Limited (formerly Satyam Education Services Limited)
Satyam Webexchange Limited
Sify Baron Net Devices Limited (till June 2003)
Sify PlasticsCommerce Limited
E-Chem.com Limited (till August 2003)
Kheladi.com India Private Limited (till April 2003)
Sify Networks Private Limited (formerly E Alcatraz Consulting Private Limited)
Associates : Satyam Computer Services Limited (Parent upto 15 December 2002)
Wisden Cricinfo Limited (till February 2004)
Cricinfo Limited
Refco-Sify Securities India Private Limited
Key Management Personnel . R Ramaraj, Managing Director
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Particulars Subsidiaries Associates Total
Transactions with related parties

Sales and Services - 48,713 48,713
Lease rentals for equipments given on lease - 175 175
Purchases 1,883 - 1,883
Purchases of fixed assets 580 - 580
Other advances (net) 30,776 - 30,776
Expenses recovered (net) - 1,219 1,219
Balances with related parties

Debts due from - 33,524 33,524
Debts due to - - -
Advances recoverable from 351,954 1,123 353,077
Amounts provided (349,108) (1,123) (350,231)

Details of managerial remuneration paid to Managing Director and payment to a Director are provided in Note C(11) and C(12) of

Schedule 19.

The comparative values for the year ended 31 March 2004 are :
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Particulars Subsidiaries Associates Total
Transactions with related parties

Sales and Services 1,004 39,470 40,474
Purchases 757 - 757
Purchases of fixed assets 11,539 - 11,539
Take over of net assets from subsidiaries 25,671 - 25,671
Interest earned - 1411 1411
Investments made 183,394 - 183,394
Other advances (net) 61,715 (1,289) 60,426
Expenses recovered (net) 11,261 12,237 23,498
Written off against Provision 217,504 - 217,504
Balances with related parties

Debts due from - 13,030 13,030
Debts due to 30,924 - 30,924
Advances recoverable from 373,071 1,543 374,614
Amounts provided (373,071) (1,543) (374,614)
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6. Investments
Safescrypt Limited

Safescrypt Limited, a 100 % subsidiary of the Company has been consistently incurring losses. The Company believes that there has
been a decrease in the value of investments and consequently an amount of Rs. 25,728 has been provided for the year ended 31 March
2005. The amount provided for the year ended 31 March 2004 was Rs.12,288.

Refco Sify Securities India Private Limited

Sify was holding 40% of the outstanding equity share capital of Refco Sify Securities India Private Limited (Refco-Sify), an associate
company. On 20 February 2005, Refco-Sify announced rights issue of 13,167,180 equity shares of Rs.10 each to the existing
shareholders at the rate of 34 equity shares for every 100 shares held at the rate of Rs.12.20 per equity share. The offer closed on 28
February 2005. Sify did not subscribe to the rights issue and Refco Securities exercised the offer including that of the rights renounced
by Sify. Consequent to the rights issue Sify’s holding in Refco-Sify has been reduced to 30%. Refco-Sify has earned a net profit of
Rs.97,949 for the year ended March 31, 2005 as against a net profit of Rs. 151,779 for the year ended March 31, 2004.

As, a consistent track record of earning profits had not been established, the Company recorded a provision for decline in the value
of investment upto 31 March 2004 of Rs.56,866. As Refco Sify has earned profits of Rs.30,087 in the quarter ended 30 June 2004,
the Company believes that it has been able to demonstrate consistency of earning profits and accordingly the reduction in carrying
amount of Rs. 56,866 has been reversed.

7. Legal proceedings

1. Sify and certain of its officers and directors are named as defendants in a securities class action lawsuit filed in the United States
District Court for the Southern District of New York. This action, which is captioned In re Satyam Infoway Ltd. Initial Public
Offering Securities Litigation, also names several of the underwriters involved in Sify’s initial public offering of American
Depositary Shares as defendants. This class action is brought on behalf of a purported class of purchasers of Sify’s ADS from the
time of Sify’s Initial Public Offering (IPO) in October 1999 through December 2000. The central allegation in this action is that
the underwriters in Sify’s IPO solicited and received undisclosed commissions from, and entered into undisclosed arrangements
with, certain investors who purchased Sify’s ADS's in the IPO and the aftermarket. The complaint also alleges that Sify violated
the United States federal securities laws by failing to disclose in the IPO prospectus that the underwriters had engaged in these
allegedly undisclosed arrangements. More than 300 issuers have been named in similar lawsuits.

In July 2002, an omnibus motion to dismiss all complaints against issuers and individual defendants affiliated with issuers was
filed by the entire group of issuer defendants in these similar actions. In October 2002, the cases against the Company’s executive
officers who were named as defendants in this action were dismissed without prejudice. In February 2003, the court in this action
issued its decision on defendants’ omnibus motion to dismiss. This decision denied the motion to dismiss the Section 11 claim as
to the Company and virtually all of the other issuer defendants. The decision aso denied the motion to dismiss the Section 10(b)
claim as to numerous issuer defendants, including the Company. On June 26, 2003, the plaintiffs in the consolidated PO class
action lawsuits currently pending against Sify and over 300 other issuers who went public between 1998 and 2000, announced
a proposed settlement with Sify and the other issuer defendants. The proposed settlement provides that the insurers of all settling
issuers will guarantee that the plaintiffs recover $1 billion from non-settling defendants, including the investment banks who acted
as underwriters in those offerings. In the event that the plaintiffs do not recover $1 billion, the insurers for the settling issuers will
make up the difference. The Company believes that it has sufficient insurance coverage to cover the maximum amount that it may
be responsible for under the proposed settlement. Although the Federal District Court has preliminarily approved the settlement,
it is possible that the Federal District Court may not finally approve the settlement in whole or part. The maximum financial
exposure under this, in the event that the plaintiffs recover nothing from the underwriter, is estimated to be USD 3.9 million, an
amount the Company believes which is fully recoverable from Sify’s insurer.

2. Sify is party to additional legal actions arising in the ordinary course of business. Based on the available information, as at
31 March 2005, Sify believes that it has adequate legal defenses for these actions and that the ultimate outcome of these actions
will not have a material adverse effect on Sify. However in the event of adverse judgment in al these cases, the maximum financial
exposure would be Rs 3,084.[ As at 31 March 2004: Rs.2,234].

8. Unearned income

Deferred revenue includes the following amounts of unearned income, which were invoiced as at the end of the year:

» for the Company’s corporate network / data services division, revenue relating to the connectivity / hosting charges,

» for the Company’s internet access services and online portal services divisions, revenue relating to the internet access charges and
the advertisement charges respectively; and

» for the Company’s other services division, revenue relating to development of e-learning software.
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9. Security deposits

The Company entered into sales and service agreements with certain parties (referred to as sales/service partners) as a part of its
marketing initiative for providing Internet Access services. As per the terms of these agreements, the Company received interest free
deposits from such partners. These deposits are repayable at the expiry/termination of the relevant agreements.

10. Commitment and contingencies
i) Unexpired bank guarantees as at 31 March 2005 amounted to Rs 89,319 (As at 31 March 2004: Rs 94,749). As at 31 March
2005 no amount (As at 31 March 2004: Rs 10,000) is under lien with the Company’s bankers against guarantees issued by the
bankers to a subsidiary of the Company.

ii) The Company has given a corporate guarantee, as at 31 March 2005 amounting to Rs 10,000 (As at 31 March 2004: Rs Nil)
to the bankers in respect of a non-funded facility availed by a subsidiary of the Company.

iii) Unexpired letters of credit as at 31 March 2005 amounted to Rs 180,546 (As at 31 March 2004: Rs 71,072).

Contracts pending to be executed on capital account as at 31 March 2005 and not provided for (net of advances: Rs 12,167)
amounted to Rs.76,924 [as at 31 March 2004: Rs 34,438 (net of advances: Rs 3,556)].

v) The Company has discounted cheques, as at 31 March 2005 amounting to Rs 308 (As at 31 March 2004: Rs 1,994).
vi) The Company has discounted hills, as at 31 March 2005 amounting to Rs.50,000 (As at 31 March 2004: Rs 20,000).
vii) In respect of contingencies arising on legal proceedings, refer to note C (6) of Schedule 19.

iv

~

Year ended Year ended
March 31, 2005 March 31, 2004
11. Managerial remuneration
Salary 2,400 2,400
Allowances 2,334 2,334
Total 4,734 4,734
Contribution to provident fund 288 288
Gratuity 96 96
12. Payment to other Director
Consultancy fess 240 40
13. Auditors remuneration
Statutory audit 3,500 2,000
Other services - 1,600
Out of pocket expenses 611 -
14. Expenditure in foreign currency
Networking costs’Communication expenses 130,550 111,099
Travel 9,444 5,574
Legal and professional charges 36,089 31,945
Recruitment expenses - 6,198
Royalty 292 251
Personnel expenses 55,816 14,114
Others 31,510 11,589
15. Value of imports on CIF basis
Software/Hardware 16,075 35,082
Capital assets 173,173 143,437
16. Earnings in foreign currency
Services income (FOB exports) 264,174 323,216
Interest income 9,098 9,415

17. 1SP License Matters

In December 2004, the Government of India (GOI) issued guidelines for permission to offer Virtual Private Network (VPN) services
by Internet Service Providers (ISPs). Consequently, the Company applied for the permission and the GOI has issued a Letter of Intent
(LOI) to the Company on December 30, 2004 for amendment of the existing ISP license to include provision of VPN services. In
January 2005, the Company paid Rs.100,000 as a one time entry fee and submitted a financial bank guarantee of Rs. 10,000 as
required by the LOI. The one time fee entry fee of Rs.100,000 is evenly amortized over the estimated life of the licence

On 11 January 2005 the GOI issued provisional permission to the Company to offer VPN service in accordance with the new
guidelines. Final permission to offer VPN service shall be effective only after the Company signs the amendment to the license
agreement. However the provisional permission does not carry any terms and conditions relating to the license.
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The Indian Department of Telecommunications, or DOT, also requires the ISP licensees to pay an annual fee of 8% of the adjusted
gross revenues generated under the ISP license. To date, the DOT has not issued any guidelines or procedures for implementing this
decision. However, it is our understanding that the license fee provisions will become effective only after amendments to the license.
We believe that this will not have any effect on Sify’s net earnings / losses for periods prior to January 1, 2005. The ISPAI has been
contesting the DOT decision. If not successful, the DOT decision will have an impact on the earnings to the extent of annual fee and
amortization of the license fee. The Company has provided for Rs.5,611 towards 8% revenue share on VPN revenue.

18. Other information

a) Debts due from private companies as at 31 March 2005 in which a director of the Company is a director amounted to Rs. 817
(As at 31 March 2004: Rs. 2,755).

b) The Company does not owe any amounts to small-scale industrial undertakings, which are due for more than 30 days.

c) The Company has got a non-fund-based facility with a bank to the tune of Rs 100,000 (As at 31 March 2004: 100,000) for
which a first charge is created on the Company’s current assets.

(In Rupees thousands, except share data and as otherwise stated)

19. Quantitative information

Year ended Year ended
March 31, 2005 March 31, 2004

Qty Value Qty Value
Opening Stock
— Hardware 65,336 24,167 11,254 32,059
— Software 107 4,737 149 12,604
Purchases
— Hardware 222,757 290,305 497,989 143,322
— Software 1,115 79,180 961 56,830
Sales
— Hardware 258,680 295,453 443,907 165,467
— Software 1,068 96,593 1,003 75,664
Closing stock
— Hardware 29,413 30,825 65,336 24,167
— Software 154 2,359 107 4,737

i) The value of opening and closing stock stated above is exclusive of provision for slow moving inventory.
i) The information stated above is exclusive of the quantities and values of gift vouchers.
iii)  Sales include certain transfers at cost to fixed assets for own use.

20. Income tax
No provision for income tax has been made during the year, as the Company does not have any taxable income.

The Company has not recognised deferred tax asset in respect of losses carried forward as the Management feels it is prudent not to
do so.

21. Cash flows

Cash flows are reported using the indirect method, whereby profit after tax is adjusted for the effects of transactions of a non—cash
nature and any deferrals or accruals of past or future cash receipts or payments. The cash flows from regular revenue generating,
financing and investing activities of the Company are segregated. Cash flows in foreign currencies are accounted at average monthly
exchange rates that approximate the actual rates of exchange prevailing at the dates of the transactions.

22. Prior period comparatives
Prior year comparative figures have been regrouped and reclassified wherever necessary to conform to the current period’s classification.

Previous year figures include amounts arising on account of acquisition of business of certain subsidiary companies and hence are not
comparable with that of the current period.

For and on behalf of Board of Directors

B. Rama Raju R Ramar aj Anil Ahuja V. Ramasubramanian
Director Managing Director Chief Financial Officer Company Secretary
Chennai

April 19, 2005
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Sify Limited (formerly Satyam Infoway Limited) "

Rsin Thousands

Cash Flow Statement For the For the
year ended year ended
March 31, 2005 March 31, 2004

Cash Flows from Operating Activities

Loss before taxation (260,672) (466,645)
Adjustments for :

Depreciation 526,750 511,185
Financial expenses (considered separately) 12,701 9,549
Provision (reversal) for decrease in value of investments, net (26,891) 68,574
Provision for doubtful debts/advances 57,073 75,116
Provision for accumulated |osses of subsidiaries 25,483 53,737
Provision for slow moving inventory (3,586) 1,407
Liabilities no longer required written back (30,924) -
Provision for expenses no longer required written back (23,674) -
Effect of exchange difference on translation of cash and cash equivalents (1,479) 47,063
Interest income (considered separately) (52,702) (48,509)
(Gain)/Loss on sale of fixed assets 2,757 (2,060)
(Gain)/Loss on sale of investments (15,710) (120,036)
Operating Profit before working capital changes 209,126 129,381
Adjustment for :

(Increase)/decrease in sundry debtors (198,894 (244,898)
(Increase)/decrease in inventories (4,590) (16,045)
(Increase)/decrease in loans and advances (22,878) (86,974)
Increase/(decrease) in current liabilities and provisions 328,921 371,592
Net cash flow from operating activities (A) 311,685 359,094
Cash flow from investing activities

Purchase of fixed assets and changes in capital worn-in-progress (640,190) (384,306)
(Increase) in creditors for capital purchases 134,523 25,595
Sale proceeds of fixed assets 15,200 12,955
Sale of investments 15,000 281,871
Increase in advance for investments/to subsidiaries (28,329) (75,188)
Interest income received 70,212 31,395
Net cash flow from investing activities (B) (433,584) (107,678)
Cash flow from financing activities

Proceeds from issuance of share capital 78,762 166,920
Loans availed against purchase of vehicle 8,480 11,966
Repayment of loans obtained against purchase of vehicles (9,579) (6,819)
Investment in finance leases (29,165)

Financial expenses (12,701) (9,549)
Net cash from financing activities © 35,797 162,518
Effect of exchange differences on trandation of cash and cash equivalents (D) 1,479 (47,063)
Net increase / (decrease) in cash and cash equivalents during the year(A+B+C+D) (84,623) 366,871
Cash and cash equivalents at the beginning of the year 1,434,420 1,067,549
Cash and cash equivalents at the end of the year 1,349,797 1,434,420
Cash and cash equivalents which are restrictred in nature

- Margin money accoounts 31,241 111,733
for BSR & Co. (Formerly Bharat S Raut & Co.) for and on behalf of the Board of Directors

Chartered Accountants

S Balasubrahamanyam B. Rama Raju R Ramar aj
Partner Director Managing Director
Membership No: 53315

Chennai Anil Ahuju V Ramasubramanian
April 19, 2005 Chief Financial Officer Company Secretary
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Sify Limited (formerly Satyam Infoway Limited)

Balance Sheet Abstract and General Profile of the Company under Part |V to Schedule VI of the Companies
Act, 1956

1. Registration details

Registration no.
State code
Balance Sheet date

. Capital raised during the year (Amount in Rs. 000's)

50809
18
March 31, 2005

Public issue -
Rights issue -
Bonus issue -
Private placement 4,793
I11. Position of mobilization and deployment of funds (Amount in Rs. 000’s)
Total liabilities 14,739,030
Total assets 14,739,030
Source of Funds
Paid-up capital 353,803
Reserves and surplus 14,375,324
Secured loans 9,903
Unsecured |loans -
Application of Funds
Net fixed assets 1,379,094
Investments 194,993
Net current asssets 903,864
Miscellaneous expenditure -
Accumulated loss 12,261,079
IV.Performance of Company - continuing operations (Amount in Rs,. 000’s)
Turnover 3,709,556
Total expenditure 3,970,228
Profit/(Loss) before tax (260,672)
Profit/(Loss) after tax (260,672)
Earnings per share in Rs (7.41)
Dividend % -
V. Generic names of three principal products / services of the Company (as per monetary terms)
Item code no. (ITC Code)
Product despcription Internet Service Provider
for and on behalf of the Board of Directors
B Rama Raju R. Ramaraj
Director Managing Director
Chennai Anil Ahuja V Ramasubramanian
April 19, 2005 Chief Financial Officer Company Secretary
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Statement pur suant to Section 212(1)(e) of the CompaniesAct, 1956, relating to the Subsidiary Companies

Rs in Thousands

Name of the Subsidiary Company Safescrypt Sify Networks Indiaworld Sify International
Limited Private Limited Communications Inc.
Limited
Financial year of the subsidiary ended on March 31, 2005 March 31, 2005 March 31, 2005 March 31, 2005
Shares of subsidiary company held
on the above date and extent of holding
i) Equity Shares 9,000,000 of 81,820 of 200,000 of 100
Rs. 10 each Rs.10 each Rs.10 each
ii) Extent of holding (%) 100% 100% 100% 100%
Net aggregate amount of profits/ (losses)
of the subsidiary for the above financia
year o far asthey concern members of
Sify Limited
i) Dealt with in the accounts of Sify Limited Nil Nil Nil Nil
ii) Not dealt with in the accounts of Sify Limited (33,207) (2,976) Nil (9,569)
Net aggregate amount of profits/ (losses)
for previous financia years of the subsidiary
asfar asit concerns members of Sify Limited
i) Dealt with in the accounts of Sify Limited Nil Nil Nil Nil
i) Not dealt with in the accounts of Sify Limited (200,685) (68,264) (10,325) (187,078)

Chennai B.RamaRaju

April 19, 2005 Director

R Ramaragj
Managing Director

Anil Ahuja
Chief Financia Officer

V Ramasubramanian
Company Secretary
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Board of Directors

John Devasahayam
Managing Director

George Zacharias
Rahul Swarup
Ajit Abraham

Registered Office

2nd Floor, Tidel Park
4, Canal Bank Road
Taramani, Chennai - 600 113

Auditors

Karra& Co., Chartered Accountants
19, 1l Street, East Abhiramapuram
Mylapore, Chennai - 600 004

Safescrypt Ltd.

Directors Report
Dear Members,

Your Directors have the pleasure of presenting the Fifth Annual
Report together with audited accounts of the Company for the

year ended March 31, 2005.
Financial highlights

The Company has registered an income of Rs.37.39 million and
a net loss of Rs.33.21 million during the year under review as
compared to Rs.28.69 million and Rs.50.57 million respectively
in the previous year. It is heartening to note that the revenue has
gone up by 30% during the year under review compared to the
last year.

As the company has incurred losses during the year, your Directors
do not recommend any dividend for the year under review.

Review of activities

The Company consolidated its position as a leading Managed
PKI1 Services provider and holds the largest market share in this
segment. The Company also grew its presence significantly in
the e-governance sector via a project in conjunction with the
Directorate General of Foreign Trade for issuing digital certificates
for the exporters / importers. The success of this initiative has
spun off several new opportunities with ONGC, Northern Railways
and other public sector undertakings.

The company, in addition to being a leading Licensed Certifying
Authority, has now set course to becoming a leading Data Security
Solutions provider in the country. A world class Disaster
Recovery Site has been established at Bangalore to secure continuity
of services to all the corporate and retail customers.

The current financial year holds significant promise for the
company. Awareness levels and benefits of PKI have grown in
the market. This, coupled with the additional lines of business
that the company is adding to the portfolio this year, is expected
to enhance the business of the company.

Directors

Mr Rahul Swarup, Director of the company retires by rotation at
the ensuing Annual General Meeting and being eligible, offers
himself for reappointment. Your Directors recommend his
reappointment.

Audit Committee

The present Audit Committee of the Board of Directors of the
company comprises of Mr George Zacharias, Mr Ajit Abraham
and Mr Rahul Swarup.

Directors' responsibility statement

Your Directors state :

(i) that in the preparation of the annual accounts, the
applicable accounting standards had been followed along
with proper explanation relating to material departures,

(ii) that they had selected such accounting policies and applied
them consistently and made judgements and estimates
that are reasonable and prudent so as to give a true and
fair view of the state of affairs of the company at the end
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of the financial year and of the loss of the company for
that period;

(iii) that they had taken proper and sufficient care for the
maintenance of adequate accounting records in
accordance with the provisions of the Companies Act,
1956, for safeguarding the assets of the company and
for preventing and detecting fraud and other irregularities;

(iv) that they had prepared the annual accounts on a going
concern basis.

Auditors

Our Statutory Auditors, M/s Karra & Co., Chennai retire at the
ensuing Annual General Meeting and are eligible for
reappointment.

Fixed Deposits
Your Company has not accepted any deposits and as such, no
amount of principal or interest was outstanding on the date of the
Balance Sheet.

Conservation of energy, technology absorption and foreign
exchange

The particulars prescribed under clause (€) of subsection (1) of
Section 217 of the Companies Act, 1956 read with the Companies
(Disclosure of particulars in the Report of Board of Directors)
Rules, 1988, are given in Annexure “A” of this Report.

Employees particulars in terms of Section 217(2A) of the
Companies Act, 1956.

As there were no employees drawing remuneration more than
the limit prescribed under Section 217(2A) of the Companies
Act, 1956, and the Companies (Particulars of Employees) Rules,
1975, as amended from time to time, statement under Section
217(2A) is not annexed.

Acknowledgement

The Board wishes to thank the customers, members, banks and
suppliers for their continued support. Your Directors take this
opportunity to place on record the valuable contribution and
support received from the associates of the Company.

For and on behalf of the Board

Chennai
April 13, 2005

John Devahasayam
Managing Director

George Zacharias
Director

Annexure “A”

Particulars furnished pursuant to the Companies (Disclosures of
particulars in the Report of Board of Directors) Rules, 1988.

A  Conservation of energy: The Company is not a
manufacturing company and hence the details in
respect of the above are not applicable.

B Research and development: The Company has not
undertaken any R & D activity in any specific area
during the year under review, and hence no cost has
been incurred towards the same.

Technology absorption : Nil
Foreign exchange earning Rs.1.21 million
Foreign exchange outgo Rs.7.86 million

Safescrypt Ltd.

Auditors Report to the Members of
Safescrypt Limited

We have audited the attached Balance Sheet of Safescrypt Limited as at
31gt March 2005 and the Profit and Loss account of the Company for
the year ended on that date annexed thereto and the Cash Flow Statement
for the year ended on that date. These financia statements are the
reponsibility of the Company’s management. Our responsihility is to
express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with auditing standards generaly
accepted in India. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financia
statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and
disclosures in the financid statement presentation. An audit aso includes
assessing the accounting principles used and significant estimates made
by the management, as well as evauating the overal financid statement
presentation. We believe that our audit provides a reasonable basis for
our opinion.

1  Asrequired by the Companies (Auditor’s Report) Order, 2003
Issued by the Ministry of Finance (Department of Company
Affairs, New Dehi dated 12.6.03) in terms of Section 227 (4A)
of the Companies Act, 1956, we enclose in the Annexure a
statement on the matters specified in paragraphs 4 and 5 of the
said Order.

2 Further to our comments in the annexure referred to in
paragraph (1) above:

(a) We have obtained all the information and explanations
which to the best of our knowledge and belief were
necessary for the purpose of our audit;

(b) In our opinion proper books of account as required by
law have been kept by the Company so far as appears
from our examination of the books of account;

(c) The Balance Sheet, Profit and Loss account and the
Cash Flow Statement dealt with by this report are in
agreement with the books of account;

(d) In our opinion, the Balance Sheet, Profit and Loss
account and the Cash Flow Statement dealt with by this
report comply with the accounting standards specified
by the Institute of Chartered Accountants of India
referred to in sub-section (3C) of Section 211 of the
Companies Act;

(e) On the basis of written representations received from the
directors, and taken on record by the Board of Directors, we
report that none of the directors is disqualified as on 31st
March 2005 from being appointed as a director under section
274 (1)(g) of the Companies Act, 1956.

(f) In the absence of any notification from the Central
Government with respect to the cess payable under section
441(A) of the Companies Act, 1956, no quantification is
made. Hence, no opinion is given on cess unpaid or pad, as
per the provisions of Section 227(1) (g) of the Companies
Act, 1956.

() In our opinion, and to the best of our information and
according to the explanaions given to us, the said financia
satements together with the notes thereon and attached thereto
give the information reguired by the Companies Act, 1956,
in the manner so required, and give a true and fair view in
conformity with the accounting principles generally accepted
in India
(1) inthe case of the Baance Sheet, of the Sate of affairs of

the Company as a 31t March 2005;
(2) inthe case of the Profit and Loss Account, of the Loss
of the Company for the year ended on that date; and
(3) in the case of the Cash Flow Statement, of the cash
flows for the year ended on that date.

For Karra & Co.
Chartered Accountants

V Venkateswara Rao
Partner
Membership N0.200/22370

Chennai
April 13, 2005



Safescrypt Ltd.

AnnexuretotheAuditors Report

The Annexure referred to in paragraph 1 of the auditors' report to
the Members of Safescrypt Limited for the year ended 31st March
2005. We report as required under paragraphs 4 and 5 that:

i. (a) The Company has maintained proper records to show
full particulars including quantitative details and
situation of fixed assets;

(b) The Company has a regular programme of physical
verification of its fixed assets, which, in our opinion, is
reasonable having regard to the size of the Company
and the nature of its assets;

(c) Since the company has not disposed off any of its fixed
assets during the year, the company continues to be a
going concern.

ii. (a) The physical verification of inventory has been
conducted by the management at reasonable intervals.

(b) The procedures for physical verification of inventory
followed by the management are reasonable and
adequate in relation to the size of the Company and
nature of its business.

(c) The Company is maintaining proper records of
inventory and no material discrepancies were noticed
on physical verification.

iii. (a) The Company has not granted any loans, secured or
unsecured to companies, firms or other parties listed in
the Register maintained under section 301 of the
Companies Act, 1956;

(b) Since the Company has not given any loans the question
of rate of Interest and other terms and conditions of
loans does not apply;

(c) Since the Company has not given any loans the question
of payment of principal and interest does not arise;

(d) Since the company has not given any loans there is no
question of overdue amount more than Rs.One Lakh
either on principal and interest;

(e) The Company has not taken any loans, secured or
unsecured to companies, firms or other parties listed in
the register maintained under section 301 of the
Companies Act, 1956;

(f) Since the Company has not taken any loans the question
of rate of Interest and other terms and conditions of
loans does not apply;

(g) Since the Company has not taken any loans the question
of payment of principal and interest does not arise;

iv. According to the information and explanations given to us, there
are adequate internal control procedures commensurate with the
size of the Company and the nature of the business for the purchase
of plant and machinery, computer hardware and software,
equipment and other assets and for the purchase of inventory and
sale of goods and services. There is no continuing failure to
correct major weaknesses in internal contral;

v. (a) According to the Information and explanations given
to us, there are no transactions that need to be entered
into a register in pursuance of section 301 of the Act.

(b) Since there are no transactions the question of transactions
being made at reasonable prices does not arise.

Vi.

vii.

viii.

Xi.

Xii.

Xiii.

Xiv.

XV.

XVi.

XVil.

Sify

The Company has not accepted any deposits from the public.
Therefore, the directives Issued by RBI and the provision of
Sec. 58-A and Sec. 58-AA or any othe provisions of the
Companies Act, 1956 and the rules framed there under do
not apply.

The company has in general an adequate internal audit
system commensurate with the size and nature of its business.

Maintenance of cost record has not been prescribed by the
Central Government under section 209(1)(d) of the
Companies Act, 1956 for any of the job of the Company.

(a) According to the Information and explanations given
to us, the company is regular in depositing undisputed
statutory dues including Provident Fund, Investor
Education and Protection Fund, Employee’s State
Insurance, Income Tax, Sales Tax, Service Tax, wealth
tax, customs duty, excise duty, cess and any other
statutory dues with the appropriate authorities to the
extent applicable.

(b) According to the Information and explanations given
to us, there is no dispute in respect of Income Tax/
Sales Tax/ service tax/ wealth tax/ customs duty/ excise
duty and cess.

The Company has been registered for a period less than five
years, and hence the question of compliance with this clause
does not apply.

There are no dues to a financial Institution or bank or
debenture holders, and hence the question of default does
not arise.

The Company has not granted any loans or advances, and
hence the question of maintenance of documents and records
does not apply.

The Company is not a chit fund or nidhi or mutual benefit
fund or society, and hence the provisions of any special
statute does not apply.

The Company is not dealing or trading in shares, securities,
debentures and other investments and hence maintenance
of records regarding the same does not apply.

According to the information and explanations given to us,

the Company has not given any guarantee for any loans
taken by others from bank or financial Institutions.

The Company has not applied for any term loan during the
year under audit.

The funds raised on short-term basis have been used for
long term Investment during the year under audit.

xviii.The Company has not made preferential allotment of shares

XiX.

XX.

XXi.

to parties and companies covered in the Register maintained
under section 301 of the Act.

The Company has not issued any debentures and hence the
question of creation of Security for the same does not arise.
The Company has not made public Issue during the year
under audit.

According to the information and explanations given to us,
no fraud on or by the Company has been noticed or reported
during the year.

For Karra & Co.
Chartered Accountants

V Venkateswara Rao

Chennai Partner
April 13, 2005 Membership No. 200/22370
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Safescrypt Ltd.

Balance Sheet
Rsin Thousands
Schedule March 31, ggoaé March 31, /;goai
Rs. Rs.
I. Sources of funds :
1. Shareholder’s funds
(a) Share capital 1 90,000 90,000
90,000 90,000
I1. Application of funds :
1. Fixed assets
(@) Gross block 2 150,710 148,866
(b) Less: Depreciation 117,678 94,592
(c) Net block 33,032 54,274
(d) Capital Work in Progress - -
33,032 54,274
2. Current assets, loans and advances
(a) Sundry debtors 3 2,380 4,922
(b) Inventories 4 1,114 856
(c) Cash and Bank balances 5 3,704 1,842
(d) Loans and advances 6 7,814 4,837
15,012 12,457
Less: Current liabilities and provisions
(a) Current liabilities 7 183,730 171,242
(b) Provisions 8 8,207 6,387
191,937 177,629
Net current assets (176,925) (165,172)
Miscellaneous expenditure (Preliminary Expenses) 213
4 Profit & Loss Account 233,892 200,685
90,000 90,000
Significant accounting policies and notes to accounts 15

The Schedules referred to above and notes thereon form an integral part of these financial statements.

This is the Balance Sheet referred to in our report of even date.

for Karra & Co.
Chartered Accountants

V Venkateswara Rao

Partner

Chennai

April 13, 2005

John Devasahayam
Managing Director

for and on behalf of the Board of Directors

George Zacharias
Director
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Rsin Thousands

Schedule Year Ended Year Ended
Reference March 31, 2005 March 31, 2004
Rs. Rs.
Income
Services
— Web Services 11,483 9,419
— Enterprise Sales 10,720 7,500
— Training 170 345
— Mass Market Products 14,670 8,465
— Sify Secure Products 300 196
Other Income 9 49 2,764
37,392 28,689
Expenditure
Cost of Hardware Sold 10 3,267 2,845
Cost of Direct Service 11 14,009 16,645
Personnel Expenses 12 19,523 18,493
Operating and Administration Expenses 13 10,066 14,126
Financial Expenses 14 393 (437)
Miscellaneous Expenditure Written Off 212 213
Income Tax-2003-2004 22
Depreciation 23,106 27,370
70,599 79,255
Profit Before Taxation and non - recurring / Extraordinary Items (33,207) (50,566)
Provision for taxation - -
Profit after taxation (33,207) (50,566)
Add: Balance brought forward from previous year (200,685) (150,119)
Profit available for appropriation (233,892) (200,685)
Balance carried to Balance Sheet (233,892) (200,685)
Significant accounting policies and notes to accounts 15
The Schedules referred to above and notes thereon form an integral part of these financial statements.
This is the Profit and Loss Account referred to in our report of even date.
for Karra & Co. for and on behalf of the Board of Directors

Chartered Accountants

V Venkateswara Rao John Devasahayam
Partner Managing Director
Chennai

April 13, 2005

George Zacharias
Director
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Schedulesforming part of the Balance Sheet

Safescrypt Ltd.

Rsin Thousands

As at
March 31, 2005

As at

March 31, 2004

1. Share capital

Authorised : 200,000 200,000
2,00,00,000 equity shares of Rs.10/- each
Issued and Subscribed : 90,000 90,000
90,00,000 equity shares of Rs.10/- each fully paid-up
90,000 90,000
2. Fixed Assets
GROSSBLOCK AT COST ACCUMULATED DEPRECIATION NET BLOCK
DETAILS Opening During the year Closing Opening During the year Closing Opening Closing
Block  Additions  Deletions Block Block  Additions  Deletions Block Block Block
as on 01.04.04 ason31-03-05  ason 01.04.04 ason 31-03-05  ason 01.0404 ason 31-03-05
1. Leasehold
Improvements 2,139 - 2,139 132 428 - 560 2,007 1,579
2 Fumitureand
Fixtures 121 - 121 7 24 - 31 114 90
3. Plant and Machinery-
Computers 15,733 865 16,598 13,726 1918 - 15,644 2,007 954
Plant and Machinery-
Compuiters (100%) - 14 14 - 14 - 14 - -
Plant and Machinery-
Others(20%) 1,811 9% 1,905 726 370 - 1,09 1,085 809
Plant and Machinery-
Others(100%) 21 11 32 21 11 - 32 - -
4. Office Equipments 13,979 810 (20 14,769 5,515 2,857 (20) 8,352 8,464 6,417
5. System Software 31,851 69 31,920 30,001 841 - 30,842 1,850 1,078
6. System Software (100%) 5 2 7 5 2 - 7 - -
7. Technical Knowhow Fees 82,753 - 82,753 44,187 16,551 - 60,738 38,566 22,015
8 Vehide 452 - 452 271 90 - 361 181 91
Total 1,48,865 1,865 (20 1,50,710 94,591 23,106 (20 1,176,77 54,274 33,033
Asat Asat Asat Asat
March 31, 2005  March 31, 2004 March 31, 2005 March 31, 2004
3. Sundry debtors (unsecured) - Inventories
Closing Stock
Considered good* As certified by the Management 1,114 856
1,114 856
(a) Debts outstanding for more . Cash and bank balances
than six months 1,063 1,355 Balances with non-Scheduled Banks
on current accounts
(b) Others 1,317 3,567 ICICI Bank Ltd 3,609 1,842
UTI Bank Ltd 95 -
2,380 4,922 3,704 1,842
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Asat

Asat

March 31, 2005  March 31, 2004

Y ear Ended
March 31,2005 March 31, 2004

Y ear Ended

6. Loans and Advances
(Considered good unless otherwise stated)

12.Personnel Expenses

Salaries 18,122 17,312
Travel Advance (72) 680 Contribution to P.F. and Gratuity 996 1,034
Rental Deposits 5,382 2,910
Prepaid Expenses 832 554 Staff welfare expenses 20 57
Staff Advance (1) 79 Recruitment Charges 384 90
TDS on Interest 19 19
TDS Receivables on Web Service 418 262 19,523 18,493
Advances given to suppliers 98 190
Other Current Assets 30 _ 13.0Operating and Administration Expenses
Deposits 1,107 143 Rent 2,084 780
Rates and taxes 121 44
7,814 4.837 Insurance 110 98
Travelling and conveyance 3,268 5,476
7. Current Liabilities Communication 781 736
Advance from Partners 3,992 4,853 Printing and stationery 202 156
Sundry Creditors 1,283 2,454 Power and fuel _ 10
?S\éar;ce;belcd from Customers lg?é 2;3 Advertising 48 374
e .
Unearnag/d Income 13,282 9,103 Mark'etmg expe.nses 4z 1,476
PE Recovery 122 141 Repairs and maintenance - -
Professional Tax _ 85 — Machinery / Computers 516 412
Sify Ltd - Current Account 158,356 149,254 — Others 330 308
Royalty Payable 4,205 3,797 — Buildings 146
Other Liabilities 1,242 582 Lega and Professional charges 319 645
Auditors' remuneration 878 895
183,730 171,242 L
Subscriptions 5 75
8. Provisions Training and development 5 314
Provision for Expenses 7,441 5,392 PF Administration Charges 96 106
Provision for Doubtful Debts 766 995 Business Promotion 55 -
Office & Administration Expenses 395 177
8,207 6,387 Seminar & Conference 6 106
Schedulesto the Profit and L oss Account B_aCKUp charges 26 30
Licence Fees 57 62
Year Ended Year Ended Consumables 102 445
March 31,2005  March 31,2004 Freight Charges 26 12
9. Other Income Courier Charges 89 32
Interest on Deposits - Gross 31 2 Loss on Sale of Fixed Assets _ 71
Miscellaneous Incoms 18 2,762 Bad & Doubtful Debts Written off 182 1,050
49 2,764 Miscellaneous expenses - 5
10.Cost of Hardware Sold Commission on sale 76 226
Opening Stock 856 257 Web Development charges 35 -
Purchases 3,525 3,444 Interest & Penalties 31 5
Closing Stock 1,114 856 10,066 14,126
3,267 2,845 14 .Financial Expenses
) ) Interest on car loans - 12
11.Cost of direct service
Software Maintenance 5,408 8,821 Bank Charges 45 102
Royalty to Verisign 6,855 4,906 Bank Guarantee Charges 414 425
Other Direct Costs 1,746 2,918 Exchange Rate Fluctuation (67) (976)
14,009 16,645 (393) (437)

WORK FOR YOU
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15. Significant Accounting Policies And Notes
ToAccounts

COMPANY OVERVIEW

Safescrypt Limited (“ Safescrypt” or “Company”) was incorporated
on July 17, 2000 in Chennal, India, with the objective of providing
digital certificate based authentication service for web sites,
Corporates / individuals to conduct e-commerce on the net, as
also to provide consultancy services to Companies / Firms
intending to set-up security systems for e-commerce transactions.
Safescrypt is a 100% owned subsidiary of SIFY Limited.

A. SIGNIFICANT ACCOUNTING POLICIES
1. Basis for preparation of financial statements

The financial statements are prepared under the historical
cost convention, in accordance with Indian Generally
Accepted Accounting Practices (GAAP) on the accrua basis.
GAAP comprises the mandatory accounting standards and
statements issued by the Institute of Chartered Accountants
of India and the provisions of the Companies Act 1956.
These accounting policies have been consistently applied.
All amounts are stated in Indian rupees except as otherwise
specified.
2. Revenue Recognition

Income received on account of web certification, viz. Global
server 1D, Secured Server ID 2 years SSID, 2 years GSID,
SSID renewal in Enterprise Business viz Document Signing
solution Crypto Model, PKI (Onsite Lite), Safe CN (Ver 1.0),
VTN Managed PKI| Service & Class 3 Consumer digital
Certificate is deferred over the period of the Certificate
validity, which is for a period of One/Two year. Revenue is
recognized on per month basis for that part of Financia year,
during which the period of the certificate runs. Billing towards
on time installation / training thereon is recognized upon
completion of the same immediately. Income received on
Mass Market Products and Sify Secure Products which consists
of Safedoxx software, Smart Cards, Ikeys, Firewalls &
Consumer certificates are recognised upon sale of the products
except the consumer certificate which is deferred over the
period of its validity.

3. Use of estimates

The preparation of financial statements in conformity with
generally accepted accounting principles requires the
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities, disclosure of
contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses
during the reporting period. Examples of such estimates
include estimates of provision for doubtful debts, useful life
of Fixed Assets etc. Actual results could differ from the
estimates.

4. Fixed Assets and Depreciation

Fixed assets are stated at the cost of acquisition less
accumulated depreciation. Direct costs related to acquisition
of Fixed Assets are capitalized until the assets are ready to be
put to use. These costs include freight, installation costs, duties
and taxes and other allocated expenses, including finance
cost relating to specific borrowing incurred during the
construction period.

Depreciation on Fixed Assets is provided using the straight-
line method based on the useful lives of the assets, as estimated
by the management. Depreciation is charged on the pro-rata
basis of assets purchased / sold during the year.

Individual assets costing less than Rs.5 are depreciated in full
in the year of acquisition. Cost of application software is
charged to the Profit and Loss account in the year in which it
is acquired.

Safescrypt Ltd.

Rs in Thousands unless as stated

The management’s estimated useful lives for various
categories of fixed assets are as follows:

Assets Category

Plant and Machinery
Computer Equipment
Others

Office Equipment

Motor Vehicles

Systems Software

Technical Know-how Fee

Lease Hold Improvements

Furniture & Fixtures

Life (in Years)

g oo w o Oo0oN

5. Inventories

Inventories are stated at lower of cost or net realizable value. Cost
of hardware and software purchased for the purpose of resale is
determined using the first-in-first out method.

6. Preliminary Expenses

The Company has adopted the procedure of writing-off
Preliminary Expenses over a 5-year period.

7. Foreign Currency Transactions and Translations

Transactions in foreign currency are recorded at the rates of
exchange prevailing on the date of the transactions. Current assets
and liabilities denominated in foreign currency are translated at
the rate of exchange as at the Balance Sheet date. Difference
between year-end rate and the original rate is accounted for, as
exchange gain or loss and dealt with in the profit and loss account.

8. Retirement benefits to employees

Retirement benefits to employees are provided for by contribution
to specific funds like Provident Fund and Gratuity Funds. The
company’s contribution to Provident Fund is charged to accounts
on accrual basis. The Company provides the gratuity benefit
through annual contributions to a fund managed by the Life
Insurance Corporation of India (LIC).

B. NOTES TO ACCOUNTS:

The previous year figures have been regrouped / reclassified,
wherever necessary, to conform to the current year's presentation.

1. Deferred Income

Deferral Income is calculated on the basis of the unutilized period
of time for which the period of web certificate and consumer
certificate have not been completed at the Balance Sheet date and
represents revenue, which is expected to be earned in future
periods.

2. Commitments and Contingencies

a) Unexpired Bank Guarantees as on March 31, 2005
amounted to Rs.10,065/- (Rupees one crores & sixty
five thousand)

b) Unexpired Letters of Credit given by Bank(s) on behalf
of Company for purchase of raw material amounted to
Rs. Nil.

c) Estimated amount of contracts to be executed on Capital
Account and not provided for in books is Nil.

d) Claims against the Company not acknowledged as debts

amounted to Rs.Nil

e) Inrespect of assets taken on Financial Lease, the aggregate
of future Lease Rentals to be paid amounted to Rs.Nil.
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3. Auditor’s Remuneration Year Ending Year Ending 7. Leases
March 31, March 31, , . o }
2005 2004 The company’s leasing arrangement is in respect of operating
leases for office premises. The leasing arrangement which is
Statutory Audit 100 100 not non-cancelable is for a period for 5 years and is usualy
) renewable by mutual consent and mutually agreeable terms.
Tax Audit 25 15 The aggregate lease rentals payable are charged to rent under
Technical Audit 694 725 operating and administration expenses schedule.
Service Tax 11 71 8. Quantitative Information
Year Ending Year Ending
830 91t March 31, 2005 March 31,2004
4. Expenditure in Foreign Currency Qty  Value Qty Value
Travel / Boarding 78 466 Opening Stock 1,245 856 258 257
Add: Purchases 6,183 3,492 4,707 3,306
Royalty / Know-how / Technical Fees 7,232 11,699 Less: Sales 5,610 3,234 3,720 2,707
Others 39 39 Closing Stock 1,818 1,114 1,245 856
9. Income Tax
Total 7,349 12,970 No provision for taxation has been made during the year, as
the company does not have any taxable income.
5. Value of imports on CIF basis The Company has not recognized the deferred tax asset in
Fixed Assets 479 441 respect of carry forward losses as the management feels that
Software purchases 27 NIL it is prudent to do so.
for Karra & Co. For and on behalf of the Board of Directors
Tota 506 441 Chartered Accountants
6. Earningsin Foreign Currency V Venkateswara Rao George Zacharias John Devasahayam
Web Certificate Income 1,208 287 Partner Director Managing Director
Chennai
Total 1,208 287 April 13, 2005

Balance Sheet Abstract and general profile of the Company under Part |V to Schedule VI of the Companies
Act, 1956

I. Registration Details IV. Performance of Company (Amount in Rs 000's)
Registration No. 18-45386  State Code 18 Turnover 37,392  Total Expenditure 70,599
Balance Sheet Date 31-3-2005 Profit / (Loss) Profit / (Loss)

Il. Capital raised during the Year (Amount in Rs 000's) Before Tax (33,207) After Tax (33,207)
Public Issue Nil  Rights Issue Nil Earnings per Dividend % Nil
Bonus Issue Nil Private Placement Nil Share in Rs. B

I11. Position of Mobilization and Deployment of Funds (Amount V. Generic Names of Three Principal Products / Services of
in Rs 000's) the Company (as per monetary terms)

Total Liabilities 90,000 Total Assets 90,000 Item Code No. (ITC Code)
Source of Funds Product Description Digital ID Certification
Paid-up Capital 90,000 Reserves and Surplus  Nil Item Code No. (ITC Code)
Secured Loans Nil Unsecured Loans Nil Product Description Consultancy for Digital
Application of Funds Certification
Net Fixed Assets 33,032  Investments Nil For and on behaf of the Board of Directors
Net Current Assets (176,925) Miscellaneous

Expenditure Nil Chennai George Zacharias John Devasahayam
Accumulated Loss 233,892 April 13,2005 Director Managing Director
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Cash Flow Statement for theyear ended 31.3.2005

Cash Flow from Operating activities
Net Profit/(Loss) before tax and extraordinary ltems

Adjustment for:
Depreciation

Financial expenses considered separately
Miscellaneous expenses written off

Income tax

Operating profit before working capital Changes
Changes in Current Assets and Liabilities
(Increase)/Decrease in Sundry Debtors
(Increase)/Decrease in Inventories
(Increase)/Decrease in Loans & Advances
Increase/(Decrease) in Current liabilities

and provisions

Cash generated from operating activities

23,106
393
212

2,542

(258)
(2,977)
14,308

Net Cash generated from / (used in) operating activities

Cash Flow from Investing Activities

Purchase of Fixed Assets

Net Cash from / (used in) Investing Activities

Cash Flow from Financing Activities

Financial expenses paid

Repayment of Secured Loans

Cash flow from Financing Activities

Net increase / (decrease) in cash and cash equivalents
Opening cash and cash equivalents

Closing cash and cash equivalents

Cash on hand
Cash at Bank

3,704

1.4.2004
to
31.3.2005

(33,207)

23,711
(9,496)

13,615

4,119

4,119

(1,864)

(1,864)

(393)

(393)

1,862
1,842

3,704

Safescrypt Ltd.

(Rs.in "000)
1.4.2003
to
31.3.2004

(50,566)

27,370
(437)
213 27,146

(23,420)

1,984
(856)
3,181

30,537 34,846

11,426
11,426

(10,157)

(10,157)

437
(377)

60

1,329
513

1,842

1,842

As per our report annexed

For M/s. Karra & Co.,
Chartered Accountants

V.Venkateswara Rao
Partner

Chennai
April 13, 2005

John Devasahayam
Managing Director

For and on behalf of the Board

George Zacharias
Director
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Sify Networks Private Ltd.

Directors’ Report

Dear Members,

Y our Directorshavethe pleasurein presenting the Fifth Annual Report
together with audited accounts of the Company for the year ended
March 31, 2005.

Financial highlights

During the year under review, the company recorded an income of
Rs.7.85 million asagainst Rs.31.67 millionin thelast year. However,
the loss incurred during the year was Rs.2.98 million as compared to
Rs.17.93 million in the previous year.

Asthe company hasincurred lossesduring the year, your Directorsdo
not recommend any dividend for the year under review.

Review of activities

During the year, the company was able to establish new revenue lines
from the US and enhanced the existing revenue linesfrom the Middle
East and Hong Kong. Focus was given to the strengthening of
relationships established in the previous year, as also to identify and
nurture partnershipsthat would result in good recurring revenues. The
company plansto focusin BCP/ DRP, Offshore Remote Network &
Security Management areas and a thrust in the niche area of security
software development.

The company plansto aggressively expand the businessinthe Middle
East countries, such as Saudi Arabia, Kuwait, Jordan and UAE with
the direct presence through the company’ s liaison office in the Dubai
Internet City, UAE.

Change of name of the company

During the year under review, the name of the company has been
changed from E Alcatraz Consulting Private Limited to Sify Networks
Private Limited, in order to reflect the additional activities proposed
to be undertaken by the company.

Shifting of Registered Office of the company

For administrative convenience and saving of operational costs, the
registered office of the company has been shifted to TIDEL Park
premises during the year.

Directors

Mr Rahul Swarup, Director of the company, retires by rotation at the
ensuing Annual General Meeting and being eligible offershimself for
reappointment. Y our Directors recommend his reappointment.

Directors responsibility statement
Y our Directors state:

(i) that in the preparation of the annual accounts, the
applicable accounting standards had been followed along
with proper explanation relating to material departures,
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(if)  that they had selected such accounting policiesand applied
them consistently and made judgementsand estimatesthat
are reasonable and prudent so as to give atrue and fair
view of the state of affairs of the company at the end of
the financial year and of the loss of the company for that
period;

(iii) that they had taken proper and sufficient care for the
maintenance of adequate accounting recordsin accordance
with the provisions of the Companies Act, 1956, for
safeguarding the assets of the company and for preventing
and detecting fraud and other irregularities;

(iv) that they had prepared the annual accounts on a going
concern basis.

Auditors

Our Statutory Auditor, Mr SBalasubramanian, Chartered Accountant,
Chennal, retires at the ensuing Annual General Meetingandiseligible
for reappointment.

Fixed Deposits
Y our Company has not accepted any deposits and as such, no amount

of principa or interest was outstanding on the date of the Balance
Sheet.

Conservation of energy, technology absorption and foreign
exchange

The particulars prescribed under clause (€) of subsection (1) of Section
217 of the Companies Act, 1956 read with the Companies (Disclosure
of particulars in the Report of Board of Directors) Rules, 1988, are
givenin Annexure“A” of this Report.

Employees particulars in terms of Section 217(2A) of the
CompaniesAct, 1956.

Astherewere no employees drawing remuneration more than thelimit
prescribed under Section 217(2A) of the Companies Act, 1956, and

Sify Networ ks Private Limited

the Companies (Particulars of Employees) Rules, 1975, as amended
from time to time, statement under Section 217(2A) is not annexed.
Acknowledgement

The Board wishes to thank the customers and suppliers for their
continued support.

for and on behalf of the Board

R S Gayathri

Chennai, SVenkataramanan
April 15, 2005. Directors

Annexure“A”

Particulars furnished pursuant to the Companies (Disclosures of
particulars in the Report of Board of Directors) Rules, 1988.

A Conservation of energy : The Company is not a
manufacturing company and hence the details in respect
of the above are not applicable.

B Research and development : The Company has not
undertakenany R & D activity inany specific areaduring
theyear under review, and hence no cost hasbeen incurred

towards the same.

C  Technology absorption : Nil

D Foreign exchangeearning : Rs.6.81 million
Foreign exchange outgo : Rs.1.40 million



Sify Networks Private Limited

Auditors Report tothe M ember sof Sify Networ ksPrivate
Limited

| have audited the attached Balance sheet of SIFY NETWORKS
PRIVATE LIMITED (FORMERLY KNOWN AS E ALCATRAZ
CONSULTING PRIVATE LIMITED) as at March 31, 2005 and the
annexed Profit and Loss account for the year ended on that date and

report that:

1

Thesefinancial statementsarethe responsihility of the Company’s
management. My responsibility isto express an opinion on these
financial statements based on my audit.

| conducted audit in accordance with auditing standards generally
accepted in India. Those Standards require that we plan and
perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatements. An
audit includes examining, on atest basis, evidence supporting the
amountsand disclosuresin thefinancial statements. An audit also
includes ng the accounting principles used and significant
estimates made by management, aswell as evaluating the overall
financial statement presentation. | believe that my audit provides
areasonable basis for our opinion.

As required by the Companies (Auditor’s Report) Order, 2003
issued by the Company Law Board in terms of Section 227(4A)
of the CompaniesAct, 1956, | encloseinthe Annexure, astatement
on the matters specified in paragraphs 4 and 5 of the said order.

Sify

4. Further, | report that:

a)

b)

)

d)

€

f)

Chennai
April 15, 2005

| have obtained all the information and explanations, which
to the best of my knowledge and belief were necessary for
the purpose of the audit;

In my opinion, proper books of account as required by law
have been kept by the company in so far as it appears from
my examination of those books;

The Balance sheet and the Profit and loss account dealt with
by this report are in agreement with the books of account;

In my opinion, the Balance sheet and the Profit and loss
account comply with the accounting standards referred to in
section 211(3c) of the Companies Act, 1956:

To the best of my knowledge and belief, none of the directors
isdisqualified from being appointed as director under clause
(g) of sub-section (1) of section 274.

Inmy opinion and to the best of my information and according

tothe explanations given to me, the said accountsread together

with the notes thereon give the information reguired by the

Companies Act, 1956 in the manner so required and give a

true and fair view:

i). Inthe case of the Balance sheet, of the state of affairs of
the company as at March 31,2005; and

ii) Inthe case of the Profit and loss account, of the loss of
the Company for the year ended March 31, 2005.

S.BALASUBRAMANIAN
Chartered Accountant

MAKING THE INTERNET
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Annexuretothe Auditors Report

Annexurereferred to in paragraph 3 of the auditor’ sreport for the year
ended March 31, 2005.

(@)

@
3

“

®

(6

@

The company has maintained a fixed asset register
showing full particularsincluding quantitative detailsand
situation of fixed assets.

All the assets have not been physicaly verified by the
management during the year but there is a regular
programme of verification which, in my opinion, is
reasonable having regard to the size of the company and
nature of itsassets. No material discrepancieswerenoticed
on such verification.

The Company has disposed off substantial part of fixed
assets during theyear. According to theinformation and
explanations given to me and in my opinion the same has
not affected the status as a going concern.

The Company has no inventory.

(8 Thereisoneparty coveredintheregister maintained under
section 301 of the Companies Act, 1956 from whom the
company has taken loansin earlier years. The maximum
amount involved was Rs.237612/- and the year-end
balance of loansis Rs. Nil/-

(b)

©

(b) In my opinion the rate of interest and other terms and
conditions on which unsecured |oans have been taken from
/ granted to companies, firms or other partieslisted in the
register maintained under section 301 of the Companies
Act, 1956 are not, primafacie, prgjudicial to theinterests

of the Company.
The Company has repaid the principal in full.

Thereisno overdue amount of loanstaken from/ granted
to companies, firms or other parties listed in the register
maintained under Section 301 of the CompaniesAct, 1956.

In my opinion, there are adequate internal control procedures
commensurate with the size of the company and the nature of
itsbusinessfor the purchase of fixed assetsand for sale of goods
and for servicesrendered. The company hasnoinventory. During
the course of audit, | have not observed any continuing failure
to correct major weakness in interna controls.

(@ According to the information and explanations given to
me, | am of the opinion that the company has entered all
the transactions required to be entered in the register
maintai ned under section 301 of the CompaniesAct, 1956.

In my opinion and according to the information and
explanations given to me, the transactions made in
pursuance of contracts and arrangements entered in the
register maintained under section 301 of the Companies
Act, 1956 and exceeding the value of Rs..5,00,000/- in
respect of any party during the year have been made at
prices that are reasonable having regard to prevailing
market prices at the relevant time.

In my opinion and according to theinformation and explanations
given to me, the company has not accepted any deposits from
the public and accordingly the directives issued under section
58A and 58AA of the Companies Act and the rulesframed there
under are not applicable.

©
(d)

(b)

U]
®)
©)

(10)

(11

(12)

(13

(14)

(15)

(16)
(10

(18)

(19)

(20)
(21)

Chennai
April 15, 2005

Sify Networ ks Private Limited

The Company did not have an internal audit system during the
financial year.

The Central Government has not prescribed maintenance of cost
records under section 209(1)(d) of the Companies Act, 1956.

(@ The Company has been generally regular in depositing
Provident Funds dues with appropriate authorities. | am
informed that the provision of Employees’ State Insurance
Act is not applicable to the company for the year under
review. However, there are no amounts outstanding as of
31/3/2005

According to the information and explanations given to
me, there are no dues of income tax, customs duty, wealth
tax, excise duty and cess, which have not been deposited
on account of any dispute. Sales tax is not applicable to
the company during the year under review.

The company has been in existence for less than five years and
hence the requirement toindicate whether theaccumul ated | osses
is not less than 50% of its net worth and whether the company
has incurred cash lossesis not applicable.

The Company has no dues to financia institutions, banks or
debenture holders.

The company has not granted loans and advances on the basis
of security by way of pledge of shares, debentures and other
securities.

(b)

In my opinion, the Company isnot achit fund or anidhi / mutual
benefit fund/ society. Therefore, the provisions of clause 4(xiii)
of the Companies (Auditor's Report) Order 2003 are not
applicable.

In my opinion, the Company isnot dedlingin or trading in shares,
securities, debentures and other investments. Accordingly, the
provisionsof clause4(xiv) of the Companies (Auditor’ s Report)
Order 2003 are not applicable.

In my opinion, the company has not given any guarantees for
loans taken by others from banks or financial institutions.

In my opinion, the Company has not raised any term loans.

According to the information and explanation given to me and
on anoverall examination of the Balance Sheet of the Company,
| report that no funds raised on short-term basis have been used
for long-term investment. No long-term funds have been used
to finance short-term assets except permanent working capital.

In my opinion, the Company has not made any preferential
allotment of shares to parties and companies covered in the
register maintained under Section 301 of the Companies Act,
1956.

In my opinion, during the year covered by audit report the
Company had not issued any debentures.

The company has not raised any money through public issues.
According to the information and explanations given to me, no

fraud on or by the Company has been noticed or reported during
the course of our audit.

S.BALASUBRAMANIAN
Chartered Accountant
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Balance Sheet
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Rsin Thousands

Schedule

Asat
March 31, 2005

Asat
March 31, 2004

Sour ces of funds:
Shareholders' funds

Share capital
Reserves and surplus
Loan funds
Unsecrued Loan 3

818
62,049

818
62,049

7,954

62,867

70,821

Application of funds:

Fixed assets 4
Gross block
Less: Accumulated depreciation

Net block
Current assets, loans and advances:
Cash and bank balances 5
Interest accrued on deposit
Sundry Debtors 6

Loans and advances 7

Less: Current liabilitiesand provisions:
Current Liabilities 8

Provisions 9

Net current assets

Profit and Loss Account

1,057

4,004
595
5,656

14,029

14,029

(8,373)
71,240

10,844

10,130

714

307
37
8,642
1,650
10,635

8,076
717
8,793
1,843
68,264

62,867

70,821

Notes to the financial statements

14

The schedules 1 to 9 and 14 form an integral part of the financial statements

As per report of even date

S Balasubramanian
Chartered Accountant

Chennai
April 15, 2005

For and on behalf of the Board

SVenkataramanan
Director

R S Gayathri
Director
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Profit and L oss Account

Sify Networ ks Private Limited

Rsin Thousands

Y ear ended Y ear ended
Schedule March 31, 2005 March 31, 2004
Income
Revenues and other income 10 7,846 31,674
7,846 31,674
Expenditure
Employee cost 11 6,841 23,940
Administration and other expenses 12 3,645 11,495
Business devel opment expenses 13 201 763
Depreciation 135 2,403
Loss on sale of “capitalized software costs” - 11,006
10,822 49,606
Loss for the period 2,976 17,932
Add: Balance Brought forward 68,264 50,332
Balance carried to Balance Sheet 71,240 68,264
Notes to Financial Statements 14

The Schedules 10 to 14 form an integral part of the financial statements

As per report of even date

for and on behalf of the Board of Directors

SBalasubramanian SVenkataramanan R S Gayathri
Chartered Accountant Director Director
Chennai

April 15, 2005
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Schedules forming part of the Balance Sheet

Rsin Thousands Rsin Thousands
Asat As a 5. Cash and bank balances
Particulars March 31, 2005 March 31, 2004 Cash on hand — 14
) Balances with scheduled banks
1. Share capital -in current account 835 74
Authorised : -in deposit account 223 219
1,50,000 equity shares of Rs.10/- 1,500 1,500 1,057 307
Issued, Subscribed and paid up
81,820 equity shares of Rs.10/- fully paid 6. Sundry debtors - Unsecured, considered good
(Previous year 81,820 equity shares of Rs.10/-) 818 818 Receivables - Australia _ 194
Share application advance _ — Receivables - US 140 688
Receivables - Middle East 3,187 6,699
2. Reserves and Surplus Receivables - Mauritius - 203
Security premium account 62,049 62,049 Receivables - India 677 858
4,004 8,642
62,049 62,049
7. Loans and advances
3. Unsecured loan (unsecured and considered good)
EpowerN Ventures Private Limited - 3,260 Advances recoverablein cash or in
Sify Limited _ 2,400 kind or for the value to be rgcewed 253 634
. Rent and maintenance deposits,
N.S. Raghuram - Director - 1,466 telephone, water 24 589
Spark Capital Advisors(l) P Ltd - 238 Prepaid expenses _ 170
S. Venkatramanan - Director - 590 Tax deducted at source 318 256
- 7,954 595 1,650
4. Fixed Assets
Gross Block Depreciation Net Block
Description of assets Origind Deletions Asat Upto On for the Upto Asat Asat
Cost duringthe Mar 31,2005 31.03.2004 Deletions period 31.03.2005 Mar 31,2005 Mar 31,2004
period
Leasehold improvements 1977 1977 - 1977 1977 - - - -
Air-conditioners 483 483 - 329 353 24 - - 154
Office equipments 422 422 - 269 290 21 - - 153
Computers and Networking
equipments 7791 7791 - 7437 7519 82 - - 354
Furniture and fittings 171 171 - 118 126 8 - - 53
10844 10844 - 10130 10265 135 - - 714
10921 7 10844 7822 95 2403 10130 714 3099
Rsin Thousands
Asat Asat Salary payable - 1,347
Mar 31, 2005 Mar 31, 2004 TDS payable - 866
8. Current liabilities Audit fees payable - -
sundry creditors Other liabilities 13,494 -
expenses 278 3,242 Deferred revenue - 133
QOutstanding liability 14,029 8,076
GST payable 257 233
Provident fund payable - 999 9. Provisions
Professional tax payable - - Gratuity B 717
Managerial remuneration payable - 1,189
Rent and amenities payable - 66 _ nr
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Schedules forming part of the Profit & Loss Account

Rsin Thousands

Y ear ended Y ear ended
March 31, 2005 March 31, 2004

10. Revenuefrom Operations
IT Professiona Services Rendered
On site - Overseas 6,622 25,197
IT Professional Services Rendered
Offsite - Overseas 191 2,674
IT Professional Services Rendered
Onsite - Domestic 1,020 3,786
Othersincome
Interest on fixed deposit and others 13 17
7,846 31,6746
11. Employee cost
Salaries and allowance 7,236 22,079
Contribution to provident fund 232 917
Gratuity (717) 717
Staff welfare expenses 20 228
6,841 23,941
12. Administrative and other expenses
AMC Charges 7 20
Audit fees 13 30
Bad debts written of f 324 800
Bank charges 29 41
Communication expenses 265 830
Electricity charges 262 413
Exchange Difference (Net) 39 118
Hire charges 4 30
Insurance charges 14 9
Interest paid 12 173
Managerial remuneration - 2,645
Newspapers, books and periodicals, 17 35
subscription
Office maintenance 74 141
Printing and stationery 20 94
Professional fees 274 1,110
Registration, Rates and taxes 876 302
Rent and amenities 220 786
Repairs and maintenance - 35 69
Office & computers
Staff Quarters maintenance 74 209
Techno commercia charges - 125
Travelling and conveyance 1,085 3,516
Vehicle maintenance - -
3,644 11,496
13. Business development expenses
Promotional expenses 201 763
201 763

14.

Rsin Thousands
Notesto thefinancial statements

Corporate I nformation
Sify Networks Private Limited is formerly known as E Alcatraz

Consulting Private Limited (the Company) is in the business of
developing software solutions for security issues related to

14.1

Sify Networ ks Private Limited

Internet and other networks. The Company is into providing
consulting, developing, software and hardware, integrated
platforms for e-commerce solutions and also offering a
comprehensive range of Information security and business
continuity services using an innovative business model. These
service offerings are provided globally under the EAP Global
brand name (www.eapglobal.com) and the Company is thus
branded as EAP among its clientele.

Envisaged and promoted by first generation entrepreneurs, EAP
seeks to become a leading global provider of high-quality
Information Assurance Servicesand isworking towards making
the Vision aredlity, abeit in asmall way.

Statement of significant accounting policies

a. Basisof preparation of financial statements

The financial statements have been prepared on the historical
cost basis in accordance with Generally Accepted Accounting
Principles (GAAP) in India and comply with the mandatory
accounting standards issued by the Institute of Chartered
Accountants of India referred to in Section 211 (3C) of the
Companies Act, 1956 (the Act). All items of income and
expenditure that have a material bearing on the financial
statements are recognized on accrual basis.

b. Fixed assetsand depreciation

Fixed assets

Fixed assets are stated at cost less accumulated depreciation.
Cost includes all expenses directly attributable to bringing the
assets to its working condition for itsintended use.
Depreciation

Depreciation on fixed assets is charged, from the date the asset
hasbeeninstalled and isready to be put to use, on astraight-line
basis over the economic useful lives of assets as estimated by
management. Depreciation for assets acquired / sold during the
period is charged on a pro-rata basis. Fixed assets individually
costing Rs. 5,000/- or less are fully depreciated on acquisition.
Management estimates the useful lives for the various fixed
assets as follows:

Leasehold improvements 3years
Air-conditioners 5years
Office equipments 3years
Computers, software and 3years
Networking equipments

Furniture and fixtures 5years

c. Revenue

(i) Revenuefrom providing software security servicesonatime
basis is recognized and billed to clients as per the terms of
the specific contract.

(ii) Interest from deployment of surplus funds is recognized
using the time proportion method, based on interest rates
implicit in the transaction.

d. Expenditure

Expenses are accounted on accrual basisand provisionsare made
for all known losses and liabilities.

e Retirement benefit to employees
Provident fund

Provident fund isadefined contribution plan. Eligible employees
and the Company make monthly contributions based on aspecified
percentage of the employee’ s basic salary as specified under The
Employees’ Provident Fund and Miscellaneous Provisions Act,
1952. The Company has no further obligations under the plan
beyond its contribution. Subsequent to the acquisition of shares
by Sify Limited, the company has no employees as at the year
end.



Sify Networks Private Limited

L eave Encashment
The Company has a defined Leave Encashment Policy for all its
employees.
f. Foreign currency transactions
The currency in which the Company normally transacts business
istheIndian rupee and accordingly al itemsof expenditures, assets
and liabilities are recorded and reported in Indian Rupees.
Foreign currency revenue and expense accounts are stated using
an average exchange rate for the year.
Expenditure incurred in foreign currency is recorded at the rates
of exchange prevailing on the date of the transaction. Differences
arising in settlement of outstanding amounts are recognized in
Profit and Loss Account.

142 NOTESON ACCOUNTS

a. Earningsin foreign currency Rsin Thousands

Particulars 2004-05 2003-04
(Rsin Thousand) (Rsin Thousand)

IT Professional

Security Services

rendered on site and

offshore 6,813 27,871

b. Expenditurein foreign currency

Particulars 2004-05 2003-04
(Rsin Thousand) (Rsin Thousand)

CIF value of imports-

capital goods Nil Nil
Travel-including travel advance 211 630
Professional Fees 317 142
Daily Allowances 870 3940

c. Contingent Liabilities

The Company is 100% EOU unit approved by Software
Technology Parks of India.(STPI). As per the STPI approval
the company is entitled to import free of customs duty to the
extent of Rs. 260/- Lakhs on import of capital goods and are
aso entitled to purchase Rs.100/- Lakhs of indigenous goods
free of excise duty. However, the excise duty and customs duty
exemptions are available only if the company achieves the
stipulated export turnover over a period of five years. In the
event of the Company not fulfilling its export obligations the
Government of India can levy customs duty / excise duty /
liquidated damages on the Company as decided by the
Appropriate Authorities. The company hassince applied to STPI
and obtained NOC for closure of thislicense and theliability of
Rs 2,24,192/- has been paid as determined by Customs
Authorities.

d. Payment to Auditors

Particulars 2004-05 2003-04
Audit Fees 10/- 30/-
Out of Pocket Expenses 3/- Nil

Sify

MAKING THE INTERNET

e. Managerial Remuneration

Names 2004-05 2003-04
Mr.S.Venkataramanan Nil 1322/-
Mr.Rajiv Subramani Nil 1322/-

f.  Employees Stock Option Plan

The Company has adopted an Employees Stock Options Plan
(ESOP) and Compensation Committee of the Board of Directors
are authorized to make recommendations on the quantum of
ESOPs to be issued to the employees of the Company. The
Compensation Committee has not recommended any allotment
so far.

g. Inventory Details

The Company is engaged in the business of software
development and services. The Production and sale of such
software cannot be expressed in any generic unit. Hence it is
not possible to give the quantitative details of sales and certain
information as required under paragraphs 3,4C and 4D of part

11 to Schedule VI to the Companies Act, 1956.

h. Others

i.  The Company does not owe any sum to any Small Scale
Industrial Undertaking on the basis of the information
received by the company as of 31.03.2005

ii. Estimated amount of contracts remaining to be executed
on capital account and not provided for — Nil

iii. The Company has branches at Australia and London as
per the approval obtained from Reserve Bank of India. No
activity was performed at London Branch. The accounts
includesthe Australian branch details converted into Indian
Rupeesin accordance with the accounting policy specified
inparal4.1 (f)

iv. Sundry Debtors

Rs.4004

Amount due for a period less
than six months
- Considered good Rs.Nil

Other debts — considered good Rs.4004

v.  Thecompany has provided asum of Rs.717032/- towards
gratuity till March 2004. The management has reversed
the provision madein earlier years.

vi. Sundry Debtors, Sundry Creditors, Loans and Advances
are subject to confirmation.

i. Comparativefinancial information

Previous years' figures have been rearranged / regrouped

wherever necessary.

For and on behalf of the Board of Directors

S Balasubramanian

Chartered Accountants
Chennai S. Venkataramanan R S. Gayathri
April 15, 2005 Director Director

WORK FOR YOU
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Sify Networks Private Limited

Balance Sheet Abstract and Company’s General Business Profile

Registration Details
Registration No.  18-45471
Balance Sheet Date 31.03.2005

State Code 18

. Capital raised during theyear (Amount in thousands)

Public Issue - Rights Issue -

Bonus Issue - Private Placement -

Position of mobilization and deployment of funds
(Amount in thousands)

Total Liabilities 62,867
Paid-up Capital 818

Reserves and Surplus-
Share Premium

Total Assets
Net Current Assets

62,867
8,373

62,049
Secured Loans -

Unsecured Loans -

Accumulated Losses 71,240

1V. Performance of Company (Amount in thousands)

Turnover 7846  Tota Expenditure 10821
Loss Before Tax (2975) Loss After Tax (2975)
Earnings per Dividend Rate % -
Sharein Rs. Loss

. Generic Names of Three Principal Products/ Services of the

Company (asper monetary terms)

Item Code No. (ITC Code) 85249009.10
Product Description Software Services

Chenna
April 15, 2005

For and on behalf of the Board of Directors

S. Venkataramanan
Director

RS Gayathri
Director
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IndiaWorld Communications Ltd.

Directors’ Report
Dear Members,

Y our Directors have the pleasure of presenting the Thirteenth Annual
Report together with audited accounts of the Company for the year
ended March 31, 2005.

Operations

The Company had no operations and hence no revenue earned during
the year under review. Asthe company hasincurred losses during the
year, your Directorsdo not recommend any dividend for the year under
review.

Review of activities

Inview of the changein the market conditions, the company hasa ready
transferred its business along with the assets to the holding company.
Y our Directors are considering further course of action.

Shifting of Registered Office of the company

For administrative convenience and saving of operational costs, the
registered office of the company has been shifted from Mumbai,
Maharashtrato Chennai, Tamilnadu, effective April 22, 2005, with the
approval of the Company Law Board, Western Region Bench, Mumbai.

Directors

Mr George Zacharias, Director of the company, retires by rotation at
the ensuing Annual General Meeting and being eligible offers himsel f
for reappointment. Y our Directors recommend his reappointment.

Directors responsibility statement
Y our Directors state::

(i) that in the preparation of the annual accounts, the
applicable accounting standards had been followed along
with proper explanation relating to material departures;

(ii)  that they had selected such accounting policiesand applied
them consistently and made judgementsand estimatesthat
are reasonable and prudent so as to give atrue and fair
view of the state of affairs of the company at the end of
the financial year and of the loss of the company for that
period;

(iii) that they had taken proper and sufficient care for the
maintenance of adequate accounting recordsin accordance
with the provisions of the Companies Act, 1956, for
safeguarding the assets of the company and for preventing
and detecting fraud and other irregularities;

(iv) that as the fixed assets of the company aong with the
business had already been transferred to the holding
company, the annual accounts of the company had not
been prepared on agoing concern basis.

Secretarial Compliance Certificate

A Secretarial Compliance Certificate pursuant to Section 383A of the
Companies Act, 1956 is attached herewith.
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Auditors

Our Statutory Auditors, M/sKarra& Co., Chennai, retire at the ensuing
Annual General Meeting and are eligible for reappointment.

Fixed Deposits

Y our Company has not accepted any deposits and as such, no amount
of principa or interest was outstanding on the date of the Balance
Sheet.

Conservation of energy, technology absorption and foreign
exchange

Astherewere no operations during theyear, the particul ars prescribed
under clause (€) of subsection (1) of Section 217 of the Companies
Act, 1956 read with the Companies (Disclosure of particulars in the
Report of Board of Directors) Rules, 1988, are not furnished.

Employeeparticularsintermsof Section 217(2A) of the Companies
Act, 1956.

Astherewere no employeesin servicein the company, statement under
Section 217(2A) is not annexed.

For and on behal f

of the Board

Ajit Abraham

Chennai George Zacharias
April 19, 2005 Directors

IndiaWorld Communications Ltd.

Compliance Certificate

Name of the Company : India World Communications

Limited
Registration No. 1 11-67975
Authorised Capital : Rs.5,00,00,000/-
Paid up Share Capital : Rs.20,00,000/-
To
The Members

India World Communications Limited
The Enterprise Centre, 3rd Floor,

Unit No.302 & 303,

Off Western Express Highway,

Vile Perle (East),

Mumbai - 400 099.

We have examined the registers, records, books and papers of INDIA
WORLD COMMUNICATIONS LIMITED (the Company) as
required to be maintained under the Companies Act, 1956, (the Act)
and the rules made there under and also the provisions contained in
the Memorandum and Articles of Association of the Company for the
financial year ended on 31% March 2005. In our opinion and to the
best of our information and according to the examinations carried out
by us and explanations furnished to us by the Company, its officers
and agents, we certify that in respect of the aforesaid financial year:

1. The Company has kept and maintained all registers as stated in
Annexure ‘A’ to this certificate, as per the provisions and the
rulesmade there under and all entriestherein have been recorded.

2. The Company has duly filed the forms and returns as stated in
Annexure‘B’ tothiscertificate, with the Registrar of Companies,
Regiona Director, Central Government, Company Law Board
or other authorities within the time prescribed under the Act and
the rules made there under.

3. TheCompany isapublic limited company and hasthe minimum
paid up capital.

4. The Board of Directors duly met Five (5) times on 19" April
2004, 19" July 2004, 15" October 2004, 21% December 2004
and 18" January 2005 in respect of which meetings proper notices
were given and proceedings were properly recorded and signed
in the Minutes Book maintained for the purpose.

5. The Company was not required to closeits Register of Members
during the financial year ended 31% March 2005.

6. TheThirteenth Annual General Meeting for thefinancial year
ended on 31% March, 2004 was held on 30" July 2004 after
giving due notice to the members of the Company and the
resolutions passed thereat were duly recorded in Minutes Book
maintained for the purpose.

7. One Extra-Ordinary General Meeting was held during the
financial year ended 31% M arch 2005 on 18" January 2005 for
obtaining the approval of the shareholders for shifting the
registered office of the company from the State of Maharashtra
tothe State of Tamil Nadu after giving due noticeto the members
of the Company and the resolutions passed thereat were duly
recorded in the Minutes Book maintained for the purpose.

8.  TheCompany hasnot advanced any loanstoitsdirectorsor persons
or firms or companies referred to under Section 295 of the Act.

9. The Company has not entered into any contracts falling within
the purview of Section 297 of the Act.

The Company was not required to make any entriesin the register
maintained under Section 301 of the Act.

10.

11. Astherewere noinstancesfalling within the purview of Section
314 of the Act, the Company has not obtained any approvals

from the Board of directors, members or Central Government.
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12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

The Company has not issued any duplicate share certificates

during the financial year ended 31% March 2005.

The Company:

(i) has not effected allotment/transfer/transmission of
securities during the financial year ended 31 March 2005.

(if)  hasnot deposited any amount in a separate Bank Account
asno dividend wasdeclared during thefinancia year ended
31% March 2005.

(iii) was not required to post warrants to any member of the
Company as no dividend was declared during thefinancial
year ended 31% March 2005.

(iv) has not declared any dividend, issued any share or
debentures and has not accepted deposits, and hence the
question of transfer of dividend in the unpaid dividend
account, application money due for refund, matured
deposits, matured debentures and the interest accrued
thereon which have remained unclaimed or unpaid for a
period of seven years to Investor Education and Protection
Fund does not arise.

(v)  hascomplied withtherequirementsof Section 217 of the Act.

The Board of Directors of the Company isduly constituted. The
appointment of Mr.Ajit Abraham who was earlier appointed as
an additional director by the Board, as Director at the 12" Annual
Genera Meeting held on 30" July 2004 was duly made. There
was no appointment of alternate directors and directors to fill
casual vacancy during the financial year ended 31 March 2005.

The Company has not appointed any Managing Director/whole-
time Director/Manager during the financial year ended
31 March 2005.

The Company has not appointed any sole selling agents during
the financial year ended 31% March 2005.

a) Thecompany was not required to obtain any approvalsof the
Central Government, Company Law Board, Regional
Director, Registrar and/or such authorities prescribed under
the various provisions of the Act during the financial Year
ended 31% March 2005.

b) The Company has submitted a petition before the Hon'ble
Company Law Board, Western Region bench, Mumbai for
shifting the registered office of the company from the State
of Maharashtra to the State of Tamil Nadu.

The directors have disclosed their interest in other firms/
companies to the Board of Directors pursuant to the provisions
of the Act and the rules made there under.

The Company has not issued any shares/ debentures/ other
securities during the financia year ended 31% March 2005.

The Company has not bought back any sharesduring thefinancial
year ended 31% March 2005 and hence the question of complying
with the buy back provisions does not arise.

The Company has no preference shares capital and has not i ssued
debentures and hence the question of redemption of preference
shares/ debentures during the financial year under review does
not arise.

There were no transactions necessitating the Company to keep
in abeyancetherightsto dividend, rights shares and bonus shares
pending registration of transfer of shares.

The Company has not invited/ accepted any deposits including
any unsecured loans falling within the purview of Section 58A
during the financial year ended 31% March 2005.

The Company has not made any borrowings during the financial
year ended 31% March 2005.

The Company has not made any loans or advances or given any
guarantees or provided securities to other bodies corporate and

consequently no entries have been made in the register kept for
the purpose.

26. TheCompany hasnot altered the provisions of the Memorandum
of Association with respect to situation of the Company’'s
registered office from one State to another during the financial
year under scrutiny. During the year, the company has submitted
a petition before the Hon’ble Company Law Board, Western
Region Bench, Mumbai for shifting of its Registered officefrom
the State of Maharashtrato the State of Tamil Nadu and alteration
of the existing Clause |1 of the Memorandum of Association of
the Company and the approval is awaited.

27. TheCompany hasnot altered the provisions of the Memorandum
of Association with respect to the objects of the Company during
the financial year under scrutiny.

28. TheCompany hasnot altered the provisions of the Memorandum
of Association with respect to name of the Company during the
financial year under scrutiny.

29. TheCompany hasnot altered the provisions of the Memorandum
of Association with respect to share capital of the Company during
the financial year under scrutiny.

30. The company has not altered its Articles of Association during
the financial year ended 31% March 2005.

31. Therewasno prosecution initiated against or show cause notices
received by the Company and no fines or penalities or any other
punishment was imposed on the Company during the financial
year, for offences under the Act.

32. The Company has not received any money as security from its
employees during the financial year ended 31% March 2005.

33. As per the information and explanations furnished to us, the
Company has not constituted a separate provident fund trust for
its employees or class of its employees as contemplated under

Section 418 of the Act.
for R Sridharan & Associates
Company Secretaries
R. Sridharan
Chennai Partner
April 13, 2005 C.P.No.: 3239
‘Annexure A’
Name of theCompany : INDIAWORLD
COMMUNICATIONSLIMITED
Registration Number ;. 11- 67975
Authorised Capital : Rs.5,00,00,000/-
Paid-up Capital : Rs. 20,00,000/-
Register sas maintained by the Company
Sl.No.| Section Name of the Register
Number
1 108 Share Transfer Register
2. 150 Register of Members
3. 193 Minutes of the meeting of the Board of
directors
4, 193 Minutes of the General Meetings
5. 301 Register of Contracts
6. 303 Register of Directors
7. 307 Register of Directors' Shareholding
8. 372A Register of Investments/L oans/Guarantees
and Securities
9. - Board Meeting Attendance Register
10. - General Meeting Attendance Register
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‘Annexure B’
Name of the Company : INDIA WORLD COMMUNICATIONSLIMITED
Registration Number : 11- 67975
Authorised Capital : Rs.5,00,00,000/-
Paid-up Capital : Rs.20,00,000/-

Returns/ Documents/ Formsfiled with the Registrar of Companies, Regional Director, Central Government or other authorities
during the financial year ended 31% March 2005

FOR THE FINANCIAL YEAR 2004-2005 [01.04.2004 T O 31.03.2005]
REGISTRAR OF COMPANIES

3. | FormNo. | Relevant | Description Date of Whether If delay in Remarks
No Section filing filed within | filingwhether (ROC Receipt
prescribed requisite No/ Amount
timeYes/No| additional Paid)
fee paid Yes/No
1. | Schvi 220 Balance Sheet for the financial year 24.08.04 | YES NA 959732
ended 31% March 2004. Rs.500/-(N)
2. | Schv 159 Annual Return made up to 30.7.2004 24.08.04 | YES NA 959732
(Date of AGM). Rs.500/-(N)
3 |- 383A Compliance Certificate issued by 24.08.04 | YES NA 959732
Mr.R.Sridharan, Partner, Mr.R.Sridharan Rs.500/-(N)

& Associates, Company Secretaries, for
the financial year ended 31.3.2004.

4. | 23 192 Special Resolution under Section 17 of | 11.02.05 | YES NA 1033711
the Act for shifting the registered office Rs.500/-
of the company from the State of

Maharashtra to the State of Tamil Nadu.

REGIONAL DIRECTOR
NIL
CENTRAL GOVERNMENT & OTHER AUTHORITIES

i) The Company has submitted a petition under Section 17 of the Companies Act, 1956 with the Company Law Board, Western
Region Bench, Mumbai on 23 March 2005 for confirming the alteration of situation clause of the Memorandum of Association
from the state of Maharashtra to the state of Tamilnadu.

For R. Sridharan & Associates

Company Secretaries
R. Sridharan
Chennai Partner
April 13, 2005 C.P. No.: 3239
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Auditors Report to the Members of
IndiaWorld Communications Limited

We have audited the attached Balance Sheet of India World
Communications Ltd. as at 31% March 2005 and the Profit and Loss
account of the Company for theyear ended on that date annexed thereto.
These financial statements are the responsibility of the company’s
management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standardsgenerally
accepted in India. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statement presentation. An audit also
includes assessing the accounting principles used and significant
estimates made by the management, as well as evaluating the overall
financial statement presentation. We believe that our audit providesa
reasonable basis for our opinion.

1  Asrequired by the Companies (Auditor’s Report) Order, 2003
Issued by the Ministry of Finance (Department of Company
Affairs, New Delhi dated 12.6.03) in terms of Section 227(4A)
of the Companies Act, 1956, we enclose in the annexure a
statement on the matters specified In paragraphs 4 and 5 of the
said Order.

2 Further to our commentsin the annexurereferred to in paragraph
(2) above:

(@ We have obtained all the information and explanations,
which to the best of our knowledge and belief were
necessary for the purpose of our audit;

In our opinion proper books of account as required by law
have been kept by the Company so far as appears from our
examination of the books of account;

The Balance Sheet and the Profit and Loss account dealt

with by this report are in agreement with the books of
account;

(b)

(©

(d)

(€

®

(©)

(h

Chennai

April 19, 2005

Sify

In our opinion, the Balance Sheet and Profit and Loss
account comply with the accounting standards referred to
in sub-section (3C) of Section 211 of the Companies Act,
1956, to the extent applicable:

on the basis of written representations received from the
directors, and taken on record by the Board of Directors,
we report that none of the directors is disqualified as on
31st March 2005 from being appointed as a director under
section 274 (1)(g) of the Companies Act, 1956.

In the absence of any notification from the Central
Government with respect to the cess payable under Section
441(A) of the Companies Act, 1956, no quantification is
made. Hence, no opinionisgiven on cessunpaid or paid, as
per the provisions of Section 227(i) (g) of the Companies
Act, 1956.

Attentionisdrawnto (i)(c) of Annexureto the audit Report
where the Company ceases to be a going concern for the
reason stated in that clause.

In our opinion, and to the best of our information and
according to the explanations given to us, the said accounts,
along with the accounting policies and notes to accounts
annexed hereto, give the information required by the
Companies Act, 1956, in the manner so required, and give
atrue and fair view:

(i) inthecaseof the Balance Sheet, of the state of affairs
of the Company as at 31 March 2005; and
in the case of the Profit and Loss Account, the Profit

or Lossdoesnot arise asthereare no operationsduring
the year under audit.

(D)

for Karra& Co.,,
Chartered Accountants

V.VenkateswaraRao
Partner

MAKING THE INTERNET
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Annexureto the Auditors Report

The Annexure referred to in paragraph 1 of the auditors’ report to the
Membersof IndiaWorld CommunicationsLtd. for the year ended 31%
March 2005. We report as required under paragraph 4 and 5 that:

Vi.

vii.

viii.

62

(@) The Company does not have any fixed asset during the
year under audit.

(b) Since the Company does not have any fixed asset, the
question of physical verification of its fixed assets does
not arise.

(c) All the fixed assets of the company have been transferred
toitsparent SIFY Limited at Book Valueson 01.07.2003.
Since the Company has transferred the entire business
including the Fixed Assetsit ceasesto be agoing concern.

(@) The Company does not have any inventories and as such
verification of stocks does not arise;

(b) Since there are no stocks the adequacy of procedures for
physical verification does not arise;

(c) The question of maintaining proper records and material
discrepancies does not arise as there is no stock;

(8 The company has not granted/taken loans, secured or
unsecured to companies, firmsor other partieslisted in the
Register maintained under section 301 of the Companies
Act, 1956;

(b) Thecompany has not given/taken any loans and hence the
question of rate of Interest and other terms and conditions
of loans does not apply;

(c) Thecompany has not given/taken any loans and hencethe
question of payment of principal and interest doesnot arise;

(d) Thecompany hasnot given/taken any loansand hencethere
isno question of overdue amount more than Rs.One Lakh
either on principal or interest.

There are no purchase of plant and machinery, computer
hardware and software, equipment and other assets during the
year and hencethe provisionsof thisclause on Internal Control
are not applicable.

(&) According to the Information and explanations given to
us, there are no transactions that need to be entered into a
register in pursuance of section 301 of the Act.

(b) Sincethereareno transactionsthe question of transactions
being made at reasonable prices does not arise.

The Company has not accepted any deposits from the public.
Therefore, the directives Issued by RBI and the provision of
Sec. 58-A and Sec. 58-AA or any other provisions of the
Companies Act, 1956 and the rules framed there under do not
apply-

The clause relating to Internal Audit System is not applicable
to the company during the year under audit.

Maintenance of cost record has not been prescribed by the
Central Government under section 209(1)(d) of the Companies
Act, 1956 for any of thejob of the Company.

Xi.

Xii.

Xiii.

Xiv.

XV.

XVi.

XVil.

XViii.

XiX.

XX.

XXI.

Chennai
April 19, 2005

IndiaWorld Communications Ltd.

(8 According to the Information and explanations given to
us, the company doesnot have any liability during the year
under audit in depositing undisputed statutory dues
including Provident Fund, Investor Education and
Protection Fund. Employee’ s State Insurance, Income Tax,
Sales Tax, Service Tax, wealth tax, customs duty, excise
duty, cessand any other statutory dueswith the appropriate
authorities to the extent applicable.

(b) According to the Information and explanations given to
us, thereisno disputein respect of Income Tax/ Sales Tax/
Service Tax / wealth tax/ customs duty/ excise duty and
Cess.

The accumul ated |osses are more than 50% of the networth of
the company and the company has incurred cash losses in the
immediately preceding financial year.

Thereareno duesto afinancial Institution or bank or debenture
holders and hence the question of default does not arise.

The company has not granted any |oans or advances and hence
the question of maintenance of documents and records does
not apply.

The company is not achit fund or nidhi or mutual benefit fund
or society and hence the provisions of any special statute does

not apply.

The company is not dealing or trading in shares, securities,
debentures and other investments and hence maintenance of
records regarding the same does not apply.

According to the information and explanations given to us, the
company has not given any guarantee for any loans taken by
others from bank or financial Institutions.

The company has not applied for any term loan during the year
under audit.

The Company does not have any operations and hence the
deployment of short term funds for long term Investment and
vice-versa does not arise.

During the year under audit, the company has not made any
preferential allotment of shares to parties and companies
covered in the Register maintained under section 301 of the
Act.

The company has not issued any debentures and hence the
question of creation of Security for the same does not arise.

The company has not made any public Issue during the year
under audit.

According to the information and explanations given to us, no
fraud on or by the company has been noticed or reported during
the year under audit.

for Karra& Co.
Chartered Accountants

V.Venkateswara Rao
Partner
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Balance Sheet
Rsin Thousands
Asat Asat
Schedule ref. March 31, 2005 March 31, 2004
I. SOURCESOF FUNDS:
Shareholders’ funds
(@ Sharecapita 1 2,000 2,000
2,000 2,000
I1. APPLICATION OF FUNDS:
Fixed assets - -
Cost - -
Less: Depreciation - -
Net book value - -
Investments Non-Trade (Quoted) - -
Current assets, loans and advances - -
Current liabilities and provisions 2 8,325 8,325
8,325 8,325
Net current assets (8,325) (8,325)
Miscellaneous expenditure
(To the extent not written off or adjusted)
Preliminary expenses - -
Profit & Loss Account 10,325 10,325
2,000 2,000
Significant accounting policies and notes to accounts 9

The Schedules referred to above and notes thereon form an integral part of these financial statements.

Thisisthe Baance Sheet referred to in our report of even date.

for Karra & Co.
Chartered Accountants

V Venkateswara Rao
Partner

Chennai
April 19, 2005

For and on behalf of the Board of Directors

GeorgeZacharias
Director

Ajit Abraham
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Profit and L oss Account

IndiaWorld Communications Ltd.

Rsin Thousands

Schedule ref. M ar;eiiegggg M ar;]eg;egggj

INCOME
Sales & Service 3 - 10,677
Other income 4 - 776

- 11,453
EXPENDITURE
Cost of service 5 - 5,019
Personnel expenses 6 - 3,141
Operating & administration expenses 7 - 4,976
Financial expenses 8 - 24
Depreciation - 136

- 13,296
Profit before taxation - (1,843)
Provision for taxation - -
Profit after taxation - (1,843)

- (1,843)
Add: Balance brought forward from previous year (10,325) (9,482)
Add: Transfer from reserve - 1,000
Balance carried to Balance Sheet (10,325) (10,325)
Significant accounting policies and notes to accounts 9

The Schedulesreferred to above and notesthereon form an integral part of these financial statements. Thisisthe Profit and Lossaccount referred

to in our report of even date.

for Karra & Co.

Chartered Accountants

V Venkateswara Rao GeorgeZacharias
Partner Director

Chennai

April 19, 2005

for and on behalf of the Board of Directors

Ajit Abraham



Sify

MAKING THE INTERNET
WORK FOR YOU

IndiaWorld Communications Ltd.

Schedulesforming part of the Balance Sheet
Rsin Thousands

Asat Asat
Particulars March 31, 2005 March 31, 2004
1. Sharecapital
Authorised :
5,000,000 equity shares of Rs.10 each 50,000 50,000
Issued, Subscribed and fully paid up : -
200,000 equity shares of Rs.10 each fully paid-up 2,000 2,000
2,000 2,000
2. Current liabilitiesand provisions
Sify Limited 8,325 8,325
8,325 8,325

Schedules forming part of the Profit and Loss Rsin Thousands

Account Rsin Thousands Y ear ended Y ead ended
Y ear ended Y ead ended Particulars March 31, 2005 March 31, 2004
Particulars March 31, 2005 March 31, 2004

3. Salesand Service 7. Operating & administration expenses

Advertising - 11,179 Rent, rates and taxes — 13
Deferred income — (502) Travelling and conveyance - 110
Communication -
_ 10,677 Mobile phone charges - 2
4. Other income Telephone expzns% - 6
Interest on deposits - 37 Operating & Admn Exp a 3,958
o ) Printing and stationery - 5
Dividend received - 18 Postage, telegram &
Profit on sale of shares - 304 courier charges - 11
Gain on exchange Marketing and Promotion - 13
fluctuations (net) - 45 Depository service charges - 2
Appreciation in investments - 356 PF administration charges - 0
Brokerage received _ 0 Legal and professional charges - 157
. Auditors’ remuneration - 81
Miscellaneous Income - 4 o .
Preliminary expenses written off - 44
Interest From I T Dept - 11 Bad Debts B 150
- 776 Advances written off - 165
) Donation - 40
5. Cost of service Short Provision for Income Tax AY 00-01 - 31
Content & information charges - 699 Amortisation of Investments — 178
Internet service charges - 4,320 Brokerage & Delivery expenses - 4
— 5019 Miscellaneous expenses - 4
- 4,976
6. Personnel expenses - -
Salaries _ 3138 Financial Expenses
Contribution to Provident Fund - 2 Bank charges - 24
- 3,141 - 24
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Schedules forming part of the Accounts for the year ended
Mar ch 31, 2005. (Rsin Thousand unless as stated)

9. Significant accounting policies and notesto accounts

A  SIGNIFICANT ACCOUNTING POLICIES

COMPANY OVERVIEW

IndiaWorld CommunicationsLimited (“Indiaworld” or “Company”),
formerly known as Ravi Database Consultants Private Limited, was
incorporated on July 31, 1992 in Mumbai, India, with the objective of
providing web-based solutions and advertising services.

The Company isnow a100% owned subsidiary of Sify Limited (SIFY).
SIFY acquired the sharesfrom the original promotersin two tranches,
in Dec 1999 and Feb 2000. The whole acquisition exercise got
completed in July 2000.

1. Basisfor preparation

The financia statements are prepared under the historical cost
conventionin accordancewith the Generally Accepted Accounting
Principles (GAAP) and comply with the mandatory accounting
standards and statements issued by the Institute of Chartered
Accountants of India and the Companies Act, 1956. All income
and expenditure having a material bearing on the financial
statements are recognized on accrual basis.

2. Useof estimates

The preparation of financial statements in conformity with
generally accepted accounting principles requires the management
to make estimates and assumptionsthat affect the reported amounts
of assets and liabilities, disclosure of contingent assets and
liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period.
Examples of such estimates include estimates of provision for
doubtful debts, useful life of fixed assets etc. Actual results could
differ from the estimates.

3. Revenuerecognition

Revenues from web-site design and devel opment are recogni zed
upon completion of the project once the customer’ sweb linksare
commissioned and available on the world-wide-web.

Revenuesfrom banner advertisementsare recognized ratably over
the period in which the advertisement is displayed.

4, Fixed assetsand depreciation

Fixed assets are stated at the cost of acquisition less accumul ated
depreciation. Direct costsrelated to acquisition of fixed assetsare
capitalized until the assets are ready to be put to use.

Depreciation on fixed assets is provided using the written down
value method as per Schedule X1V of the Companies Act for all
the assets except for portal and content rights which is amortised
over aperiod of 5 years under straight line method. Depreciation
is charged on a pro-rata basis for assets purchased / sold during
theyear.

Individual assets costing less than Rs 5 are depreciated in full in
the year of acquisition. Cost of application softwareis charged to
the Profit and Loss account in the year in which it is acquired.

5. Preliminary expenses
The Company has adopted the procedure of writing-off preliminary
expenses over a5-year period.

6. Foreign currency transactionsand translations

Transactions in foreign currency are recorded at the rates of
exchange prevailing on the date of the transaction. Current assets
and liabilities denominated in foreign currency are trandated at

IndiaWorld Communications Ltd.

the rate of exchange as at the Balance sheet date. Difference
between year-end rate and the original rate is accounted for, as
exchangegain or lossand dealt within the profit and loss account.
Exchange difference, if any, on acquisition of fixed assets is
adjusted to the cost of the asset.

7. Retirement benefitsto employees

Retirement benefitsto employees are provided for by contribution
to specific fundslike Provident Fund. The Company’ s contribution
to Provident Fund is charged to accounts on accrual basis.

B. NOTESTOACCOUNTS

The accounting policies referred to above are not applicable fully for
the current year since the Company has not done any operation and
hence they are more relevant to the previous year.

The previous year figures have been regrouped / reclassified, where
ever necessary, to conform to the current year's presentation. The
business of the Company wastransferred to Sify Ltd on 1st July, 2003.

1. Transfer of business
The Company has transferred all its businessincluding its assets
and liabilities to its parent company, Sify Ltd during the year
2003-04. Though the Company exists, it isno longer considered
as going concern.

2. Commitmentsand contingencies
a) Unexpired Bank Guarantees ason March 31, 2005 is Nil.

b) Un expired Letters of Credit given by Bank(s) on behalf of
the Company for purchase of raw material as on March 31,
2005 is Nil.

¢) Estimated amount of contracts to be executed on capital
account and not provided for in books as on March 31, 2005

isNil.
Rsin Thousands
Year ended Year Ended
Mar ch 31, 2005 Mar ch 31,2004
3. Auditor’sremuneration

Statutory audit - 60
Tax Audit - 15
Service tax - 6
Total - 81

4. Earningsin Foreign Currency
- 11,128
Total - 11,128

5. Quantitativelnformation
Sincethe Company doesnot deal in Stocks, no quantitative details
are being furnished.

6. IncomeTax
No provision for taxation has been made during the year, as the
company does not have any taxable income.

Deferred Tax Asset: The company hasnot recognized the deferred
tax Asset in respect of carry forward losses as the management
feelsit is prudent to do so.

7. Previousyear figuresareregrouped wherever necessary.

for and on behalf of for and on behalf of the Board of
Karra& Co. Directors

Chartered Accountants

V Venkateswara Rao George Zacharias Ajit Abraham
Partner Director Director
Chennai

April 19, 2005
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Balance Sheet Abstract and General Profile of the Company under Part 1V to
Schedule VI of the Companies Act, 1956

Registration Details

Registration No. 67975 State Code 11
Balance Sheet Date 31.03.2005

Il. Capital raised during the year (Amount in Rs "000)
Public Issue Nil  RightslIssue Nil
Bonus Issue Nil  Private Placement Nil

Rs "000)

Total Liabilities

Source of Funds

Paid-up Capital 2,000
Secured Loans Nil
Application of Funds

Net Fixed Assets Nil
Net Current Assets (8,325)
Accumulated Loss 10,325

Total Assets

Reserves and Surplus
Unsecured Loans

Investments
Miscellaneous
Expenditure

. Position of mobilization and deployment of funds (Amount in

Z

il
Nil

Nil

Nil

Sify

MAKING THE INTERNET

IV. Performance of Company (Amount in Rs "000)

Turnover -

Profit / (Loss)
Before Tax -

Earnings per ShareinRs  —

Tota Expenditure -

Profit / (Loss)
After Tax -

Dividend % -

V. Generic Namesof ThreePrincipal Products/ Services of the
Company (as per monetary terms)

Item Code No. (ITC Code)
Product Description

Item Code No. (ITC Code)

Web-based Solutions

Product Description Internet Advertising Services
Item Code No. (ITC Code)
Product Description

For and on behalf of the

Board of Directors

Chennai

April 19, 2005 Director

GeorgeZacharias Ajit Abraham

Director
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Board of Directors

R Ramar aj
R S Gayathri

Office Address

Suite No.205

2880 Lakeside Drive
Santa Clara CA 95054

Auditors

Suri & Siva

Sriraman Enclave

New No. 6/1, |11 Main Road,
R.A. Puram

Chennai 600 028

Sify International Inc.

Directors Report

Dear Members,

Y our Directors have the pleasurein presenting the Sixth Annual Report
together with audited accounts of the Company for the year ended
March 31, 2005.

Financial highlights

The Company has registered an income of Rs.1.11 million and a net
loss of Rs.9.57 million during the year under review as compared to a
loss of Rs.0.61 million in the previous year.

Asthe company hasincurred lossesduring the year, your Directorsdo
not recommend any dividend for the year under review.

Review of activities

In view of the change in the market conditions, your Directors are
considering further course of action.

Directors

Mr R Ramaraj, Director of the company retires by rotation at the
ensuing Annual General Meeting and being €ligible, offers himself
for reappointment. Y our Directors recommend his reappointment.

Directors' responsibility statement
Y our Directors state:

(i) that inthe preparation of the annual accounts, the applicable
accounting standards had been followed along with proper
explanation relating to material departures,

(ii) that they had selected such accounting policies and applied
them consistently and made judgements and estimates that
are reasonable and prudent so asto give atrue and fair view
of the state of affairsof the company at theend of thefinancia
year and of the loss of the company for that period;

(iii) that they had taken proper and sufficient care for the
maintenance of adequate accounting records in accordance
with the provisions of the Companies Act, 1956, for
safeguarding the assets of the company and for preventing
and detecting fraud and other irregularities;

(iv) that they had prepared the annual accounts on agoing concern
basis.

Auditors

Our Statutory Auditors, M/s Suri & Siva, Chennal, retire at the ensuing
Annua General Meeting and are eligible for reappointment.

Conservation of energy, technology absorption and foreign
exchange

Asthe provisions of clause (e) of subsection (1) of Section 217 of the
Companies Act, 1956 read with the Companies (Disclosure of
particulars in the Report of Board of Directors) Rules, 1988, are not
applicable to the company, no information is furnished.

Employeeparticularsintermsof Section 217(2A) of the Companies
Act, 1956.

Astherewere no employeesin servicein thecompany, statement under
Section 217(2A) is not annexed.

For and on behalf of the Board

R Ramar aj
Chennal, R S Gayathri
April 15, 2005 Directors
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Auditors’ Report to the Members of Sify Interna-
tional Inc

We have audited the attached Balance Sheet of SIFY
INTERNATIONAL INC. as at 31% March 2005 and aso the Profit
and Loss Account for the year ended on that date, both of which we
have signed under reference of thisreport. These financial statements
are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements
based on our audit.
We conducted our audit in accordance with auditing standards generally
accepted in India. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financia
statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and
disclosuresin thefinancial statements. Anaudit also includes assessing
the accounting principles used and significant estimates made by
management, as well as evaluating the overall financia statement
presentation. We believe that our audit provides areasonable basisfor
our opinion.

1) Asrequired by the Companies(Auditors' Report) Order, 2003, as
amended by the Companies (Auditor’ sReport) Amendment Order,
2004, issued by the Central Government in terms of Section 227
(4A) of the Companies Act, 1956 and on the basis of the
information and explanations given to usand the books and records
examined by usin the normal course of our audit and to the best
our knowledge and belief, we report bel ow on the matters specified
in Paragraphs 4 and 5 of the said order.

i) FIXED ASSETS

a) The Company has maintained proper records showing full
particularsincluding quantitative detailsand situation of fixed
assets.

b) Weareinformed that al thefixed assetshave been physically
verified by the management during the year and no material
discrepancies have been noticed on such verification.

c) No disposal of a substantial part of the fixed assets of the
Company has taken place during the year.

ii) INVENTORY

The Company does not hold any inventory and hence no physical
verification of inventory exists.

iiil) LOANSTAKEN/GRANTED

a) TheCompany hasnot granted any loans, secured or unsecured
to companies, firms or other parties covered in the register
maintained under section 301 of the Act.

b) The Company has taken unsecured loans from its Parent &
Other Subsidiary Companies amounting to Rs. 1766 Lakhs.

c) Therate of interest and other terms and conditions on which
the Company took the unsecured loan, were primafacie and
not prejudicial to theinterests of the Company or itsmembers.

d) The payment of the principal amount and interest was as
stipulated.

iv) INTERNAL CONTROL

The Company has adequateinternal control procedurescommensurate
with the size of the Company and nature of its business and we have
not come across any major weaknessesin internal control.

v) SECTION 301

The company has neither granted nor taken any loans, secured or
unsecured, to or from companies, firmsor other parties covered in the
register maintained under Section 301 of the Companies Act, 1956.

Sify International Inc.

vi) DEPOSITSFROM PUBLIC

The Company has not accepted any deposits from the public and
consequently, the provisions of Section 58A and 58AA of the
Companies Act, 1956 and the rules framed thereunder are not
applicable.

vii) INTERNAL AUDIT

The internal audit is conducted by an Internal Audit Wing of the
Company and in our opinion, theinterna audit systemiscommensurate
with the size of the Company and the nature of its business.

viii) COST RECORDS

The Maintenance of Cost records u/s 209(1)(d) prescribed by the
Central Government is not applicable to this company.

iX) PAYMENT OF STATUTORY DUES

According to the information and explanations given to us and the
records of the Company examined by us, the Company has been regular
in depositing statutory dues.

X) ACCUMULATED LOSSES/ CASH LOSSES

The company hasincurred acash lossof Rs.90.75 lakhs. Accumulated
losses and accumulated cash losses of the Company to be carried
forwarded to the subsequent years amounts to Rs. 1,966.47 lakhs and
Rs. 1,961.53 lakhs respectively

xi) DEFAULT IN REPAYMENT OF DUES

The Company has not defaulted in the repayment of dues to any
Financia Institution or Bank or Debenture Holders.

xii) GRANT OF SECURED LOANSAND ADVANCES

The Company has not granted loans and advances on the basis of
security by way of pledge of shares, debentures and other securities.

xiii) SPECIAL STATUTE-CHIT FUND COMPANIES, NIDHIS
/MUTUAL BENEFIT FUND/SOCIETIES

The company isnot achit fund, nidhi, mutual benefit fund or asociety.
Accordingly, clause 4(xiii) of the Order is not applicable.

xiv) COMPANY DEALING OR TRADING IN SHARES,
SECURITIESETC,,

According to the information and explanations given to us, the
Company is not dealing or trading in shares, securities, debentures
and other investments. Accordingly, clause 4(xiv) of the Order is not
applicable.

xv) PROVISION OF GUARANTEE

Asper theinformation furnished to us, the company has not furnished
any guarantees.

xvi) TERM LOANS

The Company has not availed any Term Loan and hence no comments
are offered in thisregard.

xvii) USAGE OF FUNDS

All the funds raised by the Company are long term and have been
used both for Long Term and Working Capital purposes.

xviii) PREFERENTIAL ALLOTMENTS

As the Company has not made any preferential allotment of shares
during the year, paragraph 4 (xviii) of the order is not applicable.

xix) CREATION OF SECURITY FOR DEBENTURE ISSUE

The company has not issued any Debentures and hence paragraph 4
(xix) is not applicable.
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xx) DISCLOSURE OF END USE OF FUND

The Company has not raised any money during the year through any
public issue and hence paragraph 4 (xx) is not applicable.

xxi) FRAUDS

Based upon the audit procedures performed and information and
explanations given by the Management, we report that no fraud on or
by the Company has been noticed or reported during the course of our
audit for the year ended 31% March 2005.

xxii) LEAVE ENCASHMENT & RETIREMENT BENEFITS
Not Applicable to this Company.
2) Further to the above: -

i)  Wehaveobtained al theinformation and explanations, which
to the best of our knowledge and belief were necessary for
the purposes of our audit.

ii) Inour opinion, proper books of accounts as required by law

Sify

iv) In our opinion, the Balance Sheet, Profit and Loss Account
dealt with by this Report, comply with the mandatory
Accounting standardsreferred to in sub-section (3C) of section
211 of the Companies Act, 1956, to the extent applicable.

v) Inour opinion and to the best of our information and according
to the explanations given to us, the said Accounts, including
the Balance Sheet, Profit and L oss Account dealt with by this
Report read with the Notes thereon and documents annexed
thereto, give theinformation required by the CompaniesAct,
1956 in the manner so required and give atrue and fair view
in conformity with the accounting principles generally
accepted in Indiain the case of the

i) Balance Shest, of the state of affairs of the Company
as on 31% March 2005,

ii) Profit and Loss Account of the Loss of the Company
for the year ended on that date

. For Suri & Siva
have been kept by the Company, so far asit appearsfrom our Chartered Accountants
examination of those books. V Sivakumar

iii) The Balance Sheet, Profit and Loss Account dealt with by Chennai, Partner
this Report are in agreement with the books of accounts. April 15, 2005 Membership No. 22379
Balance Sheet
Rsin Thousands
Asat Asat
March 31, 2005 March 31, 2004
Sour ces of funds:
Shareholders’ funds
Share capital 21,335 21,335
Loan Funds
Secured Loans 176,562 168,351
197,897 189,686
Application of funds:
Fixed assets 651 943
Current assets, loans and advances:
Cash and bank balances 539 867
Deposits 181 334
Loans and Advances 577 464
1,297 1,665
Current liabilities and provisions 698 —
Net current assets 599 1,665
Profit and L oss Account 196,647 187,078
197,897 189,686
For Suri & Siva
Chartered Accountants
for and on behalf of board of directors
V Sivakumar R S Gayathri R Ramar aj
Partner Director Director
Chennai
April 15, 2005

MAKING THE INTERNET
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Profit and L oss Account

Sify International Inc.

Rsin Thousands

Y ear ended Y ear ended
March 31, 2005 March 31, 2004
Income

Sales 1,114 -
Other income - -
1,114 -

Expenditure
Cost of Goods sold - -
Personnel expenses 6,761 -
Operating and administrative expenses 3,428 605
Financial expenses - -
Depreciation 494 -
10,683 605
L oss before taxation 9,569 605
Provision for taxation - -
L oss after taxation 9,569 605
Add: Balance brought forward from previous year 187,078 186,473
Loss carried to Balance Sheet 196,647 187,078

For Suri & Siva
Chartered Accountants

V Sivakumar
Partner

Chennai
April 15, 2005

for and on behalf of board of directors

R S Gayathri
Director

SIGNIFICANT ACCOUNTING POLICIESAND NOTESTO ACCOUNTS

R Ramar aj
Director

A BACKGROUND

72

1

Description of business

Sify International Inc (“Sify International” / “the Company”)
was incorporated on 10 June 1999, in California, USA. The
company is engaged in the business of providing network
and alied servicesto Corporates.

B SIGNIFICANT ACCOUNTING POLICIES

1

Basisfor preparation

Accounts are maintained on accrua basis. The transactions
are in local currency (US Dollars) and are translated for
reporting in Indian Currency as described in item 4 below.

Revenue recognition

The company provides network services and revenue is
recognized on completion of obligation and obtaining sign
off from customers.

Fixed assets and depreciation

Fixed assets are stated at cost |ess accumulated depreciation.
Depreciation is provided on Straight Line Method.
Currency trangdation

The currency in which the Company normally transacts
businessisUSDollar. All income and expenses are converted
into reporting currency at therespective monthly averagerate.

Monetary current assets and liabilities are translated at the
exchange rate prevalent at the date of the Balance Sheet.
The equity share capital is stated at the exchange rate
prevailing at the date of investment by the holding company.
The resulting difference is recorded in the Profit and Loss
account.

C NOTESTOACCOUNTS

1

The Company isawholly owned subsidiary of Sify Ltd, India.
The accounts are prepared and audited to attach with the
accounts of Sify Ltd,India, the holding company so as to
comply with the provisions of the Companies Act,1956.
Contingent liability - NIL

No provision for taxation has been made for the current year
as the company has no taxable income.

Since the company does not deal in stocks, no quantitative
details are being furnished.

For Suri & Siva
Chartered Accountants

V.Sivakumar
Partner
Membership No0.22379

Chennai,
April 15,2005

Director

R.S.Gayathri

for and on behalf
of the Board of Directors

R Ramar aj
Director
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