SIFY TECHNOLOGIES LIMITED and Subsidiaries
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except share data and as stated otherwise)

Description of business

Sify Technologies Limited (Sify) together with its subsidiaries (India World Communications Limited, Sify
Communications Limited, Sify Networks Private Limited and Sify International Inc.) (collectively referred to as
the ‘Company’) is engaged in providing various services, such as Corporate Network and Data Services, Internet
Access Services, Online Portal and Content Offerings and selling products related to such services.

Summary of significant accounting policies

a. Basis of preparation of financials statements

The accompanying unaudited condensed financial statements have been prepared in accordance with U.S 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 six months ended September 30, 2007 have been translated into United States dollars at
the noon buying rate in New York City on September 30, 2007 for cable transfers in Indian rupees, as certified for
customs purposes by the Federal Reserve Bank of New York of U.S. $1 = Rs.39.75. 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, September 30, 2007 or at any other date.

b. Interim Information

Interim information presented in the condensed consolidated financial statements has been prepared by the
management without audit and, in the opinion of management, includes all adjustments of a normal recurring
nature that are necessary for the fair presentation of the financial position, results of operations, and cash flows for
the periods shown, is in accordance with US GAAP. These financial statements should be read in conjunction with
the consolidated financial statements and related notes included in the Company’s annual report on Form 20-F for
the fiscal year ended March 31, 2007.

¢. Investment securities.

The Company classifies its debt and equity securities in one of the three categories: trading, held-to-maturity or
available-for-sale, at the time of purchase and re-evaluates such classifications as of each balance sheet date.
Trading and available-for-sale securities are recorded at fair value. Held-to-maturity securities are recorded at
amortized cost, adjusted for the amortization or accretion of premiums or discounts. Unrealized holding gains and
losses on trading securities are included in income. Temporary unrealized holding gains and losses, net of the
related tax effect, on available-for-sale securities are excluded from income and are reported as a part of other
comprehensive income in stockholders’ equity until realized. Realized gains and losses from the sale of trading and
available-for-sale securities are determined on a first-in-first out basis and are included in income. A decline in the
fair value of any available-for-sale or held-to-maturity security below cost that is deemed to be other than
temporary results in a reduction in carrying amount to fair value with a charge to the income statement. Fair value
for mutual fund units is based on published per unit value, which is the basis for current transactions. Non-readily
marketable equity securities for which there is no readily determinable fair value are recorded at cost, subject to an
impairment charge to the income statement for any other than temporary decline in value.



d. Recent accounting pronouncement

SFAS No. 157:

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements SFAS No. 157 defines ‘fair value’
as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. SFAS No. 157 provides guidance on determination of fair value and
lays down the fair value hierarchy to classify the source of information used in fair value measurement. The
Company is currently evaluating the impact of SFAS No. 157 on its financial statements and will adopt the
provisions of SFAS No. 157 for the fiscal year beginning April 1, 2008.

Acquisition of Globe Travel Business

During the quarter ended June 2006, the Company acquired the business of Globe Travels which operates an online
travel agency. Management believes that this acquisition marks Sify’s entry into the fast growing online travel business,
particularly e-ticketing, the category with highest revenues and fastest growth in online e-commerce today. The management
also believes that the addition of a travel portal is in line with the Company’s strategy of providing end-to-end services to Sify
users. Price paid / payable amounting to Rs. 116,219 (USD 2,571,303) in respect of the acquisition was allocated
based on a preliminary allocation of estimated fair value (determined by the management) of the assets, properties
and rights on the date of acquisition.

During the half year ended September 30, 2007, the Company has finalised the purchase price allocation resulting
in an increase in recorded goodwill from Rs 26,921 to Rs 36,200.

Income taxes

Effective April 1, 2007, the Company adopted Financial Accounting Standards Board Interpretation No. 48,
Accounting for Uncertainty in Income taxes - An interpretation of Statement of Financial Accounting Standards
No.109 (FIN 48). The interpretation prescribes a comprehensive model for the financial statement recognition,
measurement, presentation and disclosure of uncertain tax positions considered or to be considered in income tax
returns. Historically, the Company has not incurred any penalties or interest relating to unrecognized tax benefits.
Upon adoption the Company did not have any liability for income tax relating to uncertain tax positions. The
adoption of FIN 48 did not have any impact on the retained earnings or provision for taxation as of April 1, 2007.

FIN 48 also requires that changes in judgment that result in subsequent recognition, de-recognition or change in a
measurement of a tax position taken in a prior annual period (including any related interest and penalties) be
recognized as a discrete item in the period in which the change occurs. This change will not impact the manner in
which the Company recorded income taxes on an annual basis and did not impact its recorded income tax provision
in the quarter ended September 30, 2007.

A listing of open tax years is given below:

Jurisdiction Open tax years
India 1997-98 to 2006-2007



Cash and cash equivalents

Cash and cash equivalents as at September 30,2007 amounted to Rs.2, 002,024 (Rs.3, 070,157 as at March 31,
2007). This excludes cash-restricted included in non-current assets of Rs.1, 000 (Rs.1, 000 as at March 31, 2007),
representing deposits held under lien against bank guarantees given by the Company towards future performance
obligations.

Cash Restricted — Non current

As at As at

March 31,2007 September 30, 2007

Against future performance obligation Rs.1,000 Rs.1,000
Rs.1,000 Rs.1,000

The fair values of cash and cash equivalents approximate their carrying values.

Accounts receivable

Account receivable as of March 31, 2007 and September 30, 2007 are stated net of allowance for doubtful
receivables. The Company maintains an allowance for doubtful receivables based on its age and collectability.
Accounts receivable are not collateralised except to the extent of refundable deposits received from cybercafe’s
franchisees and from cable television operators.

Accounts receivables consist of:

As at As at
March 31,2007  September 30, 2007

Due from customers 1,290,030 1,829,424
Less: Allowance for doubtful debts 101,624 150,702
Balance at the end of the period 1,188,406 1,678,722

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

As at As at
March 31, 2007 September 30, 2007

Rs. Rs.
Balance at the beginning of the year 200,047 101,624
Add : Additional provision 153,638 80,668
Less : Bad debts written off 252,061 31,590

Balance at the end of the year 101,624 150,702




7. Other current assets

Other current assets consist of:

As at As at
March 31,2007  September 30, 2007
Rs. Rs.
Vendor advances and deposits 159,785 87,477
Advances for expenses 5,025 110,474
Accrued income 73,702 25,125
Interest earned but not due 51,161 81,312
289,673 304,388
8. Investment securities
Investment in securities consist of the following:

As at As at
March 31, 2007 September 30, 2007
Carrying Gross Fairvalue  Carrying Gross  Fair value

value Unrealized value  Unrealized

Holding Holding

Gains Gains

Auvailable-for-sale:

Investment in short-term mutual - - - 20,316 63 20,379

funds

9. Investments in affiliates

In March 2006, MF Global Overseas Limited (MFG), a Company incorporated in United Kingdom acquired 70.15% of equity
share capital of MF Global Sify Securities Private Limited, formerly Man Financial-Sify Securities India Private Limited (‘MF
Global) from Refco Group Inc., USA (‘Refco’). Thereby, MFG holds 70.15% of MF Global and the balance, 29.85% of MF
Global equity shares, is held by Sify Limited. MFG is a subsidiary of Man Group plc, a Company incorporated in United

Kingdom.



The summarised unaudited financial information as to assets, liabilities and results of operations of MF Global and
its subsidiaries is presented below:

Balance Sheet As at As at
March 31,2007  September 30, 2007

Rs. Rs.

Current assets 4,097,993 7,723,228
Non-current assets 280,079 214,999
Total Assets 4,378,072 7,938,227
Current liabilities 3,363,146 6,703,394
Shareholders’ equity 1,014,926 1,234,833
Total Liabilities and Shareholders’ equity 4,378,072 7,938,227
Statement of Operations For the quarter ended September 30,
2006 2007

Rs. Rs.

Revenues 196,965 487,019
Net Profit 27,158 143,940

10. Goodwill and other intangible assets, net

As at September 30, 2007, the Company’s goodwill and other intangible assets amounted to Rs.50,796 and
Rs. 132,756 respectively (Rs 41,517 and Rs 150,873, as at March 31, 2007 respectively). The following are the
details of other intangible assets:

As at March 31, 2007 As at September 30, 2007
Weighted  Gross carrying Accumulated Gross Accumulated
average Amount Amortization ~ carrying Amortization
life Amount
Technical know-how fees - 82,753 82,753 82,753 82,753
Portals and web content - 52,730 52,711 52,730 52,730
Customer contracts and 4.04 141,881 60,252 128,770 67,915
others
Systems software 2.87 239,846 219,714 251,030 226,973
ILD /NLD License fee 20.00 50,000 907 50,000 2,156

Rs. 567,210 Rs. 416,337 565,283 432,527




11.

12.

Estimated amortization expense in future years for the carrying value of other intangible assets:

For the year ended March 31,

Rs
2007-08 25,927
2008-09 23,988
2009-10 20,110
2010-11 17,601
2011-12 2,500

In accordance with SFAS No. 142, Goodwill and Other Intangible Assets, the Company does not amortize
goodwill but tests it for impairment on an annual basis. The Company has not recognized any impairment of
goodwill during the year ended March 31, 2007 and for six months ended September 30, 2007.

Other assets

Other assets consist of:

As at As at
March 31, 2007 September 30,
2007

Rs.
Deposits 105,653 134,586
Staff advances recoverable 150 -
Witholding Taxes 105,734 168,667
Deposit with Department of Income Tax 12,954 51,816
224,491 355,069

Witholding taxes represent taxes deducted at source by the customer and paid to the Government, which is refundable to the
Company. Deposit with Department of Income Tax represents tax demands paid to the authorities under protest. Refer to note
20 (a).

Employee stock options
Compensation cost in respect of the stock option plans is accounted under FASB Statement No.123 (revised 2004),

Share Based Payment. Accordingly, the Company has recorded stock compensation expense of Rs. 15,358 and Rs.
29,323 for the quarter and half year ended September 30,2007.
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During the six months ended September 30, 2007, the Company has also issued 119,400 shares under Associate
stock option plan 2005. The fair value of each option was estimated on the date of grant using the Black-Scholes

model with the following assumptions:

Dividend yield
Assumed Volatility
Risk Free interest rate

Expected Term

Associate Stock Option Plan 2007 (ASOP 2007)

Quarter
ended
September 30,

2007

54.3% -95.45%
4.5% - 4.84%

18-40 months

Half year
ended
September 30,

2007

54.3% - 95.45%
4.5% - 4.84%

18 — 40 months

Jn September 2007, the Shareholders of the Company approved a new scheme for allotment of shares to
employees i.e. Associate Stock Option Plan 2007. Consequently 797,600 unissued options available under the
earlier Associate Stock Option Plan 2005 are no longer available for issuance..

Earnings per share

In accordance with SFAS No. 128, Earnings per Share, basic earnings per share are computed using the weighted
average number of common shares outstanding during the period. Diluted income / (loss)is computed by
considering the impact of the potential issuance of ordinary shares on the weighted average number of shares

outstanding.

A reconciliation of equity shares used in the computation of basic and diluted earnings per equity share is set out

below:
Quarter ended Six months ended
September 30, September 30,
2007 2006 2007

Earnings
Net Profit / (loss) (56,021) 130,959 (111,046)
Equity shares
Weighted average number of equity shares 42,814,555 42,644,682 42,805,968
outstanding
Effect of dilutive equivalent shares-stock options - 195,399 -
Weighted average number of equity shares and 42,814,555 42,840,081 42,805,968

equivalent shares outstanding
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As the Company was in a loss position for the quarter and half year ended September 30, 2007, the potential
ordinary shares were excluded from the calculation of diluted income/loss per share as the shares would have had
an antidiluive effect. The Company’s outstanding shares include shares held with a depositary to represent equity
shares underlying the Company’s ADSs.

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 of 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.

Net gratuity costs for the quarter and half year ended September 30, 2006 and 2007 included:

Quarter ended Six months ended
September 30, September 30,
2006 2007 2006 2007
Rs. Rs. Rs. Rs.
Service cost 1,904 1,752 3,808 3,503
Interest cost 417 412 833 823
Expected returns on plan assets (41) (239) (81) (478)
Recognized net actuarial (gain)/ (117) - (234) -
loss
Net gratuity costs 2,163 1,925 4,326 3,848
Principal weighted average assumptions:
Quarter ended Half year ended
September 30, September 30,
2006 2007 2006 2007
Discount rate 8% 9.55% 8% 9.55%
Long-term rate of compensation 6% 6% 6% 6%
increase
Rate of return on plan assets 7.5% 7.5% 7.5% 7.5%

The Company estimates the long-term return on plan assets at 7.5% based on the average long-term rate of return
expected to prevail over the next 15 to 20 years on the types of investments held with LIC.



The employer’s best estimate of contributions expected to be paid to the plan during the year 20072008 amounts
to Rs. 5,000. 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,

2008 1,321
2009 1,898
2010 3,100
2011 5,099
2012 8,048
2013 to 2018 46,957

15. Deferred revenue
Deferred revenue includes the following amounts of unearned income:

e For the Company’s corporate network / data services division, revenue relating to the connectivity /
hosting charges and from provision of digital certificates;

e For the Company’s Internet access services and online portal services divisions, revenue relating to the
internet access charges and the advertisement charges respectively; and

e For the Company’s other service division, revenue relating to development of e-learning software.

The components of deferred revenue for these segments are:

As at As at
March 31, 2007 September 30,
2007
Rs. Rs.

Corporate network/data services 351,933 457,574
Internet access services 61,459 56,148
Online portal services 21 18
Other services 36,617 35,403
450,030 549,143

16. Borrowings

The Company has short term borrowings of Rs. 29,643 as at September 30, 2007 (Rs. 800,000 as at March 31,
2007), from its bankers for working capital requirements. The borrowings are secured by fixed deposits held by the
Company. The borrowings bear interest ranging from 8 to 9.75% and are repayable within one year from the
balance sheet date.



17. Products and services

Breakup of revenues against products and services are as follows:

Quarter ended September 30, Six months ended September 30,
2006 2007 2006 2007
Rs. Rs. Rs. Rs.

Revenue
Service revenue Rs. 1,170,081 1,213,676 Rs.2, 331,971 2,390,806
Initial franchise fee 19,578 13,048 35,578 26,327
Installation service revenue 64,534 77,518 84,980 149,593
1,254,193 1,304,242 2,452,529 2,566,726
Product revenue 128,905 167,262 248,950 309,879
Rs. 1,383,098 1,471,504 Rs. 2,701,479 2,876,605

18. 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 portals, “Sify.com”, “Samachar.com” and “SifyMax.in” that provide 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 primary operating segments of the Company are:

e Corporate network/data services, which provides Internet, connectivity, security and consulting, hosting
and managed service solutions;

e Retail Internet access services, from homes and through cybercafés;
e  Online portal and content offerings; and

e  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 served. 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 described below:

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

National bandwidth refers to the inter-city link bandwidth implemented within the country. Inter-city link
bandwidth was allocated based on the number of subscribers or iway cybercafés at “non gateway” points and the
bandwidth sold to and used by business enterprises (determined using packet shapers). However, in order to



strengthen its corporate business, the Company enhanced its national backbone to carry Internet traffic to the
international fibre gateways, shifting from hybrid satellite and fibre gateways to fibre only gateways for
international bandwidth. National bandwidth costs are now allocated based on international bandwidth allocation
ratios because most of the traffic carried on the national backbone is directed towards the international gateways.
The Company believes that the resulting allocations are reasonable.

Last mile costs related to dial-up access that can be directly identified to businesses are allocated directly. Spectrum
charges that are paid for the license that has been provided to enable Sify to operate on the 5.7 GHz wireless
spectrum are allocated based on the bandwidth that is used by the various businesses that use this spectrum. Certain
expenses, such as depreciation, technology and administrative overheads, which form a significant component of
total expenses, are not 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 operating segment information for the quarters ended September 30, 2006 and September 30, 2007
and for the six months ended September 30,2006 and 2007 is given below:

Quarter ended September 30, 2006

Corporate Internet Online Portal Other Services Total
Network / Access Services
Data Services Services
Revenues Rs. 802,294 Rs.472, 676 Rs.69, 828 Rs 38,300 Rs.1, 383,098
Allocated expenses (490,763) (454,971) (54,701) (32,806)  (1,033,241)
Segment operating income / Rs.311, 531 Rs.17, 705 Rs 15,127 Rs. 5,494 Rs 349,857
(loss)
Unallocated corporate (205,246)
expenses
Foreign exchange gain / 302
(loss), net
Other income / (expense), net 451
Depreciation and amortization (122,750)
Interest income, net 37,816
Equity in profits of affiliates 8,106
Income Taxes -
Net Profit / (Loss) Rs.68,536
Quarter ended September 30, 2007
Corporate Internet Online Portal Other Services Total
Network / Access Services
Data Services Services

Revenues 963,314 404,664 49,723 53,803 1,471,504
Allocated expenses (623,939) (372,445) (77,252) (48,332)  (1,121,968)
Minority Interest (8,508) - - - (8,508)
Segment operating income / 330,028 32,219 (27,529) 5,471 341,028
(loss)
Unallocated corporate (319,818)
expenses
Foreign exchange gain / (675)
(loss), net
Other income / (expense), net 1,511
Depreciation and amortization (141,841)
Interest income, net 41,463
Equity in net profits of 42,966



affiliates

Income Taxes (20,655)
Net Profit / (Loss) (56,021)
Six month ended September 30, 2006
Corporate Internet Online Portal Other Services Total
Network / Access Services
Data Services Services

Revenues Rs. 1,566,307 Rs 927,107 Rs. 135,741 Rs 72,324 Rs.2, 701,479
Allocated expenses (922,996) (900,660) (117,304) (66,767)  (2,007,727)
Segment operating income / Rs.643, 311 Rs.26,447 Rs 18,437 Rs. 5,557 Rs 693,752
(loss)
Unallocated corporate (433,411)
expenses
Foreign exchange gain / 44,339
(loss), net
Other income / (expense), net 797
Depreciation and amortization (270,226)
Interest income, net 71,814
Equity in profits of affiliates 23,894
Net Profit / (Loss) Rs.130, 959




Six month ended September 30, 2007

Corporate Internet Online Portal Other Services Total
Network / Access Services
Data Services Services

Revenues 1,852,212 817,785 94,090 112,518 2,876,605
Allocated expenses (1,179,068) (753,183) (155,277) (98,668)  (2,186,196)
Minority Interest (14,186) (14,186)
Segment operating income / 658,958 64,602 (61,187) 13,850 676,223
(loss)
Unallocated corporate (602,838)
expenses
Foreign exchange gain / (19,980)
(loss), net
Other income / (expense), net 1,444
Depreciation and amortization (276,162)
Interest income, net 79,686
Equity in profits of affiliates 65,642
Income Taxes (35,061)
Net Profit / (Loss) (111,046)

. Sales-Type Leases

The Company’s leasing arrangement consist of leasing various types of routers, modems and other equipment for
establishing virtual private networks and providing bandwidth to its customers in its corporate connectivity
business. The leases are classified as sales-type leases and expire after a period of three years. The following lists
the components of the net investment in sales-type leases:

As at As at
March 31, 2007 September 30, 2007
Rs. Rs.
Minimum lease payments receivable 30,493 21,153
Less: Unearned income 1,901 1,150
Net investment in sales-type leases 28,592 20,003

The minimum lease payments receivable for each of the fiscal years are as follows:

For the year ending March 31,

2008 8,446
2009 7,275
2010 5,432

Total 21,153



20. Commitments and contingencies

a)

b)

During the year ended March 31, 2006, the Company received a notice from the Income-Tax Department of
India for the financial years 2002 and 2003 for a sum of Rs.103,000 stating that no withholding tax has been
deducted in respect of international bandwidth and leased line payments made by the Company to international
bandwidth / lease line service providers. Subsequently, the demand was revised to Rs. 77,724 by the income
tax authorities. Under the Income tax regulations the Company is required to pay such amounts in 12 monthly
installments under protest if it seeks to dispute the demand. Accordingly, the Company has paid 8 instalments
amounting to Rs. 51,816 till September 30, 2007 under protest and challenged such demands. The Company
believes that withholding taxes need not be deducted if the service provider did not have any permanent
establishment in India and has not installed any equipment at the Company’s premises. The Company has
demonstrated to the tax authorities that international service providers neither had a permanent establishment
in India nor installed any equipment at the Company’s premises, and hence concluded that the likelihood of the
loss contingency is remote and no provision for the loss contingency is considered necessary. The amounts
paid under protest are included under ‘Other assets’.

The Company has outstanding financial and performance guarantees for various statutory purposes and letters
of credit totalling Rs.641,115 and Rs.645,327 as of March 31,2007 and September 30, 2007 respectively.
These guarantees are generally provided to governmental agencies.

Additionally, the Company is also involved in lawsuits, claims and proceedings, which arise in the ordinary
course of business. There are no such items pending that the Company expects to be material in relation to its
business.

21. Legal proceedings

a)

The Company and certain of its erstwhile 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 ADSs 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 ADSs 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.



22.

23.

The Company believes that it has sufficient insurance coverage to cover the maximum amount that it may be
responsible for under the proposed settlement. Although the Federal District Court has preliminarily approved
the settlement, it is possible that the Federal District Court may not finally approve the settlement in whole or
part. The Company believes the maximum exposure under this settlement, in the event that the plaintiffs
recover nothing from the non-settling defendants, is approximately U.S. $3.9 million, an amount which the
Company believes is fully recoverable from the Company’s insurer.

b) The Company is party to additional legal actions arising in the ordinary course of business. Based on the available
information, as of September 30, 2007.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.

Acquisition of minority interest in Subsidiary

The Board of Directors of the Company at their meeting held on February 10, 2008 has approved the merger of Sify
Communications Limited, a subsidiary Company and the Company with retrospective effect from April 1, 2007,
subject to approval by the members, the Honourable High Court and other statutory authorities. The sharcholders of
the Company at the Extraordinary General Meeting held on March 17, 2008 have accorded their assent on the said
merger. The Company has filed a petition with the Honourable High Court of Madras, India, for the proposed merger
and is pending approval.

Reclassification

Certain prior period / year amounts have been reclassified to confirm to the current year’s presentation.



