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DIRECTORS’ REPORT

Dear Members,

Your Directors have pleasure in presenting the Eighth Annual Report together with the audited accounts of your
company for the financial year ended March 31, 2004.

The year 2003-04 has been a watershed year for the knowledge economy worldwide in many ways. This was the
year in which the promise of the Internet to transform the way we work and live was, in some ways, fulfilled. The
contribution of the Internet over the last year to eBusiness in the US was $2.4 trillion, much higher than the $1.3
trillion that was projected for 2003 in 1999. The figure worldwide was $3.9 trillion with 95% of this being b2b
commerce. The growth of the Internet and networking is very evident in India as well. Productivity gains from the
Net are enabling companies across the board, from Fast Moving Consumer Goods, Pharmaceuticals, Financial
Services and Manufacturing, to become more competitive, efficient and faster to market.

The government, both at the Central and State level, has also recognized the tremendous difference that the
Internet can make to governance. Online reservation of tickets by the Railways, online filing of income tax
returns and the initiative of the Directorate General of Foreign Trade to enable the Exporter-Importer community
to securely transact electronically with them using Digital Signature Certificates are examples of the growing
recognition of the Internet as a business and personal productivity tool.

With this growing awareness, rising demand and falling prices of computers, PC sales crossed 3 million in
2003-04, according to the Manufacturers’ Association of Information Technology. The Telecom Regulatory
Authority of India, post their successful reforms that resulted in the rapid growth of the telecom industry and
telephone penetration, is now looking at accelerating the growth of Internet and broadband in the country.

Sify’s performance in the financial year 2003-04 is a story of growth across both corporate and consumer services.
The growth of 40% in revenues was achieved across both the corporate and retail segments. With a well-established
infrastructure, processes and a committed management team, Sify has displayed resilience and matured in terms
of its business model.

It is also a story of innovation, with many new products and services, contributing to growth. Sify’s expertise with
IP based networks and its sharply defined focus on enabling consumers and enterprises alike in harnessing the
benefits of the Internet differentiates us from other companies. It is this competence that enables us to develop
and implement innovative solutions and services designed for the Indian environment in terms of infrastructure
and affordability, using open source software. Sify’s Tier 1 backbone network infrastructure is in itself an ideal
test bed for network related software, be it management, monitoring, applications or security software and solutions.

The year has also been one of ensuring customer delight, with Sify continuing to set the standards in both the
Enterprise Solutions business as well as the consumer ISP business. During the year 2003-04, Sify’s Enterprise
Solutions division was also certified ISO 9001:2000 certification for ‘provisioning of Corporate VPN’s, Internet
Bandwidth, Voice over IP and Integrated Security Solutions including pre-sales, sales, order processing and
project management’.

The quality of our service and processes is also enabling new customer wins, which is reflected by IDC in its report
on IP VPN (Oct 2003). The report states “ Sify is consolidating its IP VPN market offering. This may further help
it to solidify its current numero uno position“. Sify has also won appreciation from users of its ISP services as well
with the TRAI survey on service quality placing Sify as the company with the highest level of satisfaction and
least number of complaints.

Innovative HR practices at Sify to build a culture of achievement and innovation to succeed in a challenging
environment is having the desired results. For example, ‘Soch’ is a web page on our intranet where associates can
place any idea or suggestion on the services we offer, betterment of workplace, environment etc.
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Review of Activities

Sify completed several milestones in the financial year:

• Sify reported net profit for the quarter ended 31 March 2004, and cash profits for the year. This validates
Sify’s business model of leveraging a common network and infrastructure between the corporate and retail
segments.

• Sify continued to reaffirm its leadership in the marketplace. Total revenues grew by 40% over last year to
Rs 2,801 million. Network/data services to business enterprises (Corporate Services) continued to dominate
top line revenues and accounted for 50% of Sify’s revenues. Revenues from Sify’s franchised chain of
cybercafes grew by more than 100% during the year. Revenues from broadband services were a significant
growth area during the year.

• The following shows Sify’s revenues by segment:

• While Corporate Services continued to be profitable, the losses in the retail segment were brought down
further which contributed significantly to the cash profit achieved during the year.

Network/data services to business enterprises (“Corporate Internet Services”)

Corporate Internet Services business accounted for 50% of the total revenue, recording a growth of 37% over the
previous year. The year saw further consolidation of Sify’s acknowledged leadership position in networking
services and several significant strides in two other areas of Application services and integrated security services.

Sify’s leadership in the Indian Networking space was corroborated by IDC in October 2003 report again, stating,
“Sify continues to remain the numero uno player in the networking space.”

Sify’s skill sets honed by several million man hours of network management experience have inspired organizations
like Wipro Spectramind, Tata Consultancy Services, IBM Global services, Convergys, Affiliated Computer
services, Hyundai Motors, ABP, GMR, Larsen & Toubro, Pepsi, Parle & Glenmark to outsource their networking
requirements to us this year. This division also engaged Gallup to conduct a monthly customer satisfaction audit,
thereby ensuring continual feedback for improved performance.

Revenue by Segment
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Sify tied up with Asia Netcom, one of key network service provider in the APAC region to offer international
MPLS VPN’s to both Indian & Global enterprises seeking to connect their business ecosystem across geographies
seamlessly and reliably.

The Applications services segment, which offers Messaging Solutions and Internet Business Solutions, also saw
some marquee customer acquisitions like Bisleri, Stride Acrolab & Federal Bank. The mail platforms developed
by this division are being used by a number of banks including SBI, UCO Bank, Canara Bank, Karur Vysya Bank
and State Bank of Mysore. This division developed a slew of products, which would enable the Indian Enterprise
to improve its efficiency & productivity. Some key products introduced were: Document Management System,
SFA (Sales force automation) & CRM (Customer relationship management), tools developed specifically for the
Indian market requirements.

Sify acquired an enterprise assurance company, E Alcatraz Consulting Pvt. Ltd., and is now poised to emerge as
the pre-eminent player in the security space as well. The combined entity will leverage on Sify’s tier-1 network,
it’s reach, network management expertise and therefore deliver unparalleled competence to offer holistic security
services. A Competency Centre was established at Mumbai to showcase Sify’s capabilities in providing security
and solutions. The center simulates solutions on access content filtering, token access etc, through integration of
diverse hardware and software. Sify’s security service division acquired some key new customers namely GE,
Hutch, TCS, HDFC and Toyota Kirloskar Motors, and got repeat business from Whirlpool, Patni Computers and
Siemens.

Key wins in Hosting include United Phosphorus, Gillette, Samsung, Oriental Insurance, ABN Amro, Anchor
Daewoo, Pidilite Industries, Sony Entertainment, Directorate of Income Tax (Systems), and Level Up Games - the
first online game company to launch its services in India

PKI solutions provided by Safescrypt was adopted during the year by clients including WIPRO, Mphasis, Mastek,
MEPZ, SEEPZ, Geojit Securities, Punjab National Bank, ABN Amro Bank, Citibank and Saint Gobain.

New Initiatives

Sify took several proactive initiatives during the year to meet the challenges in the short-term and to sustain
growth in the long term. The emphasis on building long-standing relationships was evident in the increased share
of business from existing clients. Further, a continuing emphasis on building competencies to enhance business
propositions and an aggressive foray into different geographical markets is yielding positive results. Some of
these initiatives are described below.

Reliability

Sify provisioned International bandwidth on a different oceanic cable system, improving the competitive
advantage and reliability in providing data/network services to corporates.

MPLS

Sify became the first service provider in the country to MPLS enable its entire network thereby allowing enterprises
to optimize their network & application performance as it can prioritize packets by data, voice and video.

IT / ITES focus

Sify also setup collocated Internet peering points at Hong Kong, London, New York and Los Angeles, giving it
the flexibility to peer independently with Tier I carriers across geographies, thus allowing it to provide shortest
paths into various carrier networks.

Managed Services

A branded offering in the area of Internet Infrastructure management services, named Netsourze was launched in
hosting services. This division also launched Authenticated Connection service, another first by an IDC in India.
Sify Hosting’s Fort Knox, an SLA (Service Level Agreement) based Security Services package to protect servers
is rapidly finding acceptance amongst corporates.
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Digital Certificates

Sify’s subsidiary, Safescrypt launched Safe Exim for the Exporter-Importer community to securely transact with
the Director General of Foreign trade. The division also developed a new solution for the banking sector to enable
them to secure electronic statements. The processing center software was upgraded to enable offering Secure
Server certificates to any site regardless of whether the server was shared by other sites or applications.

Internet based Supply Chain solution

Forum, Sify’s supply chain solution, is integrating manufacturers’ distribution chains with their corporate ERP
on a cost-effective Internet-based platform.

Access Media

Sify’s Access Media revenues grew by 61% over last year. This division now contributes to 39% of the company’s
turnover. We have now reached a leadership position in the Public Internet Access business, through our iWays.
These broadband enabled cybercafes are used by more than 600,000 subscribers for browsing and Internet
Telephony. The network has grown from 844 cafes last year to 1,725 this year. We have also substantially
increased our reach from 18 cities to 63 cities. The iWay model is being expanded to Airports, Railway Stations,
Hospitals and Hotels.

Broadband: Another growth engine has been the broadband business. The successful implementation of the
Cable Television Operator model has helped us to scale up our subscriber base to over 23,000 by the end of the
year. The service is now available in 15 cities across the country. The division has also tied up with large builders
like DLF, Hiranandani and Prestige for providing broadband connections to large apartments.

In the dial-up market segment, Sify continues to be one of the leading players. The Telecom regulatory Authority
of India survey report on customers perception of quality of Internet services, May-June 2003 rated our service as
the best in the country on various parameters including speed, stability of connection and customer satisfaction.
The Voice and Data magazine survey in April 2003 rated Sify as the best in sales, customer care and overall
customer satisfaction. However, this segment continues to be under a lot of pressure from the incumbent telcos
who offer Internet services bundled with basic telephony.

New initiatives

• Sify introduced imeet, the video conferencing facility at the iways. This service is expected to contribute
significantly in the efforts of corporates to work smarter, speaking face to face with sales people, suppliers or
customers across the country while saving time and money.

• Sify introduced Wi-Zone, the wireless Internet access service in Bangalore. With 125 hot spots, it is currently
the single largest installation by any service provider. Sify Wi-Zones provide broadband connectivity that
is reliable, fast (upto 384 kbps), scalable and secure. The departure lounges of some of the International
Airports have Wi-Zones.

• Sify iWays hosted the online examinations conducted by the Indian Institute of Bankers. Close to 38,000
officers took their exams across 390 iWays spread across 25 cities in the country.

• iWays is also closely associated with AP online, the e-governance project of the Government of Andhra
Pradesh.

• Sify successfully relaunched the dial-up product. Sify Gold addresses the biggest concern of customers of
high operating costs predominantly contributed by access telephone costs. The product has 3 unique features,
Axxcel – a web accelerator, Intellidownload – a download manager and Intellimail – an offline mailing
facility. Customers can save on their telephone costs by upto 50%.

• Sify Gold is the preferred OEM supplier of dial-up connections to major computer manufacturers in the
country like IBM, HP, Acer and Zenith.
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Interactive Services

The Year 2003-04 saw Sify.com make significant progress in both its domestic and NRI-focused business. As the
overall connectivity scene improved and PC penetration increased – the number of people getting online too
increased. And of these new users – a sizeable number have made Sify.com and its allied channels their destination
portals. Improvements happened primarily in areas of Discussions, Blogs, and Sify Groups.Sify.com also launched
a slew of Internet based services including Classifieds, Vacations and Legal.

Some of the other noteworthy successes in the past year in the content part of the business include Cricket
coverage, Elections coverage, sections and features for Depositories, Commodities and derivatives in the Finance
portal, Astrology.

Other developments include new payment options for Sify Mall, launch of Sify’s Mobile 4545 through which
one can get News, Sports coverage, entertainment news, stock quotes, downloadable ring tones, images and
logos. Samachar Money Transfer - was relaunched in partnership with TimesofMoney.com

Contrary to indications of the past, more and more companies chose the Internet as a regular medium for advertising
during the year. Among the new entrants, the FMCG segment has been most active with banking and finance
segment following.

Advertiser interest in sponsorship of special content features has grown with cricket being the most popular
attraction. Another highlight over the past 12 months has been the growing faith in online partnerships. Sify has
partnered with Monster India, India’s No.1 Jobs channel to offer online job opportunities, advice and alerts.
Another partnership that has grown in strength is the online collaboration with India’s largest matrimonial site,
Bharat Matrimony, who is Sify’s official matrimonial channel.

eLearning

Sify’s eLearning division is an end-to-end eLearning solutions provider focused on Custom Content Development
and Learning Management Systems implementation for global clients. During the course of the year, the division
has been able to obtain a number of contracts including Allianz, Bank of America, General Electric, Hyperion,
Microsoft, I-flex Solutions and ING Vysya.

Developing Market Leadership

Sify has ambitious plans to consolidate its position as a market leader and accelerate growth by:

• Consolidating its broadband and cybercafe businesses,

• Providing Managed Network and Infrastructure services to corporates abroad, and

• Providing Infrastructure management services to corporates in India

Financial Highlights

The Company registered sales of Rs 2,801 million ($ 64.5 Million) during the period under review, a 40% growth
over the previous year. Cash profit, in Adjusted EBITDA terms was Rs 84.3 million ($ 1.94 million). The net loss
for the financial year was Rs 371 million ($ 8.55 million) and was 72% lower than the previous year.

Social Programs

Sify continued its efforts in social responsibility during the year under review with the same zeal, commitment
and dedication. “Sify Alambana Trust”, a non-profit social organization run by the spouses of Associates, through
“Alambana Vidya”, has been providing free quality IT education to students from economically weaker families
to enable them to find suitable jobs. “Bala Alambana”, another program organized by the Sify Alambana Trust,
has adopted a Corporation School in Chennai to inculcate and encourage the habit among the students and
parents, the joy of coming to school and learning.
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Directors

During the year under review, Mr. S Srinivasan, Mr. Donald M Peck and Mr. Eric Hsia resigned from the Board.
Subsequent to the close of the year, Mr. K Thiagarajan, resigned from the Board. The Directors place on record
their appreciation of the services rendered by Mr. Srinivasan, Mr. Donald Peck, Mr. Eric Hsia and Mr. Thiagarajan
during their tenure as Directors of the company.

Dr T H Chowdary and Mr. Sandeep Reddy, Directors, retire by rotation during the ensuing Annual General
Meeting and being eligible offer themselves for re-appointment. Your Directors recommend their re-appointment.

Mr. Srinivasa C Raju and Mr. Manish Mehta, who were appointed as Additional Directors in October 2003 and in
April 2004 respectively, hold office upto the ensuing Annual General Meeting. Notices have been received from
members proposing their appointment as Directors of the company.

In January 2004, Mr. Srinivasa C. Raju was appointed as the Chairman of the Board of Directors of the Company.

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 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;

(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.

Audit Committee

The Audit Committee was reconstituted on January 20, 2004 to include Dr T H Chowdary, Mr. Sandeep Reddy
and Mr. Ravi C Adusumalli.

Auditors

Our Statutory Auditors, Bharat S Raut & Co., retire at the ensuing Annual General Meeting and are eligible for
reappointment.

Acknowledgement

Your 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 contribution made by the Associates at all levels.

For and on behalf of the Board

Chennai Srinivasa C. Raju
April 19,  2004 Chairman
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Stockholders

Sify Limited

We have audited the accompanying consolidated balance sheets of Sify Limited and subsidiaries as of
March 31, 2004 and 2003, and the related consolidated statements of operations, stockholders’ equity and
comprehensive income, and cash flows, for each of the years in the three-year period ended March 31, 2004.
These consolidated financial statements are the responsibility of the Company’s management.  Our responsibility
is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States).  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 statements.  An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation.  We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Sify Limited and subsidiaries as of March 31, 2004 and 2003, and the results of their
operations and their cash flows for each of the years in the three-year period ended March 31, 2004, in conformity
with U.S. generally accepted accounting principles.

The accompanying consolidated financial statements as of and for the year ended March 31, 2004 have been
translated into United States dollars solely for the convenience of the reader. We have audited the translation and,
in our opinion, the consolidated financial statements expressed in Indian Rupees have been translated into
dollars on the basis set forth in Note 2 of the notes to the consolidated financial statements.

KPMG  LLP
Manchester
April 19, 2004
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ASSETS
Current assets:

Cash and cash equivalents  897,596 1,325,803 30,548
Cash restricted  74,612 101,587 2,341
Accounts receivable  346,270 493,980 11,382
Due from officers and employees  982 – –
Due from related parties 16,016 13,030 300
Inventories  39,971 20,759 478
Prepaid expenses  124,785 106,957 2,465
Other current assets 148,291 123,571 2,847

Total current assets 1,648,523 2,185,687 50,361

Cash restricted 100,010 10,146 234
Property, plant and equipment-net 1,542,829 1,249,798 28,797
Goodwill and other intangible assets  166,983 125,622 2,895
Investments in affiliated companies 140,053 140,508 3,237
Investments in securities  1,140 – –
Other assets  100,849 87,312 2,012

Total assets 3,700,387 3,799,073 87,536

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Current installments of capital lease obligations 2,482 5,851 135
Trade accounts payable  82,635 220,322 5,077
Accrued liabilities 278,256 317,228 7,309
Deferred revenue   289,297 341,953 7,879
Due to officers and employees – 326 7
Advances from customers  26,171  83,670 1,928
Other current liabilities  60,520 56,182 1,295

Total current liabilities  739,361 1,025,532 23,630

Capital lease obligations, excluding current installments   3,767 5,151 119
Other liabilities  65,864 51,127 1,177

Total liabilities  808,992 1,081,810 24,926

Minority interest  2,699 1,595 37

Stockholders’ equity
Common stock, Rs 10 par value; 37,500,000  equity shares
authorized; Issued and outstanding: 32,795,200 shares as of
March 31,2003 and 34,900,993 shares as of March 31,2004  327,952 349,010 8,042
Additional paid-in capital  14,326,742 14,490,037 333,871
Deferred compensation - employee stock offer plan   (24,839)  (14,326) (330)
Accumulated deficit (11,737,769)  (12,109,053) (279,010)
Accumulated other comprehensive income   (3,390) – –

 Total stockholders’ equity  2,888,696 2,715,668 62,573

 Total liabilities and stockholders’ equity 3,700,387 3,799,073 87,536

 See accompanying notes to consolidated financial statements

SIFY LIMITED (formerly known as Satyam Infoway Limited)  and Subsidiaries
CONSOLIDATED BALANCE SHEETS

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

As at March 31,
2003 2004 2004

Rs. Rs. $
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Year ended March 31,

2002 2003 2004 2004
Rs. Rs. Rs. $

Revenues 1,493,636 1,862,585 2,517,873 58,016
Initial services charges 66,652  97,270 233,750 5,386
Revenue from related parties 17,200  34,345 49,561 1,142

Total Revenue  1,577,488  1,994,200 2,801,184 64,544

Cost of revenues  1,192,671 1,264,101 1,476,714 34,026
Selling, general and administrative expenses 1,256,763 1,090,935 1,208,884 27,854
Provision for doubtful receivables and advances  101,500  156,233 76,487 1,762
Acquisition expenses  20,000  – – –
Amortisation / impairment of goodwill 4,420,644 – – –
Impairment of assets –  246,999  22,551 520
Depreciation 574,867 474,261 481,810 11,102
Amortisation of intangible assets 29,337 69,907 50,224 1,157
Amortisation of deferred stock compensation expense  9,686  57,729 27,946 644
Foreign exchange (gain) / loss  (44,520)  18 52,148 1,202

Total operating expenses 7,560,948 3,360,183 3,396,764 78,267

Operating loss  (5,983,460)  (1,365,983)  (595,580) (13,723)
Other income, net  32,711  52,948  144,117 3,321

Loss before taxes, equity in losses of affiliates and
minority interest  (5,950,749)  (1,313,035)  (451,433) (10,402)
Equity in (losses) / profits of affiliates
Operating (losses) / profits  (1,225,444)  (50,689) 17,083 394
Gain on sale of investment in affiliates – 24,628 63,059 1,453
Minority interest  17,928  12,564 79 2

Losses before income taxes   (7,158,265)  (1,326,532) (371,212) (8,553)
Taxes –  (2,856)  (72) (2)

Loss  from continuing operations (7,158,265) (1,329,388) (371,284) (8,555)

Discontinued operations
Income / (loss)  from discontinued operations (125,373) – – –
Profit on sale of discontinued operations 81,121  –  – –

Net loss (7,202,517)  (1,329,388) (371,284) (8,555)

Net loss per share - continuing operations (308.59) (51.15) (10,76) (0.25)
Net loss per share - discontinued operations (1.91)  –  – –
Net loss per share (310.50) (51.15) (10,76) (0.25)
Weighted equity shares used in
computing loss per equity share  23,196,428  25,988,095 34,519,545 34,519,545

See accompanying notes to consolidated financial statements

SIFY LIMITED (formerly known as Satyam Infoway Limited)  and Subsidiaries
CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except share data and as stated otherwise)
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Balance as of March 31, 2001  23,183,103  231,831  13,669,570   (6,096)  (101,105)  (3,205,864)  10,588,336

Issue of common stock for acquisitions and investments  19,073  191  49,077  49,268
Compensation related to stock option grants  (72,492)  (72,492) –
Amortization of compensation related to stock option grants (83,962)  98,636  14,674
Capital transaction of investee (57,852)  (57,852)
Comprehensive income
Net loss  (7,202,517)  (7,202,517)  (7,202,517)
Other comprehensive income
Unrealized loss on investments, net of nil tax  (356)  (356)  (356)
Foreign exchange translation adjustment 2,561 2,561 2,561

Comprehensive income  (7,200,312)

Balance as of March 31, 2002  23,202,176  232,022  13,649,325  (3,891)  (74,961)  (10,408,381)  3,394,114

Issue of common stock (net of expenses)  9,593,024  95,930  664,542 760,472
Compensation related to stock option grants  86  (86) –
Amortization of compensation related to stock option grants  12,789  50,208  62,997
Capital transaction of investee  –
Comprehensive income
Net loss  (1,329,388)  (1,329,388)  (1,329,388)
Other comprehensive income
Unrealized loss on investments, net of nil tax  (1,253)  (1,253)  (1,253)
Foreign exchange translation adjustment  1,754  1,754  1,754

Comprehensive income (1,328,887)

Balance as of March 31, 2003  32,795,200  327,952  14,326,742  (3,390)  (24,839)  (11,737,769)  2,888,696
Issue of common stock (net of expenses)  2,105,793  21,058  145,862  166,920
Compensation related to stock option grants  21,497  (21,497) –
Amortization of compensation related to stock option grants (4,064)  32,010  27,946
Comprehensive income
Net loss  (371,284)  (371,284)  (371,284)
Other comprehensive income
Unrealized loss on investments, net of nil tax  (2,129)  (2,129)  (2,129)
Foreign exchange translation adjustment  1,261  1,261  1,261

Comprehensive income  (367,894)

Balance as of March 31, 2004  34,900,993  349,010  14,490,037  –  (14,326)  (12,109,053)  2,715,668

Balance as of March 31, 2004 (in US$)  8,042  333,871  –  (330)  (279,010)  62,573

 See accompanying notes to consolidated financial statements

SIFY LIMITED (formerly known as Satyam Infoway Limited)  and Subsidiaries
 CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND COMPREHENSIVE INCOME

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

Additional Compre – Accumulated Other Deferred Total

Common Stock Paid hensive Comprehensive Compensation- Accumulated Stockholders’

Shares Par Value In Capital Income Income Employee Stock Deficit Equity

Nos. Rs. Rs. Rs. Rs. Rs. Rs. Rs.

14
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SIFY LIMITED (formerly known as Satyam Infoway Limited) and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except share data and as stated otherwise)

SIFY LIMITED (formerly known as Satyam Infoway Limited) and Subsidiaries
CONSOLIDATED STATEMENTS OF CASH FLOWS

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

Year ended March 31,

2002 2003 2004 2004
Rs. Rs. Rs. $

Net loss from continuing operations (7,158,265) (1,329,388) (371,284) (8,555)
Adjustments to reconcile net loss to net cash

used in operating activities:
Depreciation, amortization and impairment  5,020,600  854,182 582,531 13,422
Equity in losses of affiliates  1,225,444  26,061 (17,083) (393)
Gain on sale of investments  –  (1,495) (98,948) (2,280)
Loss / (gain) on sale of plant and equipment  3,652  2,552 (1,990) (46)
Provision for doubtful receivables and advances  101,500  156,233 76,487 1,762
Inventory write down 22,085  6,720 1,407 33
Minority interest  (17,928)  (12,564) (79) (2)
Others –  (7,106) 50,745 1,169
Changes in assets and liabilities:

Accounts receivable  (15,997)  (65,793) (223,074) (5,140)
Due from officers and employees  26,152  62,552 4,870 112
Due from related parties  4,159  (7,879) 2,986 69
Inventories  50,557  (11,265) 17,805 410
Prepaid expenses  94,580  (10,030) 17,828 411
Other assets  21,815  (24,962) 43,034 992
Trade accounts payable and accrued liabilities  (14,477)  (78,836) 120,621 2,779
Deferred revenue  (39,484)  144,778 52,656 1,213
Advances from customers  (84,388)  10,851 57,499 1,325
Other liabilities  (15,685)  32,904 (42,026) (968)

Net cash provided by / (used in) continuing operations (775,680) (238,273) 273,985 6,313
Net cash provided by discontinued operations 237,531 0 0 0

Net cash provided by / (used in) operating activities (538,149) (238,273) 273,985 6,313

Cash flows from investing activities:
Expenditure on  plant and equipment  (181,217)  (284,346) (342,584) (7,894)
Proceeds from sale of plant and equipment  12,559  12,055 12,955 299
Expenditure on intangible assets  (59,240)  (16,891) (2,331) (54)
Expenditure on investment in affiliates  (119,741)  29,162 56,737 1,307
Expenditure on acquisition of minority interest – – (940) (22)
Net movement in cash - restricted  (122,287)  (22,233) 62,889 1,449
Purchase consideration for acquisition, net of cash  (11,210) – (32,755) (755)
Proceeds from sale of investments –  8,579 257,356 5,930

Net cash used in continuing operations (481,136) (273,674) 11,327 261
Net cash used in discontinued operations (71,279) 0 0 0
Proceeds from sale of discontinued operation 349,165 0 0 0
Net cash used in investing activities (203,250) (273,674) 11,327 261

Cash flows from financing activities:
Acquisition related debt  – – 30,355 699
Principal payments under capital lease obligations  (9,097)  (1,695)  (7,317) (169)
Net proceeds from issuance of common stock –  760,472 166,920 3,846

Net cash provided by / (used in) continuing operations (9,097) 758,777 189,958 4,376
Net cash used in discontinued operations 0 0 0 0
Net cash provided by / (used in) financing activities (9,097) 758,777 189,958 4,376

Effect of exchange rate changes on cash  (5,598)  (7,345) (47,063) (1,084)
Net increase / (decrease) in cash and cash equivalents  (756,094)  239,485 428,207 9,866
Cash and cash equivalents at the beginning of the year  1,414,205  658,111 897,596 20,682
Cash and cash equivalents at the end of the year 658,111 897,596 1,325,803 30,548

Supplementary Information
Cash paid towards interest  2,838  795 2,126 49
Cash paid towards taxes (net of refunds)  44,958  20,048 (29,468) (679)

Supplemental schedule of non cash financing activity
Additional common stock issued for acquisition of business  49,268 –  – –

See accompanying notes to consolidated financial statements
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1. Description of business

Sify Limited (“Sify”) together with its subsidiaries (the Company) and its affiliates is engaged in providing various
services, such as Corporate Network and Data Services, Internet Access Services, Online Portal and Content Offerings.

2. Summary of significant accounting policies

Basis of preparation of financial statements

The accompanying financial statements have been prepared in accordance with accounting principles generally accepted in
the United States (US GAAP) in Indian Rupees (Rs.), the national currency of India.  Solely for the convenience of the
reader, the financial statements as of and for the year ended March 31, 2004 have been translated into United States dollars
at the noon buying rate in New York City on March 31, 2004 for cable transfers in Indian rupees, as certified for customs
purposes by the Federal Reserve Bank of New York of US$1 = Rs. 43.40. No representation is made that the Indian rupee
amounts have been, could have been or could be converted into United States dollars at such a rate or at any other rate on
March 31, 2004 or at any other date.

Use of estimates

In conformity with US GAAP, management of the Company has made a number of estimates and assumptions relating to
the reporting of assets, liabilities, revenues and expenses, and the disclosure of contingent assets and liabilities to prepare
these consolidated financial statements. Some of the more significant estimates include allowances for doubtful accounts,
depreciation and amortization of long-lived assets and the valuation allowance for deferred tax assets.  Actual results could
differ from those estimates.

Principles of consolidation

The consolidated financial statements of Sify include financial statements of its majority-owned subsidiaries, which are
more than 50% owned and where Sify is able to exercise control over the operating and financial policies of the investees.
All material inter-company accounts and transactions are eliminated on consolidation.

Investments in affiliates

The Company accounts by the equity method for investments between 20% and 50% or where it would be otherwise able
to exercise significant influence over the operating and financial policies of the investees under the equity method. Prior to
the adoption of Statement of Financial Accounting Standards (SFAS) No. 142, the excess of cost of the stock of those
affiliates over the Company’s share of their net assets at the acquisition date was recognized as goodwill and was being
amortized on a straight-line basis over 5 years. However, such goodwill was completely written-off prior to the adoption
of the SFAS No. 142. Subsequent to the adoption of SFAS No. 142, the company will not amortize any goodwill
recognized from an investment in an affiliate. The Company would recognize a loss when there is a loss in value in the
equity method investment, which is other than a temporary decline.

Cash, cash equivalents and short-term investments

The Company considers all highly liquid investments with remaining maturities, at the date of purchase/investment, of three
months or less to be cash equivalents.  Cash and cash equivalents currently consist of cash and cash on deposit with banks,
which are unrestricted as to its use.

Revenue recognition

The operating segments of the Company include:

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

• Internet access services;

• Online portal services and content offerings ; and

• Other services such as development of e-learning software

These segments recognize revenues on the following basis:
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Corporate network/data services

Corporate network service revenues primarily include connectivity services and, to a lesser extent, the revenues from the
sale of hardware and software purchased from third party vendors, installation of the link, and other ancillary services such
as email, efax and domain registration. Generally, these elements are sold as a package consisting of all or some of the
elements. This multiple element arrangement is recognized as separable elements because each element constitutes a
separate earnings process, each element has a fair value that is reliable, verifiable and objectively determinable, and the
undelivered element is not essential to functionality of the delivered elements. In this arrangement involving delivery of
multiple elements, in accordance with EITF 00-21, the units of accounting are determined based on whether the delivered
items have a value to the customer on a stand alone basis, whether there is objective and reliable evidence of fair value of
the undelivered elements and if the arrangement includes a general right of return relative to the delivered item, whether
delivery or performance of the undelivered item(s) is considered probable and substantially in the control of the Company.
The arrangement consideration is allocated to the units of accounting based on their fair values. Revenue on delivered items
is recognized when the revenue recognition criteria applicable to that unit of accounting are met.

The Company provides connectivity for a fixed period of time at a fixed rate regardless of usage.  Connectivity is the last
element that is provided in the case of a bundled contract.  The connectivity charges are the same when sold alone or as part
of a package.  The revenue attributable to connectivity services is recognized ratably over the period of the contract.  The
hardware and software are standard products that are being freely traded in and purchased from the market, have standard
specifications and are not otherwise customized for the specific needs of a customer.  The software sold by the Company
is off-the-shelf software, such as antivirus utilities and firewalls.  The fair value for the hardware and software is available
from the market.  The revenue attributable to hardware/software is recognized on delivery.  Installation consists of
commissioning of the last mile connectivity to the customer premises from the carrier exchange (primarily Bharat Sanchar
Nigam Limited, or BSNL, a Government of India entity).  However, once commissioned this connection can be used by the
customer to access any other service provider. The installation normally takes 4-6 weeks.  When the customer has such last
mile connectivity, the Company does not charge any installation fee. The revenue attributable to the installation of the link
is recognized on completion of the installation work.  When installation and connectivity services are provided as a package,
the value of the installation service is determined using the residual method as provided in EITF 00-21.     Revenue from
ancillary services such as email, efax and domain registration are recognized over the period such facilities are provided.  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. On occasion, the Company
also sells related hardware/software to its web hosting customers.  At all times, such hardware and software belongs to the
customer.  This hardware and software is purchased from outside vendors and is freely traded in the market.   The Company
treats each element of the arrangement as a separate earnings process. The value of the hosting service is determined based
on vendor specific objective evidence from similar services sold separately by the Company.  When hardware and/or
software is also included with hosting services and sold as a package the vendor specific objective evidence of the
undelivered element is considered to arrive at the residual value of the delivered element.  Revenue from hosting services
is recognized over the period during which the service is provided.

Internet access services

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 recognizes revenue from sale of CDs based on usage by the
customer.  At the end of the specified period, the remaining unutilized hours, if any, are recognized as revenue.  Revenue
from unlimited internet access and electronic mail access is recognized over the specified period.

Public Internet access is provided to customers through a chain of franchisee cybercafé outlets and, to a lesser extent, Sify-
owned cybercafés.  Sify enters into an arrangement with franchisees that provides for the payment of an initial non-
refundable franchisee fee in consideration for establishing the franchisee relationship and providing certain initial services.

These initial services consist of a number of activities, including installing the broadband receiver equipment at the
cybercafé 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 revenue is recognized at the time of commencement of operations by the franchisee, in accordance with
SFAS No. 45, Accounting for Franchisee Fee Revenue, because Sify believes that substantial performance for which these
non-refundable payments are received is completed at the time of commencement of operations and no uncertainty exists
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with regard to the collection of such fees. The amount of initial franchise fee revenue recognized during the years ended
March 31, 2003 was Rs. 12.82 million and March 31, 2004 was Rs. 102.14 million.  As of March 31, 2004, Sify owned
34 of the 1,725 cybercafés.  Internet access revenue is recognized based on usage by the customer.

Online portal services

The Company enters into contracts with customers to serve advertisements in the portal and the Company is paid on the
basis of impressions, click-throughs or leads and in each case the revenue is recognized based on actual impressions/click-
throughs/ leads delivered.  There are no performance obligations or minimum guarantees. Revenues from electronic
commerce transactions are recognized 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 proportionate performance method.

Cost of revenues

Cost of revenues represents direct operating expenses incurred in earning the revenues comprising of bandwidth cost,
salaries, and other direct expenses but excludes depreciation and amortization

Inventories

Inventories are generally stated at the lower of cost as determined using the first-in-first-out method (FIFO), and net
realisable value. The Company makes a provision for the slow moving inventory on the basis of age of inventory.

Property, plant and equipment

Property, plant and equipment are stated at cost.  Plant and equipment under capital leases are stated at the present value of
minimum lease payments.  The Company computes depreciation for all plant and equipment using the straight-line method.
Leasehold improvements are amortized on a straight-line basis over the shorter of the primary lease period or estimated
useful life of the asset. Routine repairs and maintenance costs are expenses as incurred. The estimated useful lives of assets
are as follows:

Buildings ..................................................................................... 28 years
Plant and machinery ...................................................................... 5 years
Computer equipment ..................................................................... 2 years
Office equipment ........................................................................... 5 years
Furniture and fixtures ................................................................... 5 years
Vehicles ........................................................................................ 5 years

Software for internal use is acquired primarily from third-party vendors and is in ready-to-use condition.  Costs for
acquiring such software are capitalized.  Capitalized software costs are amortized on a 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.  Deposits paid towards the acquisition of plant and equipment outstanding at each balance sheet date and
the cost of property, plant and equipment not ready to be put to use are disclosed under Construction-in-progress.

Gooodwill and intangible assets

The Company adopted the provisions of SFAS No. 141 for business combinations initiated after June 30, 2001, which
requires that all business combinations be accounted for under the purchase method.

The Company adopted the provisions of SFAS No. 142, Goodwill and Other Intangible Assets effective April 1, 2002.
Under SFAS No. 142  the Company no longer amortize goodwill or indefinite-lived intangible assets. The Company has
assessed the remaining useful lives of identified intangibles with definite useful lives and provides for amortization over the
determined useful life of the asset. Goodwill carried in the book is tested for impairment periodically and diminution in
value, if any, is provided for through a charge in the statement of operations. The Company does not have any intangible
assets with indefinite useful lives.

The Company assesses the recoverability of goodwill by reference to the valuation methodology on the acquisition date.
Accordingly, the Company considers goodwill to be impaired when, in conjunction with its valuation methodology, its
expectations with respect to the acquisitions deteriorate coupled with adverse market conditions. The Company would
assess, to the extent appropriate, at the enterprise level by comparing its market capitalization to the carrying value of
goodwill.
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Prior to the adoption of SFAS No. 142, the Company recorded intangible assets at cost or fair value and amortized such
assets on a straight-line basis over the economic lives of the respective assets. Goodwill was amortized on a straight-line
basis over 5 years.

Foreign currency translations

The functional and reporting currency of the Company is the Indian Rupee, except that of Sify International Inc ( formerly
known as India Plaza Inc., a wholly owned subsidiary incorporated in the United States) whose functional currency is the
US Dollar.  The translation of the US dollar into Indian Rupee is performed for balance sheet accounts using the exchange
rate in effect at the balance sheet date and for revenue and expense accounts using a monthly simple average exchange rate
for the respective periods.  The gains or losses resulting from such translation are reported in other comprehensive income,
a separate component of shareholders’ equity.

Foreign currency transactions

Assets and liabilities denominated in foreign currencies are expressed in the functional currency at the rates of exchange as
of the balance sheet date.  The unrealized gain or loss resulting from this translation is reflected in the statements of
operations.  Income and expenses in foreign currencies are expressed in the functional currency at exchange rates prevailing
when income is earned or expenses are incurred.

Earnings per share

In accordance with SFAS No. 128, basic earnings per share are computed using the weighted average number of common
shares outstanding during the period. Disclosure of diluted earnings per share is not applicable as the potential equity shares
are anti-dilutive. The Company’s outstanding shares includes shares held with a depositary to represent equity shares
underlying the Company’s ADS’s. Effective September 24, 2002, one ADS represented one equity share.

Income taxes

Income taxes are accounted for using the asset and liability method.  Deferred tax assets and liabilities are recognized for the
future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases and operating loss carry-forwards.  Deferred tax assets and liabilities are measured
using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected
to be recovered or settled.  The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income
in the period that includes the enactment date.  The measurement of deferred tax assets is reduced, if necessary, by a
valuation allowance for any tax benefits for which realization is not more likely than not.

Advertising costs

Advertising costs incurred during the year have been expensed.  The total amount of advertising costs expensed was
Rs.25,800, Rs. 29,329  and Rs. 40,009 for the years ended March 31, 2002, 2003 and 2004.

Retirement benefits to employees

Provident fund

In accordance with Indian law, all employees receive benefits from a provident fund, which is a defined contribution plan.
Both the employee and employer make monthly contributions to the plan, each equal to a specified percentage of 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 all employees. The
Gratuity Plan commenced on April 1, 1997.  The plan provides a lump sum payment to vested employees at retirement or
termination of employment an amount based on the respective employee’s salary and the years of employment with the
Company.  The Company provides the gratuity benefit through annual contributions 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.  The Gratuity
Plan is accounted for in accordance with SFAS No. 87.

Stock-based compensation

The Company applies the intrinsic-value-based method of accounting prescribed by Accounting Principles Board (APB)
Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations including FASB Interpretation
No. 44, Accounting for Certain Transactions involving Stock Compensation, an interpretation of APB Opinion No. 25,
issued in March 2000, to account for its fixed-plan stock options. Under this method, compensation expense is recorded on
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the date of grant only if the current market price of the underlying stock exceeded the exercise price. SFAS No. 123,
Accounting for Stock-Based Compensation, established accounting and disclosure requirements using a fair-value-based
method of accounting for stock-based employee compensation plans. As allowed by SFAS No. 123, the Company has
elected to continue to apply the intrinsic-value-based method of accounting described above, and has adopted only the
disclosure requirements of SFAS No. 123 as amended by SFAS No. 148, Accounting for Stock-Based Compensation –
Transition and Disclosure.

The Company has adopted pro forma disclosure provisions of  SFAS No. 123 and SFAS No. 148. The following table
illustrates the effect on net income and earnings per share if the Company had applied the fair value recognition provisions
of FASB statement No. 123, Accounting for Stock Based Compensation to stock based employee compensation.

Year ended March 31,

2002 2003 2004

Rs. Rs. Rs.

Net Loss - As reported  (7,202,517)  (1,329,388) (371,284)

Less : Stock based compensation expense included in
reported net loss 9,686 57,729 27,946

Add : Total stock based employee compensation expense
determined under fair value based method for all awards (306,645) (181,600) (65,461)

Pro forma net loss (7,499,476) (1,453,259) (408,799)

Loss Per Share:

Basic and Diluted – as reported (310.50) (51.15) (10.76)

Basic and Diluted – pro forma (323.30) (55.92) (11.84)

The fair value of each option is estimated on the date of grant using the Black-Scholes model with the following assumptions:

Year ended March 31,

2002 2003 2004

Dividend yield – – –

Expected volatility 114% 105% 131% to 157.3%

Risk-free interest rate 7.5-9% 6% 4.5-5.25%

Expected term 12-36 months 12-36 months 12-36 months

Impairment of long-lived assets and long-lived assets to be disposed of

The Company adopted SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets effective April 1,
2002. Long-lived assets, including amortizable intangibles, are tested for impairment if impairment triggers occur. If an
assessment indicates impairment, the impaired asset is written down to its fair market value based on the best information
available. Estimated fair market value is generally measured using discounted estimated cash flows.

Investment securities

The Company has evaluated its investment policies consistent with the provisions of SFAS No. 115, Accounting for
Certain Investments in Debt and Equity Securities, and determined that all of its investment securities are to be classified as
available-for-sale.  Accordingly, such securities are carried at fair value with unrealized gains and losses, net of taxes,
reported as other comprehensive income, a separate component of stockholders’ equity.  Realized gains and losses from the
sale of available-for-sale securities are determined on a specific-identification basis and included in other income.

Fair value of financial instruments

The carrying amounts reflected in the balance sheets for cash, cash equivalents, accounts receivable and accounts payable
approximate their respective fair values due to the short maturities of these instruments.
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Recent Accounting Pronouncements

EITF Issue No.00-21

In November 2002, the EITF issued Issue No. 00-21, Accounting for Revenue Arrangements with Multiple Deliverables.
This issue addresses determination of whether an arrangement involving more than one deliverable contains more than one
unit of accounting and how arrangement consideration should be measured and allocated to the separate units of accounting.
The Company adopted EITF Issue No. 00-21 in respect of all revenue arrangements entered into on or after July 1, 2003.
The adoption of EITF Issue No. 00-21 did not have any impact on the consolidated financial statements of the Company.

SFAS No.143

In June 2001, FASB issued SFAS No. 143, Accounting for Asset Retirement Obligation.  SFAS No. 143 requires the
Company to record the fair value of an asset retirement obligation as a liability in the period in which it incurs a legal
obligation associated with the retirement of tangible long-lived assets that result from the acquisition, construction,
development, and/or normal use of the assets. The Company also would record a corresponding asset that is depreciated
over the life of the asset. Subsequent to the initial measurement of the asset retirement obligation, the obligation would be
adjusted at the end of each period to reflect the passage of time and changes in the estimated future cash flows underlying
the obligation. The standard is effective for fiscal years beginning after June 15, 2002. The adoption of SFAS No.143 had
no effect on the Company’s consolidated financial statements.

SFAS No.146

In June 2002, FASB issued Statement No.146, Accounting for Costs Associated with Exit or Disposal Activities. SFAS
No.146 addresses financial accounting and reporting for costs associated with exit or disposal activities and nullifies EITF
Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity”.
The provisions of Statement 146 were effective for exit or disposal activities initiated after December 31, 2002, with early
application encouraged. The adoption of SFAS No.146 had no effect on the Company’s consolidated financial statements.

SFAS No. 150

In May 2003, FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of both
Liabilities and Equity. SFAS No.150 establishes standards for the classification and measurement of certain financial
instruments with characteristics of both liabilities and equity. The Statement also includes required disclosures for financial
instruments within its scope. SFAS No.150 is effective for financial instruments entered into or modified after May 31,
2003 and is otherwise effective at the beginning of the first interim period beginning after June 15, 2003. The Company
currently does not have any financial instruments that are within the scope of SFAS No.150.

FIN 46R

In December 2003, FASB has published a revision to Interpretation 46 to clarify some of the provisions of FASB
Interpretation No. 46, Consolidation of Variable Interest Entities, and to exempt certain entities from its requirements. The
additional guidance is issued in response to input received from constituents regarding certain issues arising in implementing
Interpretation 46. The revision does not have any impact on the Company’s accounting or disclosure policies.

SFAS No. 132 (revised)

In December 2003, FASB issued SFAS No. 132 (revised), Employers’ Disclosures about Pensions and Other Postretirement
Benefit. SFAS No. 132 (revised) prescribes employers’ disclosures about pension plans and other postretirement benefit
plans; it does not change the measurement or recognition of those plans. The Statement retains and revises the disclosure
requirements contained in the original SFAS No. 132. It also requires additional disclosures about the assets, obligations,
cash flows, and net periodic benefit cost of defined benefit pension plans and other postretirement benefit plans. The SFAS
No.132 (revised) generally is effective for fiscal years ending after December 15, 2003. The Company’s disclosures in note
22 incorporates the requirements of SFAS No. 132 (revised), to the extent applicable.

Reclassifications

Certain prior-years’ amounts have been reclassified to conform to the current year’s presentation.

3. Business acquisitions

Kheladi.com

On October 12, 2000, Sify entered into an agreement (the “Agreement”) to acquire a 100% equity stake in Kheladi.com
(India) Private Limited (Kheladi), a sports portal promoted by sports personalities in India. Sify’s intention is to assimilate
the strengths of Kheladi, including the network of sports personalities, into its sports portal, Khel.com.   Sify issued an
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aggregate of 19,073 equity shares to the shareholders of Kheladi on July 20, 2001 of which 5,019 shares and 10,039 shares
were subject to lock-in until September 14, 2001 and September 14, 2002, respectively.  Sify paid Rs 52,291 as consideration
for the above acquisition and the acquisition has been accounted for using the purchase method.

The acquisition was consummated on July 20, 2001 upon completion of regulatory formalities and the acquisition has been
accounted for under the purchase method. The cost of acquisition has been allocated primarily to employment contract-
based intangible assets and the excess of cost over fair value of assets acquired has been recognized as goodwill.  In
accordance with the provisions of SFAS No. 142, the goodwill has not been amortized post acquisition.    The allocation
of purchase price was as follows:
Estimated fair values Rs.
Assets acquired  196
Intangible assets  37,500
Goodwill 14,595
Total consideration 52,291

The intangible assets relate to employment contracts with sports personalities, which were being amortized over the contract
period of 60 months.  During the year, based on the assessment of the carrying value of these contracts in the books, the
Company has recorded an impairment charge of Rs. 22,551.  The terms of the purchase also provide for contingent
consideration of 3,089 equity shares based on the achievement of certain specified profitability and revenue targets. As at
March 31, 2003 the contingency no longer exists due to the expiry of the period to achieve the targets and hence no
contingent consideration is due to the erstwhile shareholders of Kheladi.

The following unaudited consolidated results of operations are presented as if the acquisition of Kheladi was made at the
beginning of the periods presented. The proforma-consolidated results of operations reflect the amortization of intangibles
acquired in this transaction.

Year ended March 31, 2002
2002

Rs.
Revenues  1,577,488
Net loss (7,204,443)
Loss per equity share  (310.51)
Weighted average equity share used in computing
the loss per equity share 23,202,176

E Alcatraz Consulting Private Limited

The Company acquired the business of E Alcatraz Consulting Private Limited (“EAP”) for cash, on March 1, 2004.
Management believes that as a result of this acquisition, the Company will get into the value added consulting space like
security risk assessment, security policy and procedure consulting and Managed Security Services which would serve as
end to end security solutions to the Company’s corporate clients.  The purchase consideration includes a waiver of a loan
extended to EAP for Rs. 2,400 and the balance amounts will be paid in agreed installments by September 30, 2004.

The total purchase price has been preliminarily allocated to the acquired assets and assumed liabilities as follows:

Purchase price  32,630
Direct transaction costs 125

32,755
Allocated to:
Net current assets 2,909
Tangible assets 762
Intangible assets pending final allocation 29,084

 32,755

The purchase consideration has been allocated on a preliminary basis to the assets acquired and liabilities assumed as of the
date of acquisition based on management’s estimates.  However, certain independent appraisals reports are yet to be
received by the Company.  Finalization of the purchase price allocation, which is expected to be completed within one year
from the date of acquisition, may result in certain adjustments to the above-reflected allocations.  As the purchase price
allocation is preliminary and as management does not expect the fair values of the amortizable intangible assets to be
material, no amortization expense/ deferred tax liabilities have been recognized as part of the purchase price allocation.
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4. Investments

In June 2003, Sify International Inc., a subsidiary of the Company sold its US based portal business operating  under the
name indiaplaza.com along with all assets and liabilities. The net assets were sold at a profit of Rs 3,725 after adjusting the
translation losses accumulated in Other Comprehensive Income. As the sale agreement includes a commitment to deliver
click-throughs for the site sold for value to be received, the sale does not meet the definition of a discontinued business
under SFAS No. 144.

In June 2003, the company sold its stake in the joint venture Sify Baron Net devices Limited for Rs 100. The carrying value
of the assets was Nil.

In July 2003, the Company sold its stake in Dr Reddy’s Bio-Sciences Limited (erstwhile subsidiary “ Satyam Institute of
E-Business Limited”) for a consideration of Rs. 277,462.  The Company received Rs. 250,000 during the year and the
balance amount has been withheld by the buyer against a dispute on the land held by the erstwhile subsidiary.  After
deferring Rs. 18,000, the Company recognized a gain of Rs. 76,065 on the sale of its investment.

During the year, the Company has purchased the minority interest held by Plastics Commerce Pte Limited Singapore in the
joint venture Sify Plastics Commerce Limited.  In December 2003, 2,820,000 equity shares representing 47% of the
shareholding was acquired for a consideration of Rs. 940.  No goodwill/intangibles arose on account of this transaction.

5. Discontinued operations
On October 24, 2001, Sify announced its proposal to divest its software services (e-business services) division to its parent
company, Satyam Computer Services Limited. The software services division provided business-to-business e-commerce
and web site development that covered information technology services in India, Australia and the US.  Revenues from this
segment represented approximately 22% of Sify’s total revenue for the year ended March 31, 2002. The objective of the
divestment was to permit Satyam Computer Services to concentrate on its core business of software services and to permit
Sify to concentrate on Internet services.  Sale of this division to Satyam Computer Services was completed for an aggregate
consideration of Rs. 332.5 million on February 28, 2002, the date on which requisite shareholders approval was obtained.
The results of operations of the discontinued e-business division for all periods have been reported separately as
“Income / (loss) from discontinued operations.”  The gain on disposal of the e-business division amounting to Rs. 81,121
net of consultancy and other expenses incurred in relation to the disposal of Rs. 37,510 has been reported separately in the
statements of operations.

The summarized information on the results of discontinued operations for the years ended March 31, 2001 and 2002 is set
forth below:

 Year ended March 31,
2002

Rs.
Revenues 48,300    340,718
Operating expenses net of other income 466,091
Net income / (loss) from discontinued operations (125,373)

6. Cash and cash equivalents

Cash and cash equivalents as on March 31, 2004 amounted to Rs. 1,325,803 (Rs.897,596 as on March 31, 2003). This
excludes cash-restricted included in current assets of Rs. 101,587 (Rs.74,612 as on March 31, 2003) and cash-restricted
included in non-current assets of Rs. 10,146  (Rs.100,010 as on March 31, 2003), representing deposits held under lien
against bank guarantees given by the Company towards future performance obligations and letters of credit given to
suppliers of the Company against purchase obligations.

Cash Restricted – Current Year ended March 31,
2003 2004

Rs. Rs.
Letter of Credit Rs. 40,444 Rs. 25,336
Against future performance obligation 34,168 76,251

Rs. 74,612  Rs. 101,587
Cash Restricted – Non current Years ended March 31,

2003 2004
Rs. Rs.

Against future performance obligation Rs. 100,010 Rs. 10,146
Rs. 100,010 Rs. 10,146

The fair values of cash and cash equivalents approximate their carrying values.
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7. Accounts receivable

Accounts receivable as of March 31, 2003 and 2004 are stated net of allowance for doubtful accounts.  The Company
maintains an allowance for doubtful accounts based on age of the accounts.  Accounts receivable are not collateralised.

Accounts receivables consist of :
Year ended March 31,

2003 2004
Rs. Rs.

Customers  512,149 546,513

Less : allowance for doubtful accounts 165,879 52,533

Balance at the end of the year 346,270 493,980

The activity in the allowance for doubtful accounts receivable is given below:

Year ended March 31,

2003 2004
Rs. Rs.

Balance at the beginning of the year 161,531 165,879

Add : Additional provision 156,233 76,487

Less : Bad debts written off 151,885 189,833

Balance at the end of the year 165,879  52,533

8. Investment securities

There are no investment securities as of March 31, 2004.  The available for sale securities as at March 31, 2003 were sold
during the year and a gain of Rs. 304 was recorded after adjusting the unrealized losses accumulated in Other Comprehensive
Income.

The investment securities as at March 31, 2003 consist of;

As at March 31, 2003

Cost Gross unrealized Gross unrealized Fair value
holding gains holding losses

Rs. Rs. Rs. Rs.

Available for sale:

Equity securities 3,245 – 2,130 1,115

Mutual fund units 25 – – 25

3,270 – 2,130 1,140

9. Inventories

Inventories consist of:

As at March 31,

2003 2004
Rs. Rs.

CDs 88 501
Communication hardware 26,460 17,646
Application software 9,931 1,169
Others 3,492 1,443

39,971 20,759
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10. Other current assets

Other current assets consist of:
As at March 31,

2003 2004
Rs. Rs.

Vendor advances and deposits 26,044  34,442

Advances for expenses 13,386 15,595
Accrued income 2,375 2,028

Interest earned but not due 12,887 24,061
Tax deposits 75,343 45,875

Others 18,256 1,570

 148,291  123,571

Vendor advances and deposits is net of a provision of Rs. 16,749 and Rs. 439 for non-recoverability for the years ended
March 31, 2003 and 2004 respectively. This provision is included in provision for doubtful receivables in the statement of
operations.

Tax deposits represent taxes deducted at source by the customer and paid to the Government.

11. Investments in affiliates

Refco-Sify Securities India Private Limited

The Company holds 40% interest in Refco-Sify Securities India Private Limited (Refco). Refco is engaged in Internet based
trading and research services.  Sify has accounted for its 40% interest in Refco under the equity method. The carrying value
of the investment in Refco as of March 31, 2003 and 2004 was Rs. 101,792 and Rs. 140,508 respectively.  Sify’s equity
in the losses of Refco for the year ended March 31, 2003 was Rs. 18,137 and equity in the profits of Refco for the year
ended March 31,2004 was Rs. 38,715.

Cricinfo Limited and Wisden Cricinfo Limited

The Company holds 25% of the outstanding shares of Cricinfo Limited (“Cricinfo”), a private company incorporated in the
United Kingdom and the Company accounted for its interest in Cricinfo by the equity method.  The Company also provided
loans of Rs. 123,833 to Cricinfo.

In February 2003, Cricinfo transferred its net assets (other than the loan payable to Sify) to a newly formed company
incorporated in the United Kingdom, Wisden Cricinfo Limited. In consideration of such transfer, Cricinfo Limited received
33% equity stake in Wisden Cricinfo Limited and GBP 1.8 million. Cricinfo Limited repaid Sify’s loan (including accrued
interest) and transferred its 33% stake in Wisden Cricinfo Limited to Sify for a consideration of Rs 22,646.
Contemporaneously Sify advanced Rs 22,951 to Wisden Cricinfo Limited.

As a result of the foregoing transactions including the loan to Wisden Cricinfo, Sify recognized a gain of Rs 22,628 in the
year ended March 31, 2003, being the difference between the proceeds received Rs 126,948 and the net carrying value of
the notes (including accrued interest) of Rs 81,369 and a deferred gain of Rs 22,951.  The carrying value of the investment
in Cricinfo as of March 31, 2003 and 2004 were nil.  Sify’s equity in the losses of Cricinfo for the years ended
March 31, 2003 and 2004 was Rs. 15,104 and nil respectively.

During the current year, the Company sold its entire investments in Wisden Cricinfo Limited and recognised a gain of
Rs 63,059 being the aggregate of the difference between the proceeds received of Rs 61,218 and the net carrying value of
the investment of Rs 21,110 and the release of the deferred gain of Rs 22,951 referred to above.  The carrying value of the
investment in Wisden Cricinfo Limited including loan notes as of March 31, 2003 and 2004 were Rs. 38,261 and nil
respectively.  Sify’s equity in the losses of Wisden Cricinfo Limited for the years ended March 31, 2003 and 2004 was
Rs. 4,027 and Rs. 21,632 respectively
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12. Property, plant and equipment

Property, plant and equipment consist of:
As at March 31,

2003 2004
Rs. Rs.

Land  188,600 5,132
Building 485,156 485,156
Leasehold improvments 111,806 122,154
Plant and machinery 1,842,829 2,093,116
Computer equipment 95,309 133,548
Office equipment 54,384 67,442
Furniture and fixtures 115,922 106,870
Vehicles 16,237 19,980
Software 143,524 172,533
Construction-in-progress 94,371 3,556

3,148,138 3,209,487
Accumulated depreciation (1,605,309) (1,959,689)

1,542,829 1,249,798

Depreciation expense amounted to Rs. 574,867, Rs 474,261 and Rs. 481,810 for the years ended March 31, 2002,
2003 and 2004 respectively, which include amortization expense on software of Rs. 29,669, Rs. 41,144 and Rs. 49,126 for
the years ended March 31, 2002, 2003 and 2004 respectively.

During the year ended March 31, 2003, the Company identified certain assets whose carrying amounts were not recoverable.
The Company assessed recoverability under SFAS No. 144 and recorded asset impairment charges totaling Rs. 125,818
for the year ended March 31, 2003.  These charges included the write-off of assets under development of Rs. 87,500 and
write-off of computer software costs of Rs. 29,178 and other assets of Rs. 8,836.

13. Goodwill and other intangible assets, net

Goodwill and other intangible assets consist of:

As at March 31,

2003 2004

Rs. Rs.

Goodwill Rs. 5,467,062 Rs.5,467,062

Technical know-how 90,313 90,313

Portals and web content 98,030 100,360

Employment contracts 37,500 37,500

Customer contract 164,873 164,873

Intangibles pending allocation - 29,084

Total 5,857,778 5,889,192

Less: Accumulated amortization and impairment 5,690,795 5,763,570

Rs. 166,983 Rs. 125,622

Amortization/impairment of goodwill during the year ended March 31, 2002 was Rs 4,420,644.  The Company has stopped
amortizing goodwill pursuant to SFAS No. 142.  The Company has not recognized any impairment of goodwill during the
years ended March 31, 2003 and 2004.

The Company has adopted the provisions of SFAS No. 141 and 142, and has accordingly assessed the remaining useful
lives of identified intangibles with definite useful lives and provides for amortization over the determined useful life of the
asset.  The Company does not have any intangible assets with indefinite useful life.
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Amortization of other intangible assets during the years ended March 31, 2002, 2003 and 2004 is Rs 29,337, Rs 69,907 and
Rs. 50,224 respectively.  The Company has periodically assessed the carrying value of intangible assets in the books and
recorded an impairment charge of Rs. 121,181  and Rs. 22,551 during the years ended March 31, 2003 and 2004
respectively.

At March 31, 2004, the Company’s goodwill and other intangible assets amounted to Rs 14,595 and Rs 111,027 respectively.

Acquired and amortized intangible assets      As at March  31, 2004

Weighted Gross carrying Accumulated
average life amount amortization/

Impairment

Technical know-how fees 4.89 90,313 53,525

Portals and web content 5.00 100,360 66,456

Customer contracts and others 3.00 56,084 15,749

Total 246,757 135,730

Estimated amortization expense
For the year ended  March 31,

2005 46,108
2006 29,657
2007 6,158
2008 20

As required by SFAS No. 142, the Company identified its reporting units and assigned assets and liabilities, including
goodwill to the reporting units on the date of adoption.  Subsequently, the Company compared the fair value of the reporting
unit to its carrying value, to determine whether goodwill is impaired at the date of adoption. Subsequent to the adoption of
SFAS No. 142, the Company does not amortize goodwill, but will instead test for impairment at least annually.  The
following table discloses what reported net loss from operations and loss per share would have been in the year ended
March 31, 2002 excluding amortization of goodwill.

2002
Rs.

Reported net loss  (7,202,517)
Add: Goodwill amortization 292,964
Add: APB 18 Goodwill 75,210
Adjusted net loss (6,834,343)
Reported net loss per share (310.50)
Add: Goodwill amortization 12.63
Add: APB 18 Goodwill 3.24
Adjusted net loss per share (294.63)

There is no goodwill associated with discontinued operations and no extraordinary items.

14. Other assets
Other assets consist of:

As at March 31,

2003 2004
Rs. Rs.

Deposits  96,138 86,110

Staff advances recoverable after one year 4,711 1,202

100,849 87,312
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15. Deferred revenue

Deferred revenue includes the amount of unearned income for the following segments :
As at March 31,

2003 2004
Rs. Rs.

Corporate network / Data services            107,598 166,648
Internet access services             168,359 157,241
Online portal services             927 2,895
Other services                12,413 15,169

       289,297 341,953

16. Leases

The gross amounts and related accumulated depreciation recorded for assets acquired under capital leases are as follows:

As at March 31,

2003 2004
Rs. Rs.

Vehicles 16,689 19,975

Less: Accumulated depreciation 7,263 5,504

 9,426  14,471

The following is a schedule of future minimum capital lease commitments as at March 31, 2004:

Due for the year ended March 31, Rs.

2005  6,545
2006 4,330
2007 1,021

Total minimum lease payments 11,896

Less: Interest 894

Present value of net minimum capital leases payments 11,002

Less: Current installments of obligations under capital leases 5,851

Obligations under capital leases, excluding current installments 5,151

17. Accrued and Other Liabilities

Accrued Liabilities principally comprise of provisions for expenses amounting to Rs. 249,273 and Rs. 293,369 as at March
31,2003 and 2004 respectively.  Other liabilities include deposits received from sales partners amounting to Rs.42,663 and
Rs.50,877 as at March 31, 2003 and 2004 respectively.
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19 Stockholders’ equity

The Company has only one class of Capital stock referred to as equity shares. All references in these financial statements
to the number of shares, per share amounts and market prices of the Company’s equity shares have been retroactively
restated to reflect stock splits made by the Company.

Effective September 24, 2002, one ADS represented one equity share. The Company’s 1-for-4 ADS reverse ratio change
on September 24, 2002 does not have any effect on our equity shares or per equity share amounts, as the underlying
shares representing ADS’s were unchanged.

20 Common stock

In October 2002, the Company had entered into a share subscription agreement with VentureTech Solutions Private
Limited (VentureTech).   Pursuant to this agreement, in April 2003, VentureTech paid for and subscribed to 1,017,442
equity shares.  In July 2003, VentureTech’s affiliate paid for and subscribed to 1,017,441 ADS’s to complete their
subscription obligation under the agreement.

Voting

Each holder of equity shares is entitled to one vote per share. The equity shares represented by American Depositary
Shares (“ADS”) carry similar rights to voting and dividends as the other equity shares. One ADS represents one underlying
equity share.

Share holding agreement

The Company, Satyam Computers Services Limited, SAIF Investment Company Limited and Venture Tech entered
into a subscription agreement dated October 7, 2002 and entered into a investor rights agreement dated October 7, 2002
reserving certain rights of consultation and veto for SAIF Investment Company Limited and Venture Tech.

Dividends

Should the Company declare and pay dividends, such dividends will be paid in Indian Rupees. Indian law mandates that
any dividend be declared out of distributable profits only after the transfer of a specified percentage of net income
computed in accordance with current regulations to a general reserve. Moreover, the remittance of dividends outside
India is governed by Indian law on foreign exchange and is subject to applicable taxes.

Liquidation

In the event of a liquidation of the Company, the holders of common stock shall be entitled to receive any of the
remaining assets of the Company, after distribution of all preferential amounts. The amounts will be in proportion to the
number of equity shares held by the stockholders.

Stock Options

There are no voting, dividend or liquidation rights to the holders of warrants issued under the Company’s stock option plan.

21. Other income, net

Other income consists of:
For the year ended March 31,

2002 2003 2004
Rs. Rs. Rs.

Interest expense  (4,780) (1,240)  (2,126)

Other finance charges (14,506) (8,519) (8,882)

Interest income 49,540 31,999 48,187

Gain on sale of investments - - 82,758

Others 2,457 30,708 24,210

Other (expense)/income, net 32,711  52,948 144,147
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22. Employee Benefit Plan

Gratuity

The following table sets out the funded status of the Gratuity Plan and the amounts recognized in Sify’s balance sheet.

As of  March 31,

2003 2004
Rs. Rs.

Accumulated benefit obligation 5,902 8,968

Change in projected benefit obligation

Projected benefit obligation at the beginning of the year 8,782 11,659

Service cost 3,876 4,593

Interest cost 789 929

Divestiture / acquisition – 309

Actuarial (gain)/loss (1,606) (1,274)

Benefits paid (182) (123)

Projected benefit obligation at the end of the year 11,659 16,093

Change in plan assets
Fair value of plan assets at the beginning of the year 3309 3,720

Actual return on plan assets 66 269

Employer contributions 527 263

Acquisition – 309

Benefits paid from plan assets (182) (124)

Fair value of plan assets at the end of the year 3,720 4,437

Funded status of the plans 7,939 11,656

Unrecognized transition obligation (asset) – –

Unrecognized prior service cost (benefit) – –

Unrecognized net actuarial gain/(loss) 1,912 3,048

Accrued benefit cost 9,851 14,704

For the year ended March 31,

2002 2003 2004
Rs. Rs. Rs.

The components of net gratuity costs are reflected below
Service cost 5,545 3,876 4,593
Interest cost 531 789 929

Expected returns on plan assets (227) (320) (351)
Amortization – – –

Recognized net actuarial (gain) / loss – – 57

Net gratuity costs 5,849 4,345 5,114

Principal actuarial assumptions
Discount rate 9% 8% 7%
Long-term rate of compensation increase 8% 7% 6%

Rate of return on plan assets 9% 7.5% 6%
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The employer’s best estimate of contributions expected to be paid to the plan during the year 2004 - 2005 amounts to
Rs.10,000.  Further, the benefits expected to be paid in each of the next five fiscal years, and in the aggregate for the five
fiscal years thereafter are:

For the year ended March 31 Rs.

2005 748

2006 1,673

2007 1,919

2008 2,765

2009 3,646

2010 to 2014 22,053

Provident fund

Sify contributed Rs. 19,797,  Rs.17,902 and Rs.23,137  towards the Provident fund during the year ended March 31, 2002,
2003 and 2004 respectively.

23. Related Party Transactions

The company has entered into transactions with the following related parties:

• Satyam Computer Services Limted (formerly the parent company) where Sify provides connectivity
services and software development services for certain e-learning projects.

• Affiliated companies

• Employees of the Company

Given below is an analysis of transactions with Satyam Computer Services Limited:

As at March 31,

2002 2003 2004
Rs. Rs. Rs.

Due (to)/from Satyam Computer Services Limited
at beginning of the year 12,926 8,137 16,016

Allocation of facilities costs (485) – (4,408)

Sale of e-business division 332,500 – –

Expenses incurred on behalf of the Company (136,230) (2,897) –

Capital expenses incurred on behalf of the Company (4,015) (9,713) (5,376)

Purchases from Satyam Computer Services Limited (19,061) – –

Billings to Satyam Computer Services Limited 302,521 34,345 51,455

Collections from Satyam Computer Services Limited 480,019 (13,856) (44,657)

Payment to Satyam Computer Services Limited – – –

Due (to) / from Satyam Computer Services Limited 8,137 16,016 13,030
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The following is a summary of significant transactions with other related parties:

Year ended March 31,

2002 2003 2004
Rs. Rs. Rs.

Sales to affiliates 52,847 4194 Nil
Interest on convertible notes 2,245 1,066 1,411
The Company has the following amounts due from related parties:

Year ended March 31,
2003 2004

Rs. Rs.

Loans to affiliates 22,951 _
Employee loans 5,692 2,408

The estimated fair value amounts of other employee loans were Rs 4,217 and Rs. 2,095 as of March 31, 2003 and 2004
respectively.  These amounts are determined using available market information and appropriate valuation methodolo-
gies. Considerable judgement is required to develop the estimates of fair value. Thus, the estimates provided herein are
not necessarily indicative of the amounts the Company could realise in the market.

Repayable in the year ending March 31:

2005 1,171
2006 403
2007 247
2008 187
2009 87

24. Stock-based compensation plans

Employee Stock Offer Plan 1999

In fiscal 1999, the Company established the Employee Stock Offer Plan (‘ESOP’), which provides for the issuance of
825,000 warrants to eligible employees.  The warrants were issued to an employee welfare trust (the ‘Trust’) at Re 1
each on September 28, 1999.  The Trust holds the warrants and transfers them to eligible employees over a period of
three years.  The warrants, which are to be transferred to eligible employees at Re 1 each, entitles the holder to purchase
one equity share at an exercise price determined by the Compensation Committee.  The warrants and the equity shares
received upon the exercise of warrants are subject to progressive vesting over a three-year period from the date of issue
of warrants to employees.  Deferred compensation is recorded in the event that the exercise price of the warrant is
determined to be less than the fair market value of the underlying shares on the date of the grant.  Deferred compensation
is amortized over the vesting period of the warrants.  The warrants allotted and the underlying equity shares are not
subject to any repurchase obligations by the Company.

The warrants are to be exercised within a period of one month from the date of the last vesting.

Rupees

Shares arising out of option Weighted average exercise price
Year ended March 31, Year ended March 31,

2002 2003 2004 2002 2003 2004

Outstanding at beginning of the year117,500 63,300  2,700 321.49 338.15  350.00
Granted _ _ _ _ _ _
Forfeited 24,600 _ _ 325.61 _ _
Expired 29,600 60,600 2,700 282.00 337.62 350.00
Exercised _ _ _ – _ _
Outstanding at the end of the year 63,300 2,700 _ 338.15 350.00 _
Exercisable at the end of the year 39,400 _ _ 337.31 _ _
Weighted-average grant date fair value _ _ _ _ _ _
of grants during the year
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Associate Stock Option Plan 2000

In fiscal 2000, the Company established the Associate Stock Option Plan 2000 (the “ASOP 2000 Plan”), which provides
for the issuance of warrants to eligible employees. The warrants were issued to an employee welfare trust on
May 22, 2000. The Trust transfers these warrants to the eligible employees at Re. 1 each and each warrant entitles the
holder to purchase one ADS at an exercise price determined by the Compensation committee.

The warrants vest in a graded manner over a period of 3 years as follows:

One sixth of the warrants: At the end of one year from the date of the grant

Two sixth of the warrants: At the end of two years from the date of the grant

Three sixth of the warrants: At the end of three years from the date of the grant.

The warrants are to be exercised within a period of one month from the date of the last vesting.

As the number of warrants that an individual employee is entitled to receive and the price of the warrants are known at
the grant date, the ASOP 2000 Plan is considered as a fixed grant.  Deferred compensation is recorded in the event that
exercise price of the warrant is determined to be less than the fair market value of the underlying shares on the date of
the grant.  Deferred compensation is amortized over the vesting period of the warrants.

The terms of 5,080 stock options with a weighted average exercise price of Rs.  169.30 have been modified.  These
options are accounted in accordance with EITF Issue 00-23, as a variable plan.  The Company has not recorded any
additional compensation charge under variable accounting, as the exercise price has been higher than the market price.

Stock option activity under the ASOP 2000 Plan is as follows:

in Rupees

Shares arising out of option Weighted average exercise price
Year ended March 31, Year ended March31,

2002 2003 2004 2002 2003 2004

Outstanding at beginning of the year445,420 520,540  396,500 3,211.86 1,657.99  1,385.88

Granted 276,360 15,480 8,520 174.46 49.98 182.47

Forfeited 163,470 58,120 29,320 2,904.99 1,170.53 386.23

Expired 37,770 81,400 153,290 3,730.73 3,025.69 3,265.89

Exercised _ _ 70,910 – _ 93.83

Outstanding at the end of the year 520,540 396,500 151,500 1,657.99 1,385.88 214.20

Exercisable at the end of the year 98,138 177,393 37,270 3,253.82 2,001.92 224.01

Weighted-average grant date fair value _ _ _ 343.27 34.43 122.95

of grants during the year

Associate Stock Option Plan 2002

In fiscal 2002, the Company established the Associate Stock Option Plan 2002 (the “ASOP 2002 Plan”), which provides
for the issuance of warrants to eligible employees. On December 9, 2002, the Company issued these warrants to the
eligible employees at Re. 1 each and each warrant entitles the holder to purchase one ADS at an exercise price determined
by the Compensation committee.

The warrants vest in a graded manner over a period of 3 years as follows:

One sixth of the Option quantity: At the end of one year from the date of the grant

Five sixth of the Option quantity: At the end of each quarter during the second and third year from the date of
the grant in eight equal installments.

The warrants are to be exercised within a period of one month from the date of the last vesting.
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As the number of warrants that an individual employee is entitled to receive and the price of the warrants are known at
the grant date, the ASOP 2002 Plan is considered as a fixed grant.  Deferred compensation is recorded in the event that
exercise price of the warrant is determined to be less than the fair market value of the underlying shares on the date of
the grant.  Deferred compensation is amortized over the vesting period of the warrants.

Stock option activity under the ASOP 2002 Plan is as follows:
In Rupees

Shares arising out of option Weighted average exercise price
Year ended March 31, Year ended March 31,

2002 2003 2004 2002 2003 2004

Outstanding at beginning of the year _ _  _ _ _  _

Granted _ _ 1,128,060 _ _ 170.13

Forfeited _ _ 20,060 _ _ 163.69

Expired _ _ _ _ _ _

Exercised _ _ _ – _ _

Outstanding at the end of the year _ _ 1,108,000 _ _ 170.25

Exercisable at the end of the year _ _ _ _ _ _

Weighted-average grant date fair value _ _ _ _ _ 79.79
of grants during the year

The following table summarizes information about warrants outstanding at March 31, 2004:

Outstanding shares Weighted average exercise price

1999 2000 2002 1999 2000 2002

_ 151,500 1,108,000 _ 214.20 170.25

The following table summarizes information about warrants outstanding at March 31, 2004:

Range of exercise price Number Weighted Weighted Number Weighted
outstanding at average average exercisable at average

March 31, 2004 exercise price remaining March 31, 2004 exercise
contractual life price

Rs. Rs.

Rs. 49 – Rs. 50 7,280  49.98 1.53 330  10.31

Rs. 163 – Rs. 376 1,248,800 201.81 1.47 33,520 115.18

Rs. 723 – Rs. 941 3,420 723.70 _ 3,420 114.00

Rs. 50 – Rs. 941 1,259,500 236.19 37,270 224.01

25. Commitments and contingencies

The company has outstanding performance guarantees for various statutory purposes and letters of credit totaling Rs. 174,622
and Rs. 165,820 as of March 31, 2003 and 2004, respectively. These guarantees are generally provided to governmental
agencies.
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26. Products and services

Breakup of revenues and cost of revenues against products and services are as follows :

Year ended March 31,

2002 2003 2004
Rs. Rs. Rs.

Revenue

Products 204,472 215,559 244,401

Services 1,373,016 1,778,641 2,556,783

 1,577,488 1,994,200  2,801,184

Cost of revenues (excluding depreciation and amortization)

Products  172,870 193,711 213,957

Services 1,019,801 1,070,390 1,262,757

1,192,671 1,264,101 1,476,714

27. Segment reporting

SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information”, establishes standards for the
way that public business enterprises report information about operating segments and related disclosures about products
and services, geographic areas and major customers.  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 India-related content to audiences both in India and abroad, and
which generates revenue from advertisements and other value added services. The Company also has subsidiaries to
exploit other opportunities provided by the Internet in e-learning, business to business marketplaces, digital signatures
and Internet security.

The primary operating segments of the Company include:

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

• Internet access services;

• Online portals services and content offerings; and

• Other services such as development of e-learning software.

The chief operating decision maker (“CODM”) evaluates the Company’s performance and allocates resources to various
strategic business units that are identified based on the products and services that they offer and on the basis of the
market catered to.  The measure of loss reviewed by the CODM was “Earnings/loss before interest, taxes, depreciation
and amortization”.  Prior to fiscal 2001, the CODM reviewed segment information relating to revenues only.

Revenue in relation to segments is categorized based on items that are individually identifiable to that segment.  Bandwidth
costs, which form a significant part of the total expenses, are allocated primarily between the corporate network/data
services and Internet access services businesses as follows:

Bandwidth costs in Sify are of three kinds:  Last mile, Inter city and International.  Last mile is directly identifiable to
the segment.  Inter city bandwidth is allocated based on the number of subscribers or iway cafes at “non gate way”
points and the bandwidth sold to and used by business enterprises (determined using packet shapers).  International
bandwidth is allocated amongst user population based on ports used and estimates of bandwidth per port for retail
consumers and bandwidth sold and peak bandwidth used for corporate consumers. The Company believes that the
resulting allocations are reasonable.
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Certain expenses, such as depreciation and technology, 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” 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.

The Company’s operating segment information for the years ended March 31, 2004, 2003 and 2002 are presented below::

Year ended March 31, 2004 (all in Rupees)

Corporate Internet Online Continuing Discontinued
Network / Access Portal Other Operations operations

Data Services Services Services Services

Revenues 1,395,498 1,088,440 84,233 233.013 2,801,184 _
Operating expenses (846,526) (1,188,366) (100,935) (85,277) (2,221,104) _
Equity in (loss) profit of affiliates _ _ (17,083) _ 17,083 _
Minority interest – – 79 – 79 _

Segment operating income / (loss) 548,972 (99,926) 460 147,736 597,242 _
Corporate expenses (540,981) _
Foreign exchange gain / (loss) (52,148) _
Other income / (expense), net 97,541 _
Profit from sale of business 63,059 _
Depreciation and amortization (582,531) _
Interest income 46,606 _
Income taxes (72) _

Net (loss) / Profit (371,284) _

Year ended March 31, 2003  (all in Rupees)

Corporate Internet Online Discontinued
Network / Access Portal Other Continuing operations

Data Services Services Services Services operations

Revenues 997,976 674,370 164,867 156,987 1,994,200 -
Operating expenses (677,108) (933,751) (211,732) (106,079) (1,928,670) -
Equity in (loss)/ profit of affiliates - - (35,884) - (35,884) -
Minority interest - 1,967 272 - 2,239 -

Segment operating income / (loss) 320,868 (257,414) (82,477) 50,908 31,885 -
Corporate expenses (573,915) -
Foreign exchange gain / (loss) (18) -
Other income / (expense), net 22,190 -
Impairment of investments in affiliates (14,805) -
Impairment of assets (246,999) -
Profit from sale of business 24,628 -
Depreciation and amortization (600,256) -
Interest income, net 30,758 -
Income taxes (2,856) -

Net (loss)/ profit (1,329,388) -
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Year ended March 31, 2002
Corporate Internet Online Discontinued
Network / Access Portal Other Continuing operations

Data Services Services Services Services operations in Rs.

Revenues  782,749  515,960  207,105  71,674     1,577,488  340,718

Operating expenses (558,538) (1,067,927) (279,817) (125,213) (2,031,495) (384,365)

Equity in loss of affiliates - - (81,867) - (81,867) - 

Minority interest - 16,650 411 867 17,928 - 

Segment operating income / (loss) 224,211 (535,317) (154,168) (52,672) (517,946) (43,647)

Corporate expenses (538,360) - 

Foreign exchange gain 44,520 - 

Other income / (expense), net 2,457 (16)

Impairment of goodwill (4,127,680) - 

Impairment of investments in affiliates (1,089,871) - 

Depreciation and amortization (961,639) (81,710)

Interest income 30,254 -

Profit on sale of discontinued operation - 81,121

Net (loss)/ profit  (7,158,265) (44,252)

28. Others

The Company has a line of credit of Rs.100,000 from one of its bankers for non-fund based working capital requirements.

The facility is secured by inventories, accounts receivables and other current assets of the Company.

29. Legal proceedings

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

also 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 IPO 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. It is possible that the Federal District Court may not approve the

settlement in whole or part.

The charges for international gateways and other services presently being provided by VSNL are the subject of a dispute

pending before the Telecom Regulatory Authority of India (“TRAI”) and the Telecom Disputes Settlement and Appellate

Tribunal between VSNL and private Internet service providers, including Sify, represented by the Internet Service Providers

Association of India (“ISPAI”).  VSNL has priced these services at levels that Sify believes are inconsistent with the terms and

conditions on which VSNL has secured the bandwidth for its international gateways.  The Telecom Disputes Settlement and

Appellate Tribunal remanded the matter back to the TRAI, which decided against the ISPAI.  The ISPAI has not yet decided

on a further course of action.  Sify is currently paying for bandwidth from VSNL at the higher rates.

Sify is party to additional legal actions arising in the ordinary course of business.  Based on the available information,

as at March 31, 2004 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.
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