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DIRECTORS REPORT

Dear Members,

Your Directors take pleasure in presenting to you the Twelfth Annual Report together with the audited accounts of
your company for the financial year ended March 31, 2008.

Financial highlights

Rs. in million
Details Year ended Year ended
March 31, 2008 March 31, 2007
Sales and service 4638.44 5009.62
Continuing operations 4638.44 4373.15
Discontinued operations - 636.47
Other Income 361.58 432.62
Depreciation 389.10 453.28
Profit before tax
Continuing operations (198.76) 64.65
Discontinued operations - 211.18
Taxation including Fringe Benefit Tax (16.82) (17.50)
Profit after tax
Continuing operations (215.58) 48.04
Discontinued operations - 210.29

The Company registered asalesrevenue of Rs.4,638 million during the year under review, ascompared to Rs.4,373
million in the previous year, a growth of 6% over the previous fiscal.

Sify’s Enterprise business revenues registered robust growth of 30% during the year under review. The ‘ Smart
Expansion’ initiatives undertaken during 2006-07 have started yielding results reflected in the strong growth in
revenues.

The company’ s Consumer business comprising broadband to home services, e-port cyber cafes (formerly branded
iWays) and portalsrecorded revenues 20% lower than in the previousyear. Thisis because the growth of broadband
to home was marginal due to continued low levels of internet penetration; e-ports witnessed a downturn due to
operations becoming unprofitable with significant increase in real estate costs affecting franchisee growth and
well being.

Sify’s International business of Remote Infrastructure Management services and el earning services grew year-
on-year by over 30% and showed promise for continued growth in future.

The Company has incurred aloss of Rs.215.58 million from operations during the year under review as against a
profit of Rs.48.04 million in the previousyear. Thereasonsfor thelosswere: exceptional legal expensesincurred
amounting to Rs.15.88 crores; under performance of the Consumer business; lower margins in the Enterprise
business due to changes in the product mix; and increase in operating costs due to ongoing capacity building.

A comprehensive evaluation of the company’s Fixed Assets was completed during the year, based on which the
useful life of networking equipment and computers is estimated to be longer than previously calculated.
Consequently, the depreciation charge for the year under review islower by Rs.123.70 million.
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MAJOR CORPORATE DEVELOPMENTS

Change in the Name of the Company

During the year under review, the name of the company was changed to Sify Technologies Limited to better
reflect our core competence, and a fresh Certificate of Incorporation was obtained from the Government.

New Logo Style

Consequent to the name change, the company has changed its logo design with anew promise to its stake holders
(Sify kespingyoushex) The new |ogo better reflects the company’ s vibrant, dynamic and contemporary personality, in
afresh eco-friendly green that signals a paper free world-counterpoised by a business like, dependable grey.

Adjustment against Securities Premium Account

At the Eleventh Annua General Meeting held on September 24, 2007, the shareholders of the Company had
approved the adjustment of Rs.11626.41 million representing the carry forward losses against the Company’s
Securities Premium Account. This proposal was confirmed by the Hon'ble High Court of Madras, on
December 16, 2007 and registered with the Registrar of Companies on December 26, 2007. The necessary
adjustments have been incorporated in the financials for the year ended March 31, 2008. After the adjustments,
the Company’s Securities (Share) Premium Account is reduced to Rs.4968.97 Million.

Merger of Sify Communications Limited with Sify Technologies Limited

The shareholders had approved the merger of Sify Communications Limited (Sify Comm), the subsidiary company,
with Sify Technologies Limited (Sify Technologies) at the Court convened meeting on March 17, 2008. The
Company had subsequently filed the petition with the High Court of Madras.

In the current business and regulatory environment, and the opportunities that may unfold from new Government
regulation and policies, retaining separate identities for the enterprise and consumer sides of the business would
likely to benefit the company in terms of licensing, growth and expansion of areas such as Voice over Internet
Protocol and wireless connectivity. Your Directors believe the company would be better positioned to seize
opportunities in the current regulatory and policy landscape by deferring the merger so that Sify Comm can focus
on datatelecom services (similar to the enterprise services of telecom operators) wherewe already have aleadership
position; while Sify Technologies can focus on consumer services such as Internet access and content, eL earning,
remote infrastructure management, enterprise application services and data center hosting. In view of this, both
the Companies have withdrawn the petition pending with the High Court of Madras, India, for the merger of Sify
Comm with Sify Technologies. The option of merging the two entitieswill be reviewed in future depending on the
business and policy environment, and the benefits that could accrue from a merger at that time.

The withdrawal of the merger will not be materially affecting the financial performance of the company going
forward.

Investment by Infinity Satcom Universal Private Limited

M/s Infinity Satcom Universal Private Limited (Infinity Satcom), holding 26% of the paid up capital of Sify
Communications Limited (Sify Comm), had agreed to subscribe 12,817,000 Equity Shares of Rs.10/- each for
cash at apremium of Rs.165/- per sharein the shares of Sify Technologies Limited (Sify Technologies) in response
to an invitation to subscribe. This was consequent to the proposal of Sify Comm amalgamating with Sify
Technologies, which necessitated Sify Technologies to reduce its Foreign Direct Investment (FDI) limit from
100% to 74%, as per the guidelines of the Government of Indiafor the Telecom sector. Consequent to the withdrawal
of the merger petition for amalgamating Sify Comm with Sify Technologies from the High Court of Madras,
Infinity Satcom has confirmed that there will not be any infusion of funds in Sify Technologies, and they would
continue to focus their attention on Sify Comm, and contribute to the funding requirements of that Company as
and when required.

Associates Stock Option Plan

The shareholders had earlier authorized the Board to issue and allot upto 5,133,000 Equity Shares of Rs.10/- each
to the employees of the company, including employees and Directors of the company and its subsidiaries, under
the Associate Stock Option Plans of 1999, 2000, 2002, 2005 and 2007. The shares of the above plans have been
allocated almost in full.
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The company proposed keeping additional shares for grant of stock options to employees in future to attract and
retain talented human resources. The shareholders have, at the Extraordinary General Meeting of the Company
held on March 17, 2008, approved the allocation of an additional 600,000 sharesunder ASOP 2007 for the all otment
of stock options to the employees of the company.

BUSINESS REVIEW
Enterprise Services

The Enterprise business accounted for 57% of the total revenues of the company during the year under review.
The product range encompassed diverse offerings in Connectivity, Hosting, Voice, Application Services, and
Security solutions. The Company also introduced new products, and addressed new market segments during the
course of the year.

Widening its range of Connectivity products, Sify launched RoamConnect; a solution that enables customers to
accessaglobal high-speed, reliable, and secure wireless Broadband service when on the move. With Roam Connect
International, customers can now accesstheir datafrom more than 100,000 broadband locations globally, including
key business-centric venues such as airports, hotels, conference centers and retail venues.

The Hosting services offered by the Company were expanded during the year, with revenues growing 52% over
the previous year. The range of services has been enhanced, along with an increase in Data Centre capacity with
multiple locations across key cities. The Company also leveraged its considerable expertise and leadership in the
hosting space to offer more sophisticated Data Centre solutions such as Data center build, migrate, audit, and
consulting services.

The company continued to integrate the various enterprise products and services during the year to become a
major end-to-end I T Infrastructure solutions provider covering Connectivity, Security, Storage, Hosting, Application
Services and Managed Services. The enterprise services organization was restructured to give further impetus to
this strategy, resulting in Sify becoming a strategic partner for many key clients. There were also anumber of new
products and services launched in keeping with this strategy which have been well accepted by the market.

The Company continued to play an important role in the Network Security business. With increasing focus on
managed services, the Company launched its Managed Security Services (MSS), through which the security
needs of customers are managed from a high tech Security Operations Centre (SOC) in Bangalore. The Company
launched an aggressive reseller strategy to target the large, fast growing SME market with customized solutionsto
cater to the needs of this segment. The Government’s e-governance initiatives are also being addressed with our
ability to offer large scal e data center services, e-procurement, and arange of government process specific security
solutions.

The company is well positioned to consolidate its strong position in the enterprise services business with a
comprehensiverange of product and service offerings, delivery modelsthat cater to diverse markets, and awidened
geographic and segment coverage.

Consumer Services

This business accounted for 38% of the total revenues of the company during the year under review. The Company
has embarked upon an integrated consumer strategy to be able to respond quickly to rapidly evolving consumer
needs with contemporary and relevant services. The Company has therefore adopted a strategy to bring together
Sify’s various Consumer teams across e-Port cyber cafes, Broadband to Home services and Portals, to draw upon
their strengths and synergies to shape the consumer landscape.

Broadband:

Sify broadband offers customers a range of plans to cater to their usage reguirements with respect to speed,
download limit and price. Over the past year, Sify has also launched several new services with an aim to enhance
the home broadband experience.

Sify Wireless broadband has been launched in 8 major cities and will soon be extended to other cities.
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Sify e-port:

The Sify iWay brand has now been rechristened as Sify e-Port. Along with the brand change, the Company has
also repositioned the cafes as the largest e-services chain in the country. In keeping with this new positioning, a
range of value added services have been launched in the past year, creating multiple new revenue streams for the
company and aworld of convenience for customers.

The Company also entered into several strategic tie ups with private companies and government institutions to
provide services like travel ticket booking, utility bill payments, financial services, mobile recharge, international
caling, online tutorials etc. through the e-Port chain. The Company now has 3917 e-ports, of which 2029 are
operational, spread across 201 towns and cities in India.

The company continued to provide VOl P servicesfrom e-Ports and independent tel e-centresfor outbound overseas
calling. This business is under intense competitive pressure from the Telcos.

I nteractive services (portals):

In keeping with the constantly evolving preferences of its users, Sify.com relaunched its channelswith afresh new
look and ease of navigation. Sify Movies, which was the first channel to be relaunched, recorded a 30% increase
in visitors within a month of relaunch.

Sify.com continued its association with the popular TV channel Sony Entertainment Television with tie-ups for
key reality shows like Indian Idol, Jnalak Dikhla Jaa, K for Kishore and Champion Chaalbaaz. The success of
these initiatives was evident with the www.indianidol.sify.com site contributing to 15% of the incremental page
views for Sify.com. It was estimated to be accessed by around 5% of the country’s Internet users.

After the successful launch of mumbailive.in, bangalorelive.in and hyderabadlive.in, Sify.com launched
chennailive.in, the first broadband and video website for the city of Chennai. The site features live video feeds
from traffic web-cams stationed at key junctions of the city so that users can plan their routes by checking the site
for prevailing traffic conditions in the city.

Samachar.com, the leading website for overseas Indians, was relaunched with an all new look and feel with new
services based on user feedback. Samchar.com brings India up close and personal to Indians living overseas with
both text and video content. The Samachar.com directory was launched to enable users to list their business or
services to be able to find buyers and sellers.

Sify’s shopping portal, Sifymall.com, increased both visitors and number of transactions for gifts, jewelry and
gift vouchers during specia events such as Diwali, Christmas, Valentine's Day and the Raksha Bandhan festival
with special promotions. Sifymall also entered into alliances with credit card companies to increase transactions
and provide better value with specia offers and discounts.

Sify Khel, the popular sports portal, increased in the number of users with in-depth coverage of the popular India-
Australia cricket series. Sify.com also partnered with Presino.com to offer the popular Fantasy cricket gameto its
users. Building on the renewed interest in cricket following India s win in the World Twenty-20 series, Sify Sports
offered coverage of Pakistan’s tour of India and video highlights of the ICL series. Sify Sports also relaunched a
new online score card with featureslike highlights, schedule, commentary and graphs, making it very user friendly.

The company has entered into an agreement with Google Inc. to bring the Google Applications suite of
communication and collaboration tools including email, chat and online documents, to Indian Internet users.
Google Applications will now power a value added Sifymail and chat, as well as other applications using the
GoogleApplicationsplatform, which will beleveraged across Sify'sfast expanding Network Infrastructure, reaching
out to over amillion users across India and abroad

International services

During theyear, the Company’s, International businessgrew at 36% over the previousyear. The Company continued
to expand itsinternational business|ed by two lines of service; Remote Infrastructure Management and Corporate
el earning Services.
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Infrastructure Management Services:

The Company leverages its deep expertise in Infrastructure based Managed Services, Transition and Delivery
methodol ogies to provide support servicesto large, global corporations with aworldwide presence. The Company
expanded its client base in the US, UK and the Middle East across verticals such as telecommunication,
entertai nment, manufacturing and services. The Company's servicesare delivered purely as offshore remote services
from its Management Centres in Chennai and Hyderabad.

Some of the highlights in 2007-08 were:

« Sify was awarded the ‘ Cisco Global PSS partner status. Sify will now deliver System Integration services
to Cisco’s global clients as atrusted partner.

e The company has been selected by a global automotive giant to provide network monitoring services for
its global network infrastructure.

« Sify hasbeen selected by an US headquartered global manufacturer of tools, hardware and specialty hardware
products to remotely manage their IT infrastructure.

*  We have completed the transition and commenced remote services to manage the I T infrastructure of a UK
headquartered global consumer Products Company.

» Sify has been selected by aleading bank in UAE to provide Data Centre design and consulting services.

el earning Services:

The Company offers custom learning content development services and learning technology services to large
global corporations. The year under review was noteworthy on three counts: First, eL earning revenues grew by
nearly 50% over the previousyear; secondly, 38% of thetotal customer base consisted of new, first-time customers;
and lastly, research and development of some new products and services was initiated.

These services are currently focused on global corporations in industry verticals such as hi-tech, engineering,
financial services, other services and pharmaceuticals. The Company’s delivery centres are located in Chennai,
Mumbai, New Delhi and Bangal ore. For the second year in arow, the Company won two awards at the prestigious
Brandon Hall Excellence in Learning Awards for 2007 for courses created for Cisco Systems and GE.

Technology Initiatives

The Company continued its innovative efforts by
* Deploying a“Vaue Added Services’ platform for our e-ports solution viz. air, railway, bus ticketing,

e Enabling “Value Added Services’ for our enterprise networking products, viz. Roam Connect and
« Developing the “ Software As A Service” (SaaS) platform.

In addition, the Company’s infrastructure facilities have grown significantly with network reach expanding from
181 to 502 Points of Presence, and significant increasesin international and national bandwidth capacity and Data
Centre capacity. Infrastructure enhancement has enabled us to offer products and services such as Managed
Security Services, Server Based Computing Solutions, National Long Distance/International Long Distance
Services, Hosted Contact Centre and Enterprise Voice Services. The Company has been continuing to make
investments in portal framework, network management, supply chain management and service management
software platforms.

Data Centre

The Company developed its fourth Data Centre at Airoli, Navi Mumbai, to cater to rising demand, which went
livein July 2008. TheAiroli Data Centreis akey facet of the company’s strategy to devel op the most sophisticated
network and data centre infrastructure in the country to facilitate the evolution and demand for services such as
ecommerce, online banking, corporate ERP and other applications, mediaand entertainment content, stock trading,
unified communications and disaster recovery in the country.

TheAiroli centrewill befollowed by at |east two more - one each in New Delhi and Bangal ore, over the next eight
quarters.
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SUBSIDIARY COMPANIES AND ASSOCIATE COMPANY

Sify Communications Limited
The Company’s revenue for the year was Rs.1383.39 million and resulted in a net profit of Rs.89.53 million
during the year under review. VPN Services accounted for more than 90% of total revenue.

Based on the approval received from the Ministry of Communications & Information Technology, Department of
Telecommunications, New Delhi, for setting up the International Gateway Stations at Chennai & Mumbai, the
Company used the National Long Distance (NLD) and International Long Distance (ILD) licences effectively to
build the NLD and ILD backbones and commenced the International long distance business in July 2008. This
will help the company to get a strong foothold in the Voice arena and together with its prominent position in the
Data space, has the potential to become a major integrated Data and Voice service provider.

Sify Networks Private Limited and Sify International Inc.

The companies did not have any business operations during the year. The loss incurred by Sify International Inc.
was due to administration and personnel expenses amounts to Rs.2.95 million.

Closure of subsidiary companies

India World Communications Limited, Globe Travels Inc. lowa, USA and Sify Americas Inc., USA have been
closed during the year under review as there were no business operations in these companies during the last three
years.

MF Global Sify Securities India Private Limited

During the year under review, the Associate Company has registered revenue of Rs.2341.82 million as against
Rs.1130.65 million in the last year, recording a growth of 107%. The Net Profit also registered an impressive
growth of 240% from Rs.155.23 million in the previous year to Rs.527.10 million during the year under review.

Forward looking statements

The statements made in thisreport may contain forward looking statements within the meaning of applicable laws
and regulations. The forward looking statements are subject to risks and uncertainties that could cause actual
results to differ materially from those reflected in the forward looking statements.

For detailed information on Risks relating to the Industry, Company, Management Discussion and Analysis,
please refer to our Form 20-F expected to be filed by end of September 2008 with Securities and Exchange
Commission, USA.

Directors

Mr Raju Vegesnaand Dr SK Rao, Directors, retire by rotation at the ensuing Annua General Meeting and being
eligible offer themselves for reappointment. Your Directors recommend their reappointment.

Audit Committee
The present Audit Committee consists Mr C B Mouli, Dr SK Rao and Mr S R Sukumara.

Compensation Committee
The present Compensation Committee consists Dr T H Chowdary, Dr SK Rao, Mr PSRajuand Mr SR Sukumara.

Directors responsibility statement
Your Directors state:

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

(if) that they had selected such accounting policies and applied them consistently and made judgments and
estimates that are reasonable and prudent so as to give a true and fair view of the state of affairs of the
company at the end of the financial year and of the loss of the company for that period;
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(iii) that they had taken proper and sufficient care for the maintenance of adequate accounting recordsin accordance
with the provisions of the CompaniesAct, 1956, for safeguarding the assets of the company and for preventing
and detecting fraud and other irregularities;

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

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

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

Conservation of Energy, Technology Absorption and Foreign Exchange

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

Employees Particularsin terms of Section 217(2A) of the Indian Companies Act, 1956

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

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 al levels.

For and on behalf of the Board

C B Mouli Ananda Raju Vegesna Raju Vegesna
Director Executive Director Chairman & Managing Director
Hyderabad

August 29, 2008

ANNEXURE A

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

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

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

C  Technology Absorption :Nil
D  Foreign Exchange Earnings and Outgo : Inmillion
Total Foreign Exchange earnings :  Rs. 546.86

Total Foreign Exchange outgo . Rs. 851.19
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Sify Technologies Limited (Formerly Sify Limited)

AUDITORS REPORT TO THE MEMBERS OF
SIFY TECHNOLOGIESLIMITED
(Formerly Sify Limited)

(iii) the Balance Sheet, the Profit and Loss
Account and the Cash Flow Statement dealt
with by this report are in agreement with the

1 We have audited the attached Balance Sheet of books of account;

Sify Technologies Limited (Formerly Sify
Limited) (‘the Company") as at March 31, 2008,
the Profit and Loss Account and the Cash Flow
Statement for the year ended on that date, annexed
thereto. These financial statements are the
responsibility of the Company's management. Our
responsibility is to express an opinion on these
financia statements based on our audit.

We conducted our audit in accordance with
auditing standards generally accepted in India.
Those Standards require that we plan and perform
the audit to obtain reasonable assurance about
whether the 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 audit provides
areasonable basis for our opinion.

Asrequired by the Companies (Auditor's Report)
Order, 2003 issued by the Central Government of
Indiain terms of sub-section (4A) of section 227
of the Companies Act, 1956, we enclose in the
Annexure a statement on the matters specified in
paragraphs 4 and 5 of the said Order.

Further to our commentsin the Annexure referred
to above, we report that:

(i) we have obtained all the information and
explanations, which to the best of our
knowledge and belief were necessary for the
purposes of our audit;

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

(iv) in our opinion, the Balance Sheet, the Profit
and Loss Account and the Cash Flow
Statement dealt with by this report comply
with the accounting standards referred to in
sub-section (3C) of section 211 of the
Companies Act, 1956;

(v) on the basis of written representations
received from the directors, as on March 31,
2008 and taken on record by the Board of
Directors, wereport that none of thedirectors
is disgualified as on March 31, 2008 from
being appointed as a director in terms of
clause (g) of sub-section (1) of section 274
of the Companies Act, 1956; and

(vi) in our opinion and to the best of our
information and according to the explanations
given to us, the said accounts give the
information required by the Companies Act,
1956, in the manner so required and give a
true and fair view in conformity with the
accounting principles generally accepted in
India
a. inthe case of the Balance Shest, of the

state of affairs of the Company as at
March 31, 2008;

b. in the case of the Profit and Loss
Account, of theloss of the Company for
the year ended on that date; and

c. inthe case of the Cash Flow Statement,
of the cash flows of the Company for
the year ended on that date.

for BSR & Co.
Chartered Accountants

S Sethuraman

Hyderabad Partner

examination of the books; August 29, 2008 Membership No. 203491
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Annexure to the Auditors’ Report as of and for
the year ended March 31, 2008 (Referred to in our

report of even date)
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(i)

(iii)

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

(b) The Company hasaregular programme of
physical verification of its fixed assets by
which all fixed assets are verified in a
phased manner over aperiod of threeyears.
In our opinion, this periodicity of physical
verification is reasonable having regard to
the size of the Company and the nature of
its assets. No material discrepancies were
noticed on such verification.

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

(@ Theinventory hasbeen physically verified
by the management during the year. In our
opinion, the frequency of such verification
is reasonable.

(b) Theproceduresfor thephysical verification
of inventoriesfollowed by the management
are reasonable and adequate in relation to
the size of the Company and the nature of
its business.

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

(@) The Company has granted loans to one
company covered intheregister maintained
under section 301 of the Companies Act,
1956. The maximum amount outstanding
during the year was Rs. 270,826
(thousands) and the year end balance of
such loans was Rs. Nil.

(b) Inour opinion, therate of interest and other
terms and conditions on which loans were
granted to parties listed in the register
maintained under section 301 of the
Companies Act, 1956 are not, primafacie,
prejudicial to the interest of the Company.

(¢) Inthecaseof loansgrantedto partieslisted
in the register maintained under Section
301 of the Companies Act, 1956, theterms
of arrangement do not stipulate any
repayment schedule and are repayable on

(iv)

v)

(vi)

(vii)

(viii)

(ix)

demand. Accordingly paragraph 4(iii)(c)
of the Order is not applicable to the
Company in respect of repayment of the
principal amount.

(d) The Company has not taken any loans,
secured or unsecured, from companies,
firmsor other partiescoveredintheregister
maintained under section 301 of the
Companies Act, 1956.

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

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

(b) In our opinion, and according to the
information and explanations given to us,
the transactions made in pursuance of
contracts and arrangements referred to in
(a) above and exceeding the value of Rs. 5
lakh with any party during the year have
been made at prices which are reasonable
having regard to the prevailing market
prices at the relevant time.

The Company has not accepted any deposits
from the public.

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

The Central Government has not prescribed the
maintenance of cost records under section
209(2)(d) of the Companies Act, 1956 for any
of the products / services rendered by the
Company.

(@ According to the information and
explanations given to us and on the basis
of our examination of the records of the
Company, amounts deducted/accrued in
the books of account in respect of
undisputed statutory dues including
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Provident Fund, Employees' State
Insurance, Income-tax, Sales-tax, Wealth
tax, Service tax, Customs duty and other
material statutory dues have been regularly
deposited during the year by the Company
with the appropriate authorities. As
explained to us, the Company did not have
any dues on account of Investor Education
and Protection Fund and Exciseduty. There
were no dues on account of cess under
section 441A of the Companies Act, 1956
since the aforesaid section has not yet been
made effective by the Central Government.

According to the information and
explanations given to us, no undisputed
amounts payable in respect of Provident
Fund, Employees State Insurance, Income
tax, Sales tax, Wealth tax, Service tax,
Customs duty and other material statutory
dueswerein arrears as at March 31, 2008
for aperiod of more than six months from
the date they became payable.

(b) According to the information and
explanations given to us, the dues of
service tax and sales tax have not been
deposited by the Company on account of

disputes:
Name of Nature of Amount | Period to which it| Forum where
Statute Dispute | (in Rs.000s) relates pending
75,553 Apr05-Sep07 |Commissioner
of Service Tax
18,624 Oct 05- Mar 06 | Commissioner
Finance Act, | Service Tax of Service Tax
1994 related 294 Apr05-Sep05 |Assistant
Commissioner
of Service Tax,
Chennai
719 Jul 03-Sep04 | Additiona
Commissioner
of Service Tax,
Chennai
Uttar Pradesh | Trade 12910* 2003-04 to Commercia Tax
Tax Act, Sales tax 2005-06 officer, Uttar
1948 Pradesh

*

)

(xi)

including sums paid amounting to Rs. 168 (thousands) under protest

We draw reference to Note B(22) of Schedule
20 in relation to adjustment of accumulated
losses against balance availablein the securities
premium account to the extent of Rs. 11,626
(thousands). Based on the above, the
accumulated losses are not more than 50% of
the Company's net worth at the end of the
financia year. The Company has not incurred
cash losses in the financial year and in the
immediately preceding financial year.

In our opinion and according to theinformation
and explanations given to us, the Company has

(xii)

(xiii)

(xiv)

(xv)

(xvi)

(xvii)

not defaulted in repayment of dues to its
bankers. The Company did not have any
outstanding dues to any financial institutions
or debenture holders during the year.

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

In our opinion and according to theinformation
and explanations given to us, the Company is
not a chit fund or a nidhi/ mutual benefit fund/
society.

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

In our opinion and according to theinformation
and explanations given to us, the terms and
conditions on which the Company has given
guaranteesfor loanstaken by othersfrom banks
or financial institutions are not prejudicia to
the interest of the Company.

In our opinion and according to theinformation
and explanations given to us, the term loans
taken by the Company have been applied for
the purpose for which they were raised.

According to the information and explanations
given to us, and on an overal examination of
the Balance Sheet of the Company, we are of
the opinion that fundsrai sed on short-term basis
have not been used for long-term investment.

(xviii) According to theinformation and explanations

(xix)
(xx)

(xxi)

Hyderabad
August 29, 2008

givento us, the Company has made preferential
allotment of shares to a company covered in
the register maintained under section 301 of
the Act. In our opinion, the price at which
shares have been issued is not prejudicial to
the interest of the Company.

The Company did not have any outstanding
debentures during the year.

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

According to theinformation and explanations

given to us, no fraud on or by the Company

has been noticed or reported during the course
of our audit.

for BSR & Co.

Chartered Accountants

S Sethuraman
Partner
Membership No. 203491
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Sify Technologies Limited (Formerly Sify Limited)

Balance Sheet
Rs in Thousands
Asat Asat
Schedule 31 March 2008 31 March 2007
SOURCES OF FUNDS
Shareholder’s Funds
Share capital 441,018 428,003
Stock Options Outstanding Account 31,653 19,141
Reserves and surplus 4,547,947 16,068,531
5,020,618 16,515,675
Loan funds
Secured loans 4 779,454 806,146
5,800,072 17,321,821
APPLICATION OF FUNDS
Fixed Assets 5
Gross Block 5,935,999 5,133,548
Less: Depreciation / Amortisation (3,754,609) (3,369,825)
Net Block 2,181,390 1,763,723
Capital work-in-progress (including capital advances) 113,038 23,410
2,294,428 1,787,133
Investments 6 758,187 739,508
Current Assets, Loans and Advances
Inventories 7 35,020 24,239
Sundry debtors 8 1,333,694 762,949
Cash and bank balances 9 1,347,175 2,884,705
Loans and advances 10 1,604,652 1,072,038
4,320,541 4,743,931
Less: Current liabilities and provisions
Current liabilities 11 1,746,421 1,538,155
Provisions 12 42,249 36,997
1,788,670 1,575,152
Net Current Assets 2,531,871 3,168,779
Profit and L oss Account 215,586 11,626,401
5,800,072 17,321,821
Significant accounting policies and notes to accounts 19

The schedules referred to above form an integral part of the financial statements.

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

for BSR & Co.

Chartered Accountants

S Sethuraman C B Mouli
Partner Director

Membership No : 203491

Hyderabad
August 29, 2008

for and on behalf of the Board of Directors

Ananda Raju Vegesna
Executive Director

M P Vijay Kumar
Chief Financia Officer

Raju Vegesna
Chairman & Managing Director

V Ramasubramanian
Company Secretary
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Profit and L oss Account

Rs in Thousands

For the For the
year ended year ended
Schedule 31 March 2008 31 March 2007
INCOME
Sales and services 13 4,640,441 5,009,614
Other income 14 361,585 432,629
5,002,026 5,442,243
EXPENDITURE
Cost of software and hardware sold 15 661,292 412,893
Personnel expenses 16 1,017,150 935,438
Other expenses 17 3,110,055 3,346,052
Depreciation / Amortisation 5 389,096 453,275
Financial expenses 18 44,100 18,759
5,221,693 5,166,417
Profit / (Loss) before prior period, exceptional items and taxation (219,667) 275,826
Prior period income (Refer Schedule 19 (C) 25) 20,905 -
Profit / (Loss) before exceptional items and taxation (198,762) 275,826
Exceptional item
Profit on sale of [P/ VPN Business - 436,470
Profit / (L oss) before taxation (198,762) 712,296
Profit / (Loss) from continued operations before tax (198,762) 64,649
Income Tax :
Current Tax - -
Deferred Tax - -
Fringe Benefit Tax 16,824 16,610
Profit / (Loss) from continued operations after tax A (215,586) 48,039
Profit / (Loss) from discontinued operations before 211,177
exceptional items and tax -
Exceptional item
Profit on sale of IP/VPN Business - 436,470
Profit/(loss) from discontinued operations before tax - 647,647
Income tax:
Current Tax - -
Deferred Tax - -
Fringe Benefit Tax — 893
Profit / (L oss) from discontinued operations after tax B - 646,754
Profit after tax A+B (215,586) 694,793
Profit / (Loss) carried forward from the previous year (11,626,401) - (12,321,194)
Less: Adjusted against securities premium 11,626,401 - -
(Refer to Schedule 19(C)(22)
Profit / (Loss) carried to Balance Sheet (215,586) (11,626,401)
Earnings per share: (Rs.) (also refer to note C(21) of Schedule 19)
Basic (5.03) 16.27
Diluted (5.03) 16.23
Earnings per share (Rs.) (continued and discontined operations)
Continued:
Basic (5.03) 112
Diluted (5.03) 112
Discontinued:
Basic 15.15
Diluted 15.11
No of sharesused in computing earning per share
Basic 42,877,726 42,704,619
Diluted 43,083,145 42,809,136
Nominal value of share (Rs.) 10.00 10.00
Significant accounting policies and notes to accounts 19

The schedules referred to above and notes thereon form an integral part of these financial statements.
Thisis the Profit and Loss Account referred to in our report of even date.

for BSR & Co.

Chartered Accountants

S Sethuraman C B Mouli
Partner Director
Membership No : 203491

Hyderabad

August 29, 2008

Ananda Raju Vegesna
Executive Director

M P Vijay Kumar
Chief Financia Officer

for and on behalf of the Board of Directors

Raju Vegesna

Chairman & Managing Director

V Ramasubramanian
Company Secretary
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Sify Technologies Limited (Formerly Sify Limited)

Schedules to the Balance Sheet

Rs in Thousands

Rs in Thousands

Asat Asat Asat Asa
31 March 2008 31 March 2007 31 March 2008 31 March 2007
1. Share Capital 3. Reserves and Surplus
Authorised Securities premium
61,000,000 Balance at the beginning of
(Asat 31 March the year 16,068,093 15,997,648
2007: 50,000,000) equity Add: Premium received
shares of Rs 10 each 610,000 500,000 during the year 526,758 71,382
Less: Adjustment of Debit
610,000 500,000 balance in Profit
| ssued and Loss Account (11,626,401) -
55.643,284 (Refer to Schedule
(Asat 31 March 2007: 19(©)(22) )
42,806,467) equity shares Adq: Transfer frgm stock
of Rs 10 each fully paid up 556,433 428,065 options outstanding account 518 1,906
Less: Share forfeited 6,202 ] . 4,968,968 16,070,936
(Asat 31 March 2007: 6,202) t: ;?I;rselijgaédexpm% (42219611 2 843;
equity shares of Rs. 10 each (62) (62) '
556371 228,003 Balancg at the end of
' ' the period (A) 4,546,007 16,068,093
i’;:szcél(;):: and Paid-up General Reserve o
e Balance at the beginning
(Asat 31 March.2007: of the period 438 :
42,800,265) equity sh.f::res Add: Transferred from
of Rs 10 each fully paid up 428,201 428,003 Stock options outstanding
12,817,000 (As at 31 March 2007: account 1,502 438
Nil) equity shares of Rs 10 each Balance at the end of
partly paid up (Rs 3 each) 38,451 - the period (B) 1,940 438
Less: Calls unpaid (25,634) -
Total (A) +(B) 4,547,947 16,068,531
441,018 428,003
Note:
Of the above the Company has 4. Secured Loans
issued 952,551 (As at 31 March Loans from banks
2007: 952,551) equity shares (Refer to note-1 below) 85,000 800,000
of Rs 10 each for consideration other than cash. Working capital facilities
(Refer to note 2 below) 617,778 -
2. Stock Options Outstanding Account Buyers Credit
(Refer to note 3 below) 71,285 -
Balance at the beginning )
of the year 19,141 11,501 Venicles purchased under
financial lease (Refer to
Add: Employee Stock note 4 below) 5,301 6,146
Compensation cost for the year
(net of reversals 779,454 806,146
for forfeited options) 14,532 9,894
Less: Transfer to Securities Note:
Premium in respect of grants (518) (1,906) 1 Loanfrom banksinclude demand loan secured by pledge of fixed
exercised during the year deposits (Refer to schedule 9)
Less: Transfer to General 2 Working capital facilities include cash credit secured by current
Reserve in respect of grants assets including book debts and bank overdraft seemed by way
lapsed during the year (1,502) (438) of pledge of fixed deposits. (After to schedule 9)
3 Buyer's credit is secured by charge on current assets and book
Balance at the end of the year 31,653 19,141 debts.
4 Secured against the relevant assets.
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Schedules to the Balance Sheet (Contd...)

5. Fixed Assets Rsin Thousands
Gross Block Depreciation / Amortisation Net Block
1April 07  Additions ~ Deletions/ 31 March 08 | 1 April 07 Forthe  Deletions/ 31March08 [31March08 31 March 07
Adjustments year  Adjustments

Tangible Assets
Leasehold land 5132 - - 5132 510 79 - 589 4,543 4,622
Building 485,156 - - 485,156 115,400 17,321 - 132,721 352,435 369,756
Plant and machinery 3,568,740 597,335 (1,552 4164523 | 2,549,751 273,345 (962 2,822,134 1,342,389 1,018,989
Furniture and fittings 383,864 30,609 (1,199) 413274 | 301,639 36,480 (934) 337,185 76089 82,225
Office equipment 88,961 7,952 (35) 96,878 63,713 11,128 (35) 74,806 22,072 25,248
Assets acquired
under Lease
Building 149,074 135,433 - 284,507 4,435 8,947 - 13,382 271125 144,639
Motor vehicles 9217 4,448 (4,040) 9,625 2,580 3788 (2381) 3987 5,638 6,637
Intangible assets
Systems software 205,457 33,500 3834 242,791 185,940 15,634 680 202,254 40,537 19,517
Web publication rights 98,226 - - 98,226 98,226 - - 98,226 - -
Customer and contract
related intangibles 112,800 (13113 99,687 42,826 15,134 (2,323) 55,637 44,050 69,974
Goodwill 26,921 - 9,279 36,200 4,805 7,240 1,643 13,688 22,512 22,116
Totd 5,133,548 809,277 (6,826) 5,935,999 3,369,825 389,096 (4,312) 3,754,609 2,181,390 1,763,723
Asat 31 March 2007 4,394,743 766,941 (28,136) 5133548 | 2,940,280 453275  (23,730) 3,369,825 1,763,723

1. Buildings include assets capitalized pending transfer of title in favor of the Company amounting to Rs 327,030 (As at 31 March 2007: Rs 327,030)
2. Reclassifications between various categories of assets have been disclosed in deletions / adjustment column.
Rs in Thousands except share data
Asat Asat
31 March 2008 31 March 2007

6. Investments
Long term — At cost — In subsidiaries

Trade (Unquoted)
Indiaworld Communications Limited 5,014,849 5,014,849
(200,000 (As at 31 March 2007: 200,000) Equity shares of Rs 10 each fully paid up) )
Less: Decline, other than temporary, in value of investment (5,014,849) (5,014,849)
Sify International Inc. (formerly India Plaza.Com, Inc) 357,603 357,603
(100 Shares (As at 31 March 2007: 100) of common stock of USD 0.0001 fully paid up)
Less: Decline, other than temporary, in value of investment (357,603) (357,603)
Sify Communications Limited (formerly Safescrypt Limited) 584,600 584,600
(13,320,000 (As at 31 March 2007: 13,320,000) of Rs 10 each fully paid up) Equity shares
584,600 584,600
Sify Networks Private Limited (formerly E Alcatraz Consulting Private Limited) 32,755 32,755
(81,820 (As at 31 March 2007: 81,820 ) Equity shares of Rs 10 each fully paid up)
Less: Decline, other than temporary, in value of investment (32,755) (32,755)
(A) 584,600 584,600
In Associates
Trade (Unquoted)
Cricinfo Limited - 1,682,525
(Nil (Asat 31 March 2007: 43,605) Ordinary shares of GBP 0.01 each fully paid up)
Less: Decline, other than temporary, in value of investment (Voluntarily wound up) - (1,682,525)
MF Global-Sify Securities India Private Limited 154,908 154,908
(formerly Man Financial - Sify Securities India (Private Limited)
(15,490,800 (As at 31 March 2007:15,490,800) Equity shares of Rs 10 each fully paid up) (B) 154,908 154,908
CURRENT INVESTMENTS
(Non-trade, at cost or market value whichever islower)
Birla Sunlife 95 Fund - Growth 44,379.355 Units of Rs.10/- each (As at 31 March 2007:Nil) 8,972 -
HDFC Prudence Fund - Growth 75,987.506 Units of Rs.10/- each (As at 31 March 2007:Nil) 9,707 -
(©) 18.679 -
(A) + (B) + (C) 758,187 739,508
Aggregate market value of current investments 18,679 -




sify’

Sify Technologies Limited

(Formerly Sify Limited)

Schedules to the Balance Sheet (Contd...)

Rs in Thousands

Rs in Thousands

Asat Asat Asat Asat
March 31, 2008 March 31, 2007 March 31, 2008 March 31, 2007
7. Inventories Unsecured
Traded software and hardware 35,020 24,239 Outstapdi ng for a period
exceeding six months
35,020 24,239 — considered good 174,653 176,510
8. Sundry Debtors — considered doubtful 85,148 117,197
Secured Other debts
Outstanding for a period — considered good 1,122,628 545,836
exceedi ng six months, 1.382.429 839 543
nsi 11,764 7
e dtts oomideredgood 2409 aaaa AR e
S g ' . Less: Provision for doubtful debts ~ (85,148) (117,197)
36,413 40,603
_ 1,333,694 762,949
Amount due from subsidiary company
Sify Communication Limited 150,200 3,135 Rs. in Thousands

31 March 2008

Asat

Asat

31 March 2007

9. Cash and Bank Balances

Cash on hand
Cheques on hand
Balance with scheduled banks

— incurrent accounts
— indeposit accounts (Refer note 1 and note 2)

Balance with other than scheduled banks
— incurrent accounts

Citibank N.A New Y ork

(maximum amount outstanding during the year ended 31 March 2008: Rs 5,428)

(Year ended 31 March 2007 : Rs.4,772)
Citibank N.A California

(maximum amount outstanding for the year ended 31 March 2008: Rs.2,918)

(Year ended 31 March 2007: Rs.3,204)
Cedar Rapids and Trust Bank

(maximum amount outstanding for the year ended 31 March 2008: Rs.4,434)

(Year ended 31 March 2007: Rs.Nil)

379
1,069

160,902
1,182,150

413

557

1,705

1,347,175

493
112,736

206,454
2,559,775

4,388

859

2,884,705

20

Note : 1. Loan from Bank's secured by way of pledge of fixed deposits (Refer to Schedule 4)
2. Bank overdraft secured by way of pledge of fixed deposits (Refer to Schedule 4)

Rs in Thousands

Rs in Thousands

As at As a Asat Asa
March 312008 March 31 2007 March 312008 March 31 2007
10. Loans and Advances Unsecured, considered doubtful
Unsecured, considered good Advances recoverable in cash
Advances recoverable in cash or or inkind or for value
in kind or for value to be received toTbe rege_g/_ed_ 0171 199728
- To subsidiaries 749 271,564 - 1o subsidiaries , :
- Other advances 403161 404,270 - Other advances 19,203 20,326
Deposits 769,197 132,522 Provision for advances to
A?’ o decductod at ’ ' subsidiaries (201,712)  (199,728)
vance tax/ fax dedu source Provision for other advances (19,203) (20,326)
(also refer to Note 11(vii) of Schedule 19) 262,166 112,391
Interest accrued 82,140 49,081 — -
Accrued Income 75,209 73,702 1,604,652 1,072,038
Net investment in leases 12,030 28,508  Amounts due from subsidairy company
1,604,652 1,072,038 Sify Communication Limited - 2,70,826




Sify Technologies Limited (Formerly Sify Limited)

sify’

Schedules to the Balance Sheet (Contd...)

Rs in Thousands

Rs in Thousands

Asat
March 31, 2008

Asat
March 31, 2007

11.

Current Liabilities
Sundry creditors

For the
Year ended
March 31, 2008

For the
Year ended
March 31, 2007

16.

Personnel Expenses

} Sdlaries and wages 923,431 862,555
— duesto micro and small o .
enterprises (31 March 2007: Contribution to provident and
dues to small scale industries) _ _ other funds 43,126 37,379
~  dueto others 1215603 966,352 Staff welfare expenses 36,061 25,610
Unearned income 258,411 293,755 Employee Stock compensation
Security deposits 121,686 112,540 expense 14,532 9,894
Other liabilities 49,384 82,735 1,017,150 935,438
Advances from customers 98,824 82,773
Forward contract payable (net) 2,513 — 17. Other Expenses
1,746,421 1,538,155 Networking costs 800,343 961,611
= Other Direct Cost 242,906 259,670
12 gr;‘“ist‘ons Ceon 12363 Commission 604793 695913
Coml:)e::sat ed absence 33: 657 > 4: 634 Communication expenses 41,740 43,482
Rent 156,875 143,786
42,249 36,997 Rates and taxes 22,328 9,056
. Travelling expenses 146,940 130,570
Schedules to the Profit and L oss Account Power and fudl 130031 112843
Rsin Thousands Legal and professional charges 273,080 162,671
For the For the Repairs and maintenance:
Vear ended - Year ended — Plant and machinery 12,984 12,539
— March 31, 2008 March 31, 2007 — Buildings 35,151 20,839
. vi
Sales - Domestic 722425 455150 — Others . . 07,85 70428
Services - Export 464,364 580,268 Hire charges of vehicles and equipment 12,504 10,047
Services - Domestic 3453652 3,974,196 Insurance 15,482 23,086
4,640,441 5,000,614 Outsou.rced manpower 195,714 209,049
Advertisements 20,568 37,686
14. Other Income Market promotion expenses 76,350 76,135
Gain on foreign exchange Other selling expenses 11,489 13,081
fluctuation (Net) - 14,081 Loss on foreign exchange fluctuation 17,959 -
Interest income on bank deposits Loss on sale of fixed assets 107 -
(Tax deducted at source for the Bad debts written off (net of
year ended 31 March 2008 adjustments against the provision for
Rs. 14,161) (For the year ended Doubtful debts (For the year ended
31 March 2007: Rs 26,010) 149,318 144,399 31st March 2008 Rs.122,691)
Other income 212,267 115,908 (For year ended 31 March 2007
Profit on sale of Fixed Assets - 487 Rs 276,525)) 9,049 31,326
Provisions no longer required Provision for doubtful debts for the year 90,642 194,750
written back toward; Decline, other than temporary, in the
- Zde::’ﬁ‘:(;e ;?hselrjt:i':r:atrgmporary - 93,161 value of investment 1,636 21,077
in the value of investment — 64,593 Provision for‘ advances N 3126
Advances written off 1,984 -
361,585 432,629 Miscellaneous expenses 111,644 88,281
15. Cost of Software and 3110055 3,346,052
Hardware Sold
Opening inventory 24,239 29,224 18. Financial Expenses
Purchases (Net of capitalised for Interest on vehicles on
gegg%m?:ed 31 Mar 32(12008 leasing arrangement 1,826 389
31s l\/’Iarth go%;:yeg ?,'1228) 672,073 407,908 Bank charges 17,925 12,704
Closing inventory (35,020) (24,239) Interest 24,349 5,666
661,292 412,893 44,100 18,759
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Schedules to the Balance Sheet and Profit and L oss Account for the year ended March 31, 2008

Schedule 19. Significant Accounting Policies and Notes to Accounts

A BACKGROUND

1. Description of business

Sify Technologies Limited, (‘ Sify’ / ‘the Company’) formerly known
as Sify Limited, isa Company domiciled in India. The address of the
Company'sregistered officeis 2nd Floor, Tidel Park, 4, Rgjiv Gandhi
Salai, Taramani, Chennai - 600113, India. The Company is primarily
involved in providing services, such as Corporate Network and Data
Services, Internet Access Services, Online Portal and Content offerings,
development of e-learning software and in selling hardware and
software related to such services. Sify was incorporated on 12th
December 1995 and is listed on the NASDAQ.

B SIGNIFICANT ACCOUNTING POLICIES
1. Basisfor preparation

The financia statements of the Company have been prepared and
presented in accordance with the Generally Accepted Accounting
Principles(“ GAAP") under thehistorical cost convention ontheaccrual
basis. GAAP comprises mandatory accounting standards notified by
the Central Government pursuant to Companies (Accounting
Standards) Rule, 2006, guidelinesissued by ICAl (Institute of Chartered
Accountants of India) and the provisions of the Companies Act 1956,
to the extent applicable. Accounting policies have been consistently
applied except where a newly issued accounting standard is initially
adopted or arevision to existing accounting standardsrequiresachange
in the accounting policy hitherto in use. Management evaluates all
recently issued or revised accounting standards on an on-going basis.

2. Useof estimates

The preparation of financial statements in conformity with GAAP
requires the Company's Management to make estimates and
assumptions that affect the reported balances of assets and liabilities
and disclosures relating to contingent liabilities as at the date of the
financial statements and reported amounts of income and expenses
during the period. Examples of such estimates include estimates of
provision for diminution in the value of investments, provision for
doubtful debts, future obligations under employee retirement benefit
plansand useful lifeof fixed assetsand intangible assets. Actual results
could differ from those estimates. Any revision to accounting estimate
is recognised prospectively.

3. Revenue recognition

The revenue recognition in respect of various streams of revenue are
described below:

Corporate network/data services

Corporatenetwork servicerevenuesprimarily include connectivity services
and the revenues from the sale of hardware and software purchased from
third party vendors and, to alesser extent, revenue from installation of the
link and other ancillary services such as e-mail and domain registration.
The Company provides connectivity for afixed period of time at a fixed
rateregardlessof usage. The revenue attributabl e to connectivity services
isrecognised rateably over the period of the contract. The software sold
by the Company is off-the-shelf software, such as anti virus utilities and
firewalls. The revenue attributable to hardware/software is recognised on
delivery. Therevenueattributableto theinstalation of thelink isrecognised
on completion of theinstallation work. All revenues are shown exclusive
of salestax and servicetax and net of gpplicablediscountsand allowances.

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

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

The Company remotely manages the IT infrastructure of global
enterprises from India. The contracts are on time and material basis
and revenues are recognized accordingly.

Internet access services

Internet access servicesinclude I nternet access at homesand businesses
through dial-up or cable operator and internet access through anetwork
of cyber cafes. It also includes revenues from VolP or Internet
telephony.

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 “user accounts’ or “top-ups’ that enable
them to access the Internet for a specified quantum of usage or for a
specified period of time al within a contracted period. The amounts
received from customers on the sale of these user accounts or top-ups
are not refundable. Revenue is recognized from sale of user accounts
or top-ups based on usage (where accessis for a specified quantum of
usage) and based on time (where access is for a specified period of
time) by the customer. Any unused hours at the end of the contracted
period are recognized as revenue.

Public internet access is provided to customers through a chain of
franchisee cyber café outlets, network of cable operatorsand to alesser
extent, Sify owned cyber cafés. 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 certaininitial services. Theseinitial services
consist of a number of activities, including installing the broadband
receiver equipment at the cyber café and connecting it to one of Sify’s
broadcasting towers, obtaining regulatory approvals for clearance of
the site for wireless transmission at the alotted frequency range and
other ancillary services. Initial franchisee feeisrecognised asrevenue
at the time of commencement of operations by the franchisee. Internet
access revenue is recognised based on usage by the customer.

Internet access at homes and businesses through cable networks is
provided through a franchised network of cable operators in India
Customers buy “user accounts’ for a specified usage or volume of
data transfer or for a specified period of time all within a contracted
period. Revenues is recognized on actua usage by customer (where
access is for a specified quantum of usage) and based on time (where
access is for a specified period of time). Any unused hours at the end
of the contracted period are recognized as revenue.

Vol P servicesare mainly provided through Internet Telephony Booths
at iway cybercafésand to asmaller extent through Cable TV operators,
or CTOs, and through Multi-Dwelling Units (MDU). The user
purchases the packs that enable them to use the Internet telephone
facility through CTO and MDUs. Revenuesarerecognised on thebasis
of usage by the customer. The customer uses Internet telephony
facilities at the iway cybercafés and makes the payment to the extent
of usage of the facility. Revenue is recognized on the basis of usage.

Online portal services and content offerings

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
recognised rateably over the period of the contract based on actual
impressions/click throughs/ leads delivered. Revenues from
commission earned on el ectronic commercetransactions are recognized
when the transactions are completed. Revenues from value-added
services that are rendered using Sify’s mobile telephone short code,
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54545 are recognized upon delivery of the content/ring tones to the
end subscriber and confirmation by the mobile phone service provider.

Other services

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

4. Fixed assets and depreciation/amortisation

Fixed assets are stated at cost less accumulated depreciation/
amortisation. Direct costs are capitalised until fixed assets are ready
for use. These costs include freight, installation costs, duties and other
directly attributable costsincurred to bring the assets to their working
condition for intended use. Borrowing costs directly attributable to
acquisition of those fixed assets which necessarily take a substantial
period of time to get ready for their intended used are capitalized.

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

Depreciation on fixed assetsis provided using the straight-line method
at the rates specified in Schedule X1V to the Companies Act, 1956 or
based on the useful life of the assets as estimated by the management,
whichever is higher. Depreciation is calculated on a pro-rata basis for
assets purchased / sold during the year. Individual assets costing less
than Rs 5 are depreciated in full in the year of acquisition.

Leasehold land is amortised using straight-line method over the lease
period.

Softwarefor internal useisacquired primarily from third-party vendors
in ready-to-use condition. Costs for acquiring such software are
capitalised. Capitalised software costs are amortised on straight-line
basis over the estimated useful life of the software.

Management’ s estimates of the useful lives for various categories of
fixed assets are given below :

Asset description

Estimated useful life

(in years)

Buildings 28
Plant and machinery comprising

COmpuUters, Servers etc. 3-5*
Plant and machinery comprising other items 8*
Furniture and fittings 5
Office equipment 5
Motor vehicles 3

* revised estimated useful life.

Depreciation on assets acquired under afinanceleaseisprovided using
the straight-line method over the useful life of the asset or the lease
period, whichever is lower.

Software is amortised over a period of one to three years. Other
intangible assets are amortised over three to five years representing
management’ s estimate of the useful life of the asset.

5. Investments

Long-term investments comprise investments in subsidiaries and
associates and are carried at cost with provision being made for

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

diminutionif any, other than temporary, in their value. Such diminution
isdetermined for each investment individually on the basis of the past
performance of such subsidiaries / associates and the future expected
benefits to the Company from such investments. Current investments
are carried at lower of cost and fair value.

6. Inventories

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

7. Foreign currency transactions

Foreign currency transactions are recorded at the exchange rates
prevailing at the date of the transactions. Exchange differences arising
on foreign exchange transacti ons settled during the year are recognised
in the profit and loss account. Monetary assets and liabilities
denominated in foreign currencies as at the balance sheet date are
translated at the closing exchange rates on that date. The resultant
exchange differences are recognised in the profit and loss account.

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

In accordance with the announcement “Accounting for Derivatives’
made by the Institute of Chartered Accountants of India (‘ICAI’) on
27 March 2008, derivatives are marked to market and the changes in
the value of such derivatives are recognised in profit or loss account.

8. Employee Benefits

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

Gratuity: The Company provides for gratuity, a defined benefit
retirement Plan (the“ Gratuity Plan”) covering eligibleemployees. The
Gratuity Plan commenced on 1st April, 1997. The Plan provides a
lump sum payment to vested employees at retirement, death or
termination of employment, of an amount based on the respective
employee’s last drawn salary and the tenure of employment with the
Company. The Company provides the gratuity benefit through annual
contribution to a fund managed by the Life Insurance Corporation of
India(LIC). Under this scheme the settlement obligation remainswith
the Company athough the LIC administers the scheme. Liabilities
related to the gratuity plan are determined by actuarial valuation
performed by an independent actuary as at the Balance Sheet date.

Compensated Absences: Provision for compensated absence is made
onthebasis of actuarial valuation at the balance sheet date, carried out
by an independent actuary.

9. Earnings per share

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

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

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

Provision for Fringe Benefit taxes has been recognised on the basis of
harmonious contextua interpretation of the provisions of the Income
Tax Act, 1961.

11. Impairment of Assets

Management periodically assesses using external and internal sources
whether there is indication that an asset may be impaired. An
impairment occurs where the carrying value of an asset exceeds the
higher of present value of future cash flows expected to arise from
the continuing use of the asset and its eventual disposal or the amount
from the sale of the asset. The impairment loss to be expensed is
determined as the excess of the carrying amount over the higher of
the assets net sale price or present value as determined above. There
has been no indication of impairment of assets.

12. Export Incentives

Incomein respect of duty credit entitlement arising from export sales
under the Serve From India Scheme of the Government of Indiais
recognised in the year of exports, provided there is no significant
uncertainty regarding the entitlement and availment of the credit and
the amount thereof.

13. Provisions, contingent liabilities and contingent assets

Provision is recognised when there is a present obligation as a result
of past event and it is probable that an outflow of resources will be
required to settle the obligation, in respect of which areliable estimate
can be made. Provisions are determined based on best estimates
required to settle the obligation at the balance sheet date. These are
reviewed at each Balance Sheet date and adjusted to reflect the current
management estimates.

A disclosurefor acontingent liability is made when thereisapossible
obligation or a present obligation that may, but probably will not,
require an outflow of resources. Where there is a possible obligation
or apresent obligation in respect of which thelikelihood of outflow of
resources is remote, no provision or disclosure is made.

Contingent assets are neither recognised nor disclosed in the financial
statements.
14. Cash flow statement

Cash flows are reported using the indirect method, whereby net profit
beforetax isadjusted for the effects of transactions of anon-cash nature

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

and any deferralsor accrualsof past or future cash receipts or payments.
The cash flows from regular revenue generating, investing and
financing activities of the Company are segregated.

C NOTESTO ACCOUNTS

1) Acquisition of Globe Travel Business

During the year ended 31 March, 2007, the Company acquired the
business of Globe Travels, which operated an online travel agency.
The management believes that the addition of atravel porta isinline
with the Company’ s strategy of providing end-to-end servicesto Sify
users. The results of Globe Travels operations have been recorded in
thefinancial statementseffective 10 May 2006, the date of acquisition.
The purchase price in respect of the business acquisition comprises
the following:

Cash price
Stock Options (No. of options)

112,220 (USD 2,500)
140,000

Earnout payments USD 500

The Cash price of USD 2,500 includes an amount of USD 500 as
holdback amount payable upon the Airlines Reporting Corporation
(“ARC") approval of the Company’s application for change of
ownership of the travel portal. The Company has obtained the ARC
approval in August 2007 and paid the hold back amount.

The stock options have been trested as compensation cost asthe share-
based payment isin return for continued service and accordingly has
been accounted for as employee compensation and not as part of the
payment in the business combination. Further, it was not probable
that earn out payment is payable. Accordingly, the cost of acquisition
comprises of the cash price of Rs.112,220 and other incidental direct
acquisition cost of Rs.3,999.

Thefind allocation of the purchase price is as follows :

Property and Equipment 1,247
Software 6,089
Customer, contract related Intangibles 72,683
Goodwill 36,200
Total 116,219

Also refer to schedule 5 of the financial statements.

2) Discontinued Operations - Sale of IP - VPN business

Sify had commenced providing Internet Protocol Virtual Private
Network (‘[P VPN’) services from December 2004 under the Internet
Service Provider (‘I1SP") license based on the letter of intent received
from the Government of India (‘GOI’) permitting the ISP license
holdersto provide such services. In this connection, the Company had
paid aone time entry fee of Rs. 100,000 based on such letter of intent
in respect of IP VPN business. Such license fee was capitalised and
wasbeing amortised over aperiod of 15 yearseffectivefrom the quarter
ended March 31, 2005. In addition, the Company was required to pay
to the GO, a prescribed annual recurring fees on the revenues arising
from such business to GOI.

The GOI had released a press note on November 10, 2005 wherein
National Long Distance (NLD) / International Long Distance (ILD)
licenseswereliberalised and existing |P VPN businesseswere required
to be covered under the NLD / ILD licenses. Further, the pressrelease
also provided an option to the existing | SP license holders engaged in
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IPVPN businessto migrateto NLD / ILD licenses. AstheNLD / ILD
licenses were under the regime of Department of Telecom, the
notification of the GOI dated 7 November 2005 was required to be
complied with to receive NLD/ ILD licenses. The primary
condition set out in the notification among other conditions was that,
the total composite foreign holding by the applicant should not
exceed 74 per cent.

Given that the foreign shareholding in Sify was higher than the
aforesaid threshold limit, Sify Communications Limited (SCL), a
wholly-owned subsidiary of the Company proposed to obtainthe NLD/
ILD Licenses in its name and made necessary applications in this
regard. To facilitate this, Sify divested its shareholding in SCL to the
extent of 26% to Infinity Satcom Universa Private Limited (ISU), a
company incorporated under the laws of India, for a consideration of
Rs 139,810 during the quarter ended December 31, 2005. Further, it
was proposed to transfer the |P VPN business of the Company to SCL,
for a consideration of Rs 500,000, based on the valuation performed
by areputed accounting firm.

Pending the receipt of NLD/ ILD licenses, based on legal advice, it
was decided that Sify Limited would continue to carry on the IP VPN
business till such time SCL receives NLD / ILD Licenses.
Correspondingly, pending transfer of the IP VPN business, Sify had
not recognised the sale and accordingly, the amount of Rs 500,000
received towards such sale was treated as an advance receipt and
classified under ‘ Other Liabilities'.

Pursuant to the arrangements with SCL and GOI notification dated
7 November 2005, alowing adjustment of the one time entry fee of
Rs. 100,000 paid by Sify towards the entry fee payable for receipt of
NLD /LD Licences, during the quarter ended December 31, 2005 the
Company reversed amortisation of license fees from December 2004
to September 30, 2005 and the entry fee of Rs. 100,000 was classified
under ‘Loans and advances'.

SCL wasgranted NLD and ILD licenses by the GOl on November 21,
2006. Pursuant to the arrangements with SCL, Sify transferred the
following assetsand liabilities of the P VPN businessason November
21, 2006 and recorded the consequential gain from transfer of the
business.

Net assets transferred Rs 63,530
Sale consideration Rs 500,000
Gain arising from the transfer of business Rs 436,470

Further, during the year ended March 31, 2007, the ILD/NLD license
fees of Rs 100,000 has been adjusted towards the annual recurring
feesof Rs 75,000 and the balance of Rs 25,000 isincluded under Dues
from subsidiaries under ‘Loans and advances'.

SCL hasentered into an agreement with the company pursuant to which
SCL isrequired to pay right to use fees to the Company for the use of
infrastructure facilities owned by the Company.

The disclosure as per Para 20 of Accounting Standard No.24,
issued by the Institute of Chartered Accountants of India is as
given below:

a Description: The Company was providing network connectivity
to its corporate customers through Virtua Private Networks with
the | P technology. The connectivity is provided for afixed period
and for afixed bandwidth. Therevenueisrecognised over the period
of service.

b. Segmental Disclosure: The IP VPN services were forming part of
the Corporate network / data services under segmental reporting
asper AS17.

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

c. The assets and the liabilities of the IP VPN business were as
follows:

Asat As at November
March 31, 2007 21, 2006
» Debtors Nil Rs. 151,558
» Deferred Revenue Nil Rs. 88,028

d. The following statement shows the revenue and expenses of
continued and discontinued operations for the year ended
31st March, 2007:

Particulars For the year ended March 31, 2007
Continued Discontinued
Operations Operations Total
(For the period
01 April 06 to
21 November 06)
INCOME
Sales and Services 4,373,144 636,470 5,009,614
Other income 432,629 - 432,629
TOTAL 4,805,773 636,470 5,442,243
EXPENDITURE
Cost of Software and
hardware sold 412,893 - 412,893
Operating and

administrative expenses 2,901,320 293,627 3,194,947
Personnel expenses 811,235 124,203 935,438
Financia expenses 18,759 - 18,759

Selling and Marketing expenses 119,439 7,463 126,902
Depreciation/Amortisation 453,275 — 453275
Provision for diminution in
value of investments 24,203 - 24,203
TOTAL 4,741,124 425,293 5,166,417
Profit/(loss) before taxation 64,649 211,177 275,826
Income Tax expense 16,610 893 17,503
Profit/(loss) after taxation 48,039 210,284 258,323
Profit on sale of IP/VPN Business 436,470 - 436,470
Cash flow from discontinued operations

For the period ended

November 21, 2006
Cash from operations 41,500
Working capital changes (165,504)
Net cash flow from operating activities (124,004)
Net cash inflow / outflow (124,004)

The amounts are based on the management estimate.

3) Associates stock option plan (ASOP)

The Company had issued stock options under Associate Stock Option
Plan (ASOP) 1999, ASOP 2000, ASOP 2002, ASOP 2005 and ASOP
2007. The Compensation Committee grants the options on the basis
of performance, criticality and potential of the employeesasidentified
by Management. Each option entitles the holder to purchase one
American Depository Share (ADS) at an exercise price determined by
the Compensation committee on the date of the grant. There are no
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options outstanding in respect of ASOP 1999. The plan wise details
are as follows:

(i) ASOP 2000 and 2002

Thefollowing table summarisesthe transactions of stock optionsunder
ASOP 2000 and ASOP 2002:

No. of options granted, exer cised Year ended Year ended
and forfeited March 31, 2008 March 31, 2007
Outstanding at beginning of the year 6,250 378,897
Granted - -
Tota 6,250 378,897
Forfeited during the year - 521
Exercised during the year 6,250 338,763
Lapsed during the year - 33,363
Outstanding at the end of the year - 6,250
Vested and exercisable at the end of the year - 4,688
(i) ASOP 2005

The Company had formulated the ASOP 2005, which had been
approved by the shareholders of the Company on 25 October 2005.
Under the Plan, 1,900,000 ADR’s /shares can be granted to eligible
associatesat an exercise price which isnot lessthan 90% of the market
price as on the date of the grant.

The exercise price is payable in Indian Rupees. The options vest over
aperiod of 3 yearsfrom the date of the grant and are exercisable after
the vesting date but before the expiry date which is at the end of the
fortieth month from the date of the grant. The Company has also
cancelled any balance available for issue under previous plans.
Accordingly, any unissued options available under previous plans or
any option surrendered or lapsed stands cancelled.

The following table summarizes the transactions of stock options
under ASOP 2005:

No. of options granted, exer cised Year ended Year ended
and forfeited March 31, 2008 March 31, 2007
Outstanding at the beginning of the year 869,197 1,676,400
Granted during the year 119,400 547,600
Forfeited during the year (122,442)  (1,267,292)
Expired during the year (29,295) (15,523)
Exercised during the year (13,567) (71,988)
Replaced during the year (497,200) -
Outstanding at the end of the year 326,093 869,197
Vested and Exercisable at the end
of the year 235,010 54,914
Weighted Average