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     Indicate the number of outstanding shares of each of the issuer�s classes of capital or common stock as of the close
of the period covered by the annual report: 317,840,951 equity shares, including 34,016,154 underlying equity shares
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     Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
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CURRENCY OF PRESENTATION AND CERTAIN DEFINED TERMS

     Unless otherwise stated in this Annual Report or unless the context otherwise requires, references in this Annual
Report on Form 20-F, or �Annual Report�, to �we,� �our,� �us,� �Satyam� and �our company� are to Satyam Computer Services
Limited and its consolidated subsidiaries and other consolidated entities.

     In this Annual Report, references to �US�, �Dollars� or the �United States� are to the United States of America, its
territories and its possessions. References to �India� are to the Republic of India. References to �$,� �Dollars� or �U.S. dollars�
are to the legal currency of the United States, and references to �Rs.,� �rupees� or �Indian rupees� are to the legal currency
of India. References to a particular �fiscal� year are to our fiscal year ended March 31 of such year.

     For your convenience, this Annual Report contains translations of some Indian rupee amounts into U.S. dollars
which should not be construed as a representation that those Indian rupee or U.S. dollar amounts could have been, or
could be, converted into U.S. dollars or Indian rupees, as the case may be, at any particular rate, the rate stated below,
or at all.

     Except as otherwise stated in this Annual Report, all translations from Indian rupees to U.S. dollars contained in
this Annual Report have been based on the noon buying rate in the City of New York on March 31, 2005 for cable
transfers in Indian rupees as certified for customs purposes by the Federal Reserve Bank of New York. The noon
buying rate on March 31, 2005 was Rs. 43.62 per $1.00.

     Information contained in our websites, including our corporate website, www.satyam.com, is not part of this
Annual Report.

FORWARD-LOOKING STATEMENTS MAY PROVE INACCURATE

     IN ADDITION TO HISTORICAL INFORMATION, THIS ANNUAL REPORT CONTAINS
FORWARD-LOOKING STATEMENTS WITHIN THE MEANING OF SECTION 27A OF THE SECURITIES
ACT OF 1933, AS AMENDED, AND SECTION 21E OF THE SECURITIES EXCHANGE ACT OF 1934, AS
AMENDED. THE FORWARD-LOOKING STATEMENTS CONTAINED HEREIN ARE SUBJECT TO RISKS
AND UNCERTAINTIES THAT COULD CAUSE ACTUAL RESULTS TO DIFFER MATERIALLY FROM
THOSE REFLECTED IN THE FORWARD-LOOKING STATEMENTS. FACTORS THAT MIGHT CAUSE SUCH
A DIFFERENCE INCLUDE, BUT ARE NOT LIMITED TO, THOSE DISCUSSED IN THE SECTION ENTITLED
�ITEM 3. KEY INFORMATION�RISK FACTORS�, �ITEM 5. OPERATING AND FINANCIAL REVIEW AND
PROSPECTS� AND ELSEWHERE IN THIS ANNUAL REPORT. YOU ARE CAUTIONED NOT TO PLACE
UNDUE RELIANCE ON THESE FORWARD-LOOKING STATEMENTS, WHICH REFLECT MANAGEMENT�S
ANALYSIS ONLY AS OF THE DATE OF THIS ANNUAL REPORT. IN ADDITION, YOU SHOULD
CAREFULLY REVIEW THE OTHER INFORMATION IN THIS ANNUAL REPORT AND IN OUR
QUARTERLY REPORTS AND OTHER DOCUMENTS FILED WITH THE UNITED STATES SECURITIES AND
EXCHANGE COMMISSION, OR SEC, FROM TIME TO TIME. OUR FILINGS WITH THE SEC ARE
AVAILABLE ON ITS WEBSITE, WWW.SEC.GOV.
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

     Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

     Not applicable.

ITEM 3. KEY INFORMATION

Selected Financial Data

     You should read the following selected consolidated historical financial data in conjunction with our financial
statements and the related notes and �Item 5. Operating and Financial Review and Prospects� included elsewhere in this
Annual Report. The statement of operations data for the five years ended March 31, 2005 and the balance sheet data as
of March 31, 2005, 2004, 2003, 2002 and 2001 are derived from our consolidated audited financial statements
including the notes, which have been prepared and presented in accordance with U.S. GAAP. The statement of
operations data for the three years ended March 31, 2003 and the balance sheet data as of March 31, 2003, 2002 and
2001 presented below is as restated to give effect to the restatement of shareholders� equity and net income described
below. As of December 9, 2002, we ceased to hold a controlling interest in Sify Limited, or Sify, and subsequently
changed the method of accounting for our interest in Sify from the consolidated accounting method to the equity
method. Consequently, financial data as of March 31, 2005, 2004 and 2003 and for the year ended March 31, 2005
and 2004 reflect our interest in Sify accounted for under the equity method and are not comparable to the financial
data as of March 31, 2002 and 2001 and for the years ended March 31, 2003, 2002 and 2001 which reflect our interest
in Sify accounted for on a consolidated basis.

Year Ended March 31,
2005 2004 2003 2002 2001

(dollars in thousands, except per share and per ADS data,
or as stated otherwise)

Statement of operations data
Revenues:
IT services $ 786,684 $ 565,028 $ 458,336 $ 413,906 $ 310,307
BPO 6,913 1,293 � � �
Software products � 51 871 585 �

Total revenues 793,597 566,372 459,207 414,491 310,307
Cost of revenues(1) (506,776) (343,596) (275,219) (240,304) (208,121)

Gross profit 286,821 222,776 183,988 174,187 102,186
Operating expenses:
Selling, general and administrative
expenses(2) (124,325) (101,627) (116,893) (139,588) (124,100)
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Amortization of goodwill � � � (16,997) (24,728)
Impairment of goodwill � � � (81,115) �
Impairment of other non-marketable
investments � � (3,299) � �
Reversal of put option charge � � 19,843 � �

Total operating expenses (124,325) (101,627) (100,349) (237,700) (148,828)

Operating income/(loss) 162,496 121,149 83,639 (63,513) (46,642)
Interest income 22,339 20,309 7,158 3,806 5,732
Interest expense (458) (471) (800) (2,856) (9,632)
Gain on sale of shares in associated
companies/ other investments 66 2,652 830 45,594 �
Gain/(loss) on foreign exchange
transactions (4,611) (8,874) (4,757) 10,813 5,816
Other income/(expenses), net 326 2,270 (1,746) 1,277 646

Income/(loss) before income taxes,
minority interest and equity in earnings/
(loss) of associated companies 180,158 137,035 84,324 (4,879) (44,080)
Income taxes (25,304) (22,544) (9,769) (769) 2,346
Minority interest � � 11,082 73,406 25,772

Income before equity in
earnings/(losses) of associated
companies 154,854 114,491 85,637 67,758 (15,962)
Equity in earnings/ (losses) of
associated companies, net of taxes (1,094) (2,631) (3,339) (25,401) (5,467)

Net income (loss) $ 153,760 $ 111,860 $ 82,298 $ 42,357 ($21,429)

Earnings (loss) per share:
Basic $ 0.49 $ 0.36 $ 0.26 $ 0.14 ($0.08)
Diluted 0.48 0.35 0.26 0.14 (0.08)
Earnings (loss) per ADS:
Basic 0.98 0.71 0.53 0.28 (0.16)
Diluted 0.96 0.71 0.52 0.28 (0.16)
Weighted average equity shares used in
computing earnings per shares (in
thousands):
Basic 316,184 313,155 311,797 305,751 269,943
Diluted 323,569 317,057 318,658 307,113 269,943
Weighted average equity shares used in
computing earnings per ADS:
Basic 158,092 156,578 155,899 152,875 134,972
Diluted 161,785 158,529 159,329 153,556 134,972
Cash dividend per equity share 0.12 0.08 0.03 0.02 0.02
Cash dividend per ADS 0.24 0.17 0.06 0.02 �
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(1) Inclusive of stock-based compensation expense of $775 thousand, $853 thousand, $1,591 thousand, $7,212
thousand and $31,336 thousand in fiscal 2005, 2004, 2003, 2002 and 2001 respectively.

(2) Inclusive of stock-based compensation expense of $1,193 thousand, $772 thousand, $2,930 thousand, $3,582
thousand and $14,782 thousand in fiscal 2005, 2004, 2003, 2002 and 2001 respectively.
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As at March 31
2005 2004 2003 2002 2001

(dollars in thousands)
Balance sheet data
Cash and cash equivalents $ 129,815 $ 86,730 $ 62,202 $ 243,454 $ 66,068
Investments in bank deposits 411,623 332,133 259,359 � �
Total assets 884,126 713,768 561,694 515,502 481,099
Total long-term debt, excluding current portion 1,137 1,826 1,738 2,712 9,625
Preferred stock of subsidiary 20,000 10,000 � � �
Total shareholders� equity 767,924 633,889 487,716 394,364 202,752
Capital stock(1) 449,495 431,654 421,567 419,076 257,597

(1) Includes common stock and additional paid-in capital but excludes shares held by Satyam Associate Trust.
SFAS 142 pro forma disclosure

     Effective April 1, 2002, Satyam adopted Statement of Financial Accounting Standards No. 142 (�SFAS 142�),
Goodwill and Other Intangible Assets. Due to the adoption of SFAS 142, Satyam ceased amortizing goodwill. The
effect of this accounting change is reflected prospectively. The following pro forma disclosure presents the impact of
SFAS 142 on net income/(loss), net income/(loss) per share, and the related tax effect had the standard been in effect
for the years ended March 31, 2002 and 2001:

Year Ended March 31
2002 2001
(dollars in thousands

except
per share amounts)

Reported net income/(loss) $ 42,357 $ (21,429)
Add:
Goodwill amortization 16,997 24,728
Amortization of excess of cost of investment over equity in net assets of associated
companies 3,639 4,402

Adjusted net income $ 62,993 $ 7,701

Basic and diluted earnings per share:
As reported $ 0.14 $ (0.08)
As adjusted 0.21 0.03

Risk Factors

Any investment in our ADSs involves a high degree of risk. You should carefully consider the following information
about these risks, together with the other information contained in this Annual Report, before you decide to buy our
ADSs. If any of the following risks actually occur, our company could be seriously harmed. In any such case, the
market price of our ADSs could decline, and you may lose all or part of the money you paid to buy our ADSs.

Risks Related to Our Overall Operations
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Our revenues and profitability are difficult to predict and can vary significantly from period to period which could
cause our share price to decline significantly.

     Our revenues and profitability have grown rapidly in recent years and may fluctuate significantly in the future from
period to period. Therefore, we believe that period-to-period comparisons of our results of operations are not
necessarily meaningful and should not be relied upon as an indication of our future performance. The quarterly
fluctuation of revenues is primarily because we derive our revenues from fees for services generated on a
project-by-project basis. Our projects vary in size, scope and duration. For example, we have some projects that
employ several people for only a few weeks and we have other projects that employ over 100 people for six months or
more. A customer that accounts for a significant portion of our revenue in a particular period may not account for a
similar portion of our revenue in future periods. In addition, customers may cancel contracts or defer projects at any
time for a number of different reasons. Furthermore, increasing wage pressures, employee attrition, pressure on billing
rates, the time and expense needed to train and productively utilize new employees and changes in the proportion of
services rendered offshore can affect our profitability in any period. There are also a number of factors, other than our
performance, that are not within our control that could cause fluctuations in our operating results from period to
period. These include (i) the duration of tax holidays or tax exemptions and the availability of other Government of
India incentives; (ii) currency fluctuations, particularly when the rupee appreciates in value against the U.S. dollar,
since the majority of our revenues are in U.S. dollars and a significant part of our costs are in rupees; and (iii) other
general economic and political factors. As a result, our revenues and our operating results in a particular period are
difficult to predict, may decline in comparison to corresponding prior periods regardless of the strength of our
business. If this were to occur, the share price of our equity shares

3

Edgar Filing: SATYAM COMPUTER SERVICES LTD - Form 20-F

Table of Contents 10



Table of Contents

and our ADSs would likely decline significantly.

Any inability to manage our rapid growth could disrupt our business and reduce our profitability.

     We have experienced significant growth in recent periods. In fiscal 2005 our total revenues increased by 40.1% as
compared to fiscal 2004, and in fiscal 2004 our total revenues increased by 23.3% as compared to fiscal 2003. As of
March 31, 2005, we had 20,690 employees (including employees of Nipuna), whom we refer to as associates,
worldwide as compared to 14,456 associates as of March 31, 2004. In addition, we are continuing our geographical
expansion. We have five offshore facilities in India and 15 overseas facilities located in Australia, Canada, China,
Hungary, Japan, Malaysia, Singapore, United Arab Emirates, United Kingdom and United States. In addition, we have
17 sales and marketing offices located in Canada, Germany, Italy, the Netherlands, Spain, Sweden, United Kingdom
and United States and 14 sales and marketing offices located in the rest of the world.

     We expect our growth to place significant demands on our management and other resources and to require us to
continue to develop and improve our operational, financial and other internal controls, both in India and elsewhere. In
particular, continued growth increases the challenges involved in:

� recruiting and retaining sufficiently skilled technical, marketing and management personnel;

� providing adequate training and supervision to maintain our high quality standards;

� preserving our culture and values and our entrepreneurial environment; and

� developing and improving our internal administrative infrastructure, particularly our financial, operational,
communications and other internal systems.

     Our inability to manage our growth effectively could disrupt our business and reduce our profitability.

The current economic environment, pricing pressure and rising wages in India have negatively impacted our
revenues and operating results.

     Spending on IT in most parts of the world has recently increased after a two-year decreasing trend due to a
challenging global economic environment. We do experience pricing pressures from our customers, which can
negatively impact our operating results. If economic growth slows, our utilization and billing rates for our associates
could be adversely affected which may result in lower gross and operating profits.

     Wage costs in India, including in the IT services industry, have historically been significantly lower than wage
costs in the United States and Europe for comparably skilled professionals, which has been one of our competitive
advantages. However, large companies are establishing offshore operations in India, resulting in wage pressures for
Indian companies, which may prevent us from sustaining this competitive advantage and may negatively affect our
profit margins. Wages in India are increasing at a faster rate than in the United States, which could result in increased
cost of IT professionals, particularly project managers and other mid-level professionals. In addition, India has shown
the highest average wage increases in the Asia-Pacific region in 2004, particularly in the technology sector. We may
need to increase the levels of our employee compensation more rapidly than in the past to remain competitive with
other employers, or seek to recruit in other low labor cost jurisdictions to keep our wage costs low. Compensation
increases may result in a material adverse effect on our financial performance.

Our business will suffer if we fail to anticipate and develop new services and enhance existing services in order to
keep pace with rapid changes in technology and the industries on which we focus.
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     The IT services market is characterized by rapid technological change, evolving industry standards, changing
customer preferences and new product and service introductions. Our future success will depend on our ability to
anticipate these advances and develop new product and service offerings to meet customer needs and complement our
offerings of end-to-end IT services. For example, we have invested significant resources in research and development
efforts, such as in our enterprise business solution laboratory and grid computing laboratory, in order to continually
develop capabilities to provide new services to our customers. Should we fail to develop such capabilities on a timely
basis to keep pace with the rapidly changing IT market or if the services or technologies that we develop are not
successful in the marketplace, our business and profitability will suffer and it is unlikely that we would be able to
recover our research and development costs. Moreover, products, services or technologies that are developed by our
competitors may render our services non-competitive or obsolete.

Our revenues are highly dependent on customers primarily located in the United States and customers
concentrated in certain industries, and economic slowdowns or factors that affect the economic health of the
United States and our customers� industries may affect our business.

     In fiscal 2005, 2004 and 2003, approximately 68.3%, 73.3% and 73.2%, respectively, of our total revenues were
derived
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from the United States. For the same periods, we earned 29.2%, 32.0% and 33.0% of our IT revenues from the
manufacturing industry and 17.8%, 18.3% and 21.3%, of our IT revenues from the banking and finance industry
respectively. If the current economic recovery in the United States does not continue, our customers may reduce or
postpone their technology spending significantly, which may in turn lower the demand for our services and negatively
affect our revenues and profitability. Further, any significant decrease in the growth of the manufacturing or banking
and finance industries, or significant consolidation in these industries, or other industry segments on which we focus,
may reduce the demand for our services and negatively affect our revenues and profitability.

     Recently, some countries and organizations have expressed concerns about a perceived association between
offshore outsourcing and the loss of jobs. In the United States, in particular, there has been increasing political and
media attention on these issues following the growth of offshore outsourcing. Any changes in existing laws or the
enactment of new legislation restricting offshore outsourcing may adversely impact our ability to do business in the
United States, which is the largest market for our services. In the last two years, some U.S. states have proposed
legislation restricting government agencies from outsourcing their back office processes and IT solutions work to
companies outside the United States or have enacted laws that limit or discourage such outsourcing. Such laws restrict
our ability to do business with U.S. government- related entities. It is also possible that U.S. private sector companies
working with these governmental entities may be restricted from outsourcing projects related to government contracts
or may face disincentives if they outsource certain projects. Any of these events could adversely affect our revenues
and profitability.

We face intense competition in the IT services and BPO markets which could prevent us from attracting and
retaining customers and could reduce our revenues.

     The markets for IT services and BPO are rapidly evolving and highly competitive, and we expect that competition
will continue to intensify. We face competition in India and elsewhere from a number of companies, including:

� consulting firms such as Accenture, BearingPoint, Capgemini and Deloitte Consulting;

� divisions of large multinational technology firms such as Hewlett-Packard and IBM;

� IT outsourcing firms such as Computer Sciences Corporation, Electronic Data Systems and IBM Global
Services; and

� offshore IT services firms such as Infosys Technologies Limited, Tata Consultancy Services Limited and
Wipro Limited.

     We also compete with software firms such as Oracle and SAP, service groups of computer equipment companies,
in-house IT departments of large corporations, programming companies and temporary staffing firms. Nipuna,
through which we provide BPO services, faces competition from firms like Progeon Limited and Wipro BPO,
formerly known as Wipro Spectramind.

     In addition, we have agreed not to compete with Nipuna as part of the investor rights and securities subscription
agreements which we have entered into with Nipuna�s two other investors. Pursuant to these agreements, we and our
affiliates are restricted from engaging in activities that are or could directly or indirectly be competitive with the
business of Nipuna. Such activities include among others providing BPO, soliciting existing or prospective customers
of Nipuna to obtain the services offered by Nipuna from other service providers and investing in companies engaged
in the same or similar business as Nipuna. These non-compete restrictions apply until the investors redeem all of their
preference shares in Nipuna or their equity interest in Nipuna falls below 5% after an initial public offering. As a
consequence, we currently offer and plan to continue to offer BPO services only through Nipuna. We cannot assure
you that these non-compete restrictions will not adversely affect our ability to attract and retain customers in this
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competitive market or that they will not adversely affect our revenues. See �Business � BPO Services and Nipuna.�

     A significant part of our competitive advantage has historically been the cost advantage relative to service
providers in the United States and Europe. Since wage costs in this industry in India are presently increasing at a faster
rate than those in the United States and Europe, our ability to compete effectively will become increasingly dependent
on our reputation, the quality of our services and our expertise in specific markets. Many of our competitors have
significantly greater financial, technical and marketing resources and generate greater revenues than us, and we cannot
assure you that we will be able to compete successfully with such competitors and will not lose existing customers to
such competitors. We believe that our ability to compete also depends in part on a number of factors outside our
control, including the ability of our competitors to attract, train, motivate and retain highly skilled technical associates,
the price at which our competitors offer comparable services and the extent of our competitors� responsiveness to
customer needs.

Our revenues are highly dependent upon a small number of customers.

     We derive a significant portion of our revenues from a limited number of corporate customers. In fiscal 2005, 2004
and 2003, our largest customer together with its affiliates, accounted for 10.8%, 14.3% and 16.1%, respectively, of our
total revenues. In fiscal 2005, 2004 and 2003, our second largest customer accounted for 7.4%, 9.9% and 8.7%,
respectively, of our total revenues. In fiscal 2005, 2004 and 2003, our five largest customers accounted for 29.2%,
36.4% and 38.4%, respectively,
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of our total revenues. The volume of work performed for specific customers is likely to vary from year to year,
particularly since we are usually not the exclusive outside service provider for our customers.

     There are a number of factors other than our performance that could cause the loss of a customer and that may not
be predictable. In certain cases, we have significantly reduced the services provided to a customer when the customer
either changed its outsourcing strategy by moving more work in-house or replaced its existing software with packaged
software supported by the licensor. Some customers could also potentially develop competing offshore IT centers in
India and as a result, work that may otherwise be outsourced to us may instead be performed in-house. Reduced
technology spending in response to a challenging economic or competitive environment may also result in lower
revenues or loss of a customer. If we lose one of our major customers or one of our major customers significantly
reduces its volume of business with us, our revenues and profitability could be reduced.

Our fixed-price contracts expose us to additional risks, many of which are beyond our control, which may reduce
the profitability of these contracts.

     As a core element of our business strategy, we offer a portion of our services on a fixed-price basis, along-with a
time-and-materials basis. In fiscal 2005, 2004 and 2003, we derived 34.2%, 31.7% and 27.5%, respectively, of our IT
services revenues from fixed-price contracts. Although we use our software engineering processes and past project
experience to reduce the risks associated with estimating, planning and performing fixed-price projects, we bear the
risk of cost overruns, completion delays and wage inflation in connection with these projects. We may also have to
pay damages to our customers for completion delays. Many of these project risks may be beyond our control. Our
failure to accurately estimate the resources and time required for a project, future wage inflation and currency
exchange rates, or our failure to complete our contractual obligations within the time frame committed could reduce
the profitability of our fixed-price contracts.

Our customers may terminate projects before completion or choose not to renew contracts, many of which are
terminable at will, which could adversely affect our profitability.

     Our contracts with customers do not commit our customers to provide us with a specific volume of business and
can typically be terminated by our customers with or without cause, with little or no advance notice and without
penalty. Any failure to meet a customer�s expectations could result in a cancellation or non-renewal of a contract.
Additionally, our contracts with customers are typically limited to a specific project and not any future work. A
number of our multi-year contracts are due for renewal in the coming fiscal year, and we cannot assure you that our
customers will choose to renew such contracts for a similar or longer duration, on terms as favorable as their current
terms or at all. Other than our performance, there are also a number of factors not within our control that could cause
the loss of a customer. Our customers may demand price reductions, change their outsourcing strategy by moving
more work in-house or to one of our competitors, or replace their existing software with packaged software supported
by licensors, any of which could reduce our revenue and profitability.

A number of our customer contracts are conditioned upon our performance, which, if unsatisfactory, could result
in less revenues than previously anticipated.

     We are considering the viability of introducing performance-based or variable-pricing contracts. Should we
increase our use of value-based pricing terms, it will become more difficult for us to predict the revenues we will
receive from our customer contracts, as such contracts would likely contain a higher number of contingent terms for
payment of our fees by our customers. Our failure to meet contract goals or a customer�s expectations in such
performance-based contracts may result in lower revenues, and a less profitable or an unprofitable engagement.
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Some of our multi-year customer contracts contain certain provisions which, if triggered, could result in lower
future revenues and profitability under the contract.

     Some of our multi-year customer contracts contain benchmarking provisions, most favored customer clause and/or
provisions restricting personnel from working on projects of our customers� competitors. Benchmarking provisions
allow a customer in certain circumstances to request a benchmark study prepared by an agreed upon third-party
comparing our pricing, performance and efficiency gains for delivered contract services with that of an agreed list of
other service providers for comparable services. Based on the results of the benchmarking study and depending on the
reasons for any unfavorable variance, we may be required to make improvements in the services we provide or to
reduce the pricing for services to be performed under the balance term of the contract, which may result in lower
future revenues and profitability under the contract.

     Most favored customer clauses generally provide that if, during the term of the contract, we were to offer similar
services to any other customers on terms and conditions more favorable than those provided in such contract, we
would be obligated to offer equally favorable terms and conditions to the customer. As pricing pressures increase,
some customers may demand price reductions or other pricing incentives. Any pricing reduction agreed to in a
subsequent contract may require us to offer equally favorable terms to other customers with whom we have a most
favored contract under the remaining term of contracts with those customers which may result in lower future
revenues and profitability.
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     A number of our customer contracts provide that, during the term of the contract and for a certain period thereafter
ranging from six to twelve months, we may not provide similar services to any of their competitors using the same
personnel. This restriction may hamper our ability to compete for and provide services to customers in the same
industry, which may result in lower future revenues and profitability.

We may be unable to attract skilled professionals in the competitive labor market.

     Our ability to execute projects and to obtain new customers depends largely on our ability to attract, train, motivate
and retain highly skilled technical associates, particularly project managers, project leaders and other senior technical
personnel. We believe that there is significant competition for technical associates who possess the skills needed to
perform the services that we offer. An inability to hire and retain additional qualified personnel will impair our ability
to bid for or obtain new projects and to continue to expand our business. Also, we cannot assure you that we will be
able to assimilate and manage new technical associates effectively. In fiscal 2005, 2004 and 2003, we experienced
associate attrition in the IT services segment at a rate of 16.5%, 17.5% and 15.6%, respectively. Any increase in our
attrition rates, particularly the attrition rate of experienced software engineers, project managers and project leaders,
could harm our growth strategy. We cannot assure you that we will be successful in recruiting and retaining a
sufficient number of replacement technical associates with the requisite skills to replace those technical associates
who leave. Further, we cannot assure you that we will be able to redeploy and retrain our technical associates to keep
pace with continuing changes in evolving technologies and changing customer preferences. Should we be unable to
successfully recruit, retain, redeploy or retrain our technical associates, we may become less attractive to potential
customers and may fail to satisfy the demands of existing customers, which would result in a decrease in revenues and
profitability.

We dedicate significant resources to develop international operations which may be more difficult to manage and
operate.

     In addition to our offshore IT centers in India, we have established IT centers in Australia, Canada, China,
Hungary, Japan, Malaysia, Singapore, United Arab Emirates, United Kingdom and United States and plan to open
additional international facilities. Because of our limited experience in managing and operating facilities outside of
India, we are subject to additional risks related to our international expansion strategy, including risks related to
complying with a wide variety of national and local laws, restrictions on the import and export of certain technologies
and multiple and possibly overlapping tax structures. In addition, we may face competition in other countries from
companies that may have more experience with local conditions or with international operations generally. We may
also face difficulties integrating new facilities in different countries into our existing operations, as well as integrating
employees that we hire in different countries into our existing corporate culture.

We are investing substantial cash assets in new facilities and physical infrastructure and our profitability could be
reduced if our business does not grow proportionately.

     As of March 31, 2005 we had contractual commitments of approximately $8.8 million for capital expenditures, and
we estimate spending a further $50 million until March 2006. We may encounter cost overruns or project delays in
connection with new facilities. These expansions will significantly increase our fixed costs. If we are unable to grow
our business and revenues proportionately, our profitability will be reduced.

Restrictions on immigration may affect our ability to compete for and provide services to customers in the United
States and in other countries, which could hamper our growth and cause our revenues to decline.

     The vast majority of our employees are Indian nationals. Most of our projects require a portion of the work to be
completed at the customer�s location which is typically outside India. The ability of our associates to work in the
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United States, Europe and in other countries outside India depends on the ability to obtain the necessary visas and
work permits. As of March 31, 2005, the majority of our associates located outside India were in the United States and
held either H-1B visas, allowing the employee to remain in the United States during the term of the work permit and
work as long as he or she remains an employee of the sponsoring firm, or L-1 visas, allowing the employee to stay in
the United States only temporarily. Although there is no limit to new L-1 visas, there is a limit to the aggregate
number of new H-1B visas that the U.S. Citizenship and Immigration Services, or CIS, may approve in any
government fiscal year. In 2000, the United States temporarily increased the annual limit for H-1B visas to 195,000;
however, this increase expired in 2003 and the limit was returned to 65,000 annually. Further, in response to the
terrorist attacks in the United States, the CIS has increased its level of scrutiny in granting new visas. This may, in the
future, also lead to limits on the number of L-1 visas granted. For example, the recent 2005 Appropriations Bill further
precludes foreign companies from obtaining L-1 visas for employees with specialized knowledge: (1) if such
employees will be stationed primarily at the worksite of another company in the U.S. and the employee will not be
controlled and supervised by his employer, or (2) if the placement is essentially an arrangement to provide labor for
hire rather than in connection with the employee�s specialized knowledge. Immigration laws in the United States may
also require us to meet certain levels of compensation and to comply with other legal requirements including labor
certifications as a condition to obtaining or maintaining work visas for our associates working in the United States.
The CIS announced on October 1, 2004 that it had received on the first day of the new government fiscal year
sufficient applications to fill up all 65,000 visas that were available for the year. In November 2004, the United States
Congress passed a measure that would increase the number of available H-1B visas for 2004 to 85,000. This
legislation, when effective, is expected to increase the H1-B visa quota by approximately 20,000
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visas but these visas would only be available to skilled workers who possess a Master�s or higher degree from
educational institutions in the United States. The increase is expected to be fully utilized and may not be extended to
future years.

     Immigration laws in the United States and in other countries are subject to legislative change, as well as to
variations in standards of application and enforcement due to political forces and economic conditions. It is difficult to
predict the political and economic events that could affect immigration laws, or the restrictive impact they could have
on obtaining or monitoring work visas for our employees. Our reliance on work visas for a significant number of
employees makes us particularly vulnerable to such changes and variations as it affects our ability to staff projects
with associates who are not citizens of the country where the work is to be performed. As a result, we may not be able
to obtain a sufficient number of visas for our employees or may encounter delays or additional costs in obtaining or
maintaining the condition of such visas.

We may engage in acquisitions, strategic investments, strategic partnerships or alliances or other ventures that may
or may not be successful.

     We may acquire or make strategic investments in complementary businesses, technologies, services or products, or
enter into strategic partnerships or alliances with third parties in order to enhance our business. For example, we have
recently announced a proposed strategic acquisition of Citisoft, plc. (see �Item 4. Information on the Company �
Business Overview�). It is possible that we may not be able to identify suitable acquisitions targets and candidates for
strategic investments or partnerships, or if we do identify such targets or candidates, we may not be able to complete
those transactions on terms commercially acceptable to us, or at all. The inability to identify suitable acquisition
targets or investments or the inability to complete such transactions may affect our competitiveness and our growth
prospects.

     If we acquire a company, we could have difficulty in assimilating that company�s personnel, operations, technology
and software. In addition, the key personnel of the acquired company may decide not to work for us. In some cases,
we could have difficulty in integrating the acquired products, services or technologies into our operations. These
difficulties could disrupt our ongoing business, distract our management and employees and increase our expenses.

     Other than the proposed Citisoft plc acquisition referred to above, as of the date of this document, we have no
agreements or understanding to enter into any material acquisition, investment, partnership, joint venture or alliance.

     We may make strategic investments in early-stage technology start-up companies in order to gain experience in or
exploit niche technologies. However, our investments may not be successful. The lack of profitability of any of our
investments could have a material adverse effect on our operating results.

System failure could disrupt our business.

     To deliver our services to our customers, we must maintain a high speed network of satellite, fiber optic and land
lines and an active voice and data communications 24 hours a day between our main offices in Hyderabad, our other
IT centers in India and globally and the offices of our customers worldwide. Any systems failure or a significant lapse
in our ability to transmit voice and data through satellite and telephone communications could result in lost customers
and curtailed operations which would reduce our revenue and profitability.

We may be liable to our customers for damages caused by disclosure of confidential information or system failure.

     We are often required to collect and store sensitive or confidential customer and consumer data. Many of our
customer agreements do not limit our potential liability for breaches of confidentiality. If any person, including any of
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our employees, penetrates our network security or misappropriates sensitive data, we could be subject to significant
liability from our customers or from our customers� clients for breaching contractual confidentiality provisions or
privacy laws. Unauthorized disclosure of sensitive or confidential customer and consumer data, whether through
breach of our computer systems, system failure or otherwise, could damage our reputation and cause us to lose
customers. Many of our contracts involve projects that are critical to the operations of our customers� businesses and
provide benefits which may be difficult to quantify. Any failure in a customer�s system or breaches of security could
result in a claim for substantial damages against us, regardless of our alleged responsibility for such failure. Generally,
we attempt to limit our contractual liability for consequential damages in rendering our services, however these
limitations on liability may be unenforceable in some cases, or may be insufficient to protect us from liability for
damages. In respect of some of our contracts, we sub-contract a part of the work to certain sub-contractors. We are
liable to our customers for any breach or non-performance by our sub-contractors under the sub-contracts. We
maintain general liability insurance coverage, including coverage for errors and omissions, however this coverage may
not continue to be available on reasonable terms and may be unavailable in sufficient amounts to cover one or more
large claims. Further, an insurer might disclaim coverage as to any future claim. A successful assertion of one or more
large claims against us that exceeds our available insurance coverage or results in changes in our insurance policies,
including premium increases or the imposition of a large deductible or co-insurance requirement, could adversely
affect our operating results and profitability.
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Our success depends in large part upon our management team and key personnel and our ability to attract and
retain them.

     We are highly dependent on the senior members of our management team. Our future performance will be affected
by any disruptions in the continued service of these persons. We do not maintain key man life insurance for any of the
senior members of our management team or other key personnel, except for our chief executive officer. Competition
for senior management in our industry is intense, and we may not be able to retain such senior management personnel
or attract and retain new senior management personnel in the future. The loss of any member of our senior
management team or other key personnel may have a material adverse effect on our business, results of operations and
financial condition.

Our insiders are significant shareholders, are able to control the election of our board and may have interests
which conflict with those of our shareholders or holders of our ADSs.

     Our executive officers and directors, together with members of their immediate families, beneficially owned, in the
aggregate approximately 9.4% of our outstanding equity shares as of March 31, 2005. As a result, acting together, this
group has the ability to exercise significant control over most matters requiring our shareholders� approval, including
the election and removal of directors and significant corporate transactions. These insider shareholders may exercise
control even if they are opposed by our other shareholders. Without the consent of these insider shareholders, we
could be delayed or prevented from entering into transactions (including the acquisition of our company by third
parties) that may be viewed as beneficial to the Company and all of the shareholders.

Our financial results are impacted by the financial results of entities that we do not control.

     As of March 31, 2005, we have a significant, non-controlling interests in Sify, Satyam Venture Engineering
Services Private Limited, or Satyam Venture, and CA Satyam ASP Private Limited, or CA Satyam, that are accounted
for under U.S. GAAP using the equity method of accounting. Under this method, we are obligated to report as �Equity
in earnings (losses) of associated companies, net of taxes� a pro-rata portion of the financial results of any such
company in our statement of operations even though we do not control such company but have the ability to exercise
certain influence over their operating and financial policies. Thus, our reported results of operations can be
significantly higher or lower depending on the results of Sify, Satyam Venture and CA Satyam or other companies in
which we may make similar investments even though we may have only a limited ability to influence their activities.
We may also be required to record additional impairment charges in their carrying value if we deem the investment to
be impaired due to adverse events, many of which are outside of our control, on their business, results of operations
and financial condition in future periods. Currently, we make estimates in the preparation of financial statements
including the utility of goodwill. Changes in such estimates resulting from events, many of which are outside of our
control, may result in the impairment of goodwill which would negatively impact our net income under U.S. GAAP.
Such impact on net income may result in a reduction of the market value of our shares. Our financial statements do
not reflect any amortization of goodwill in fiscal 2005, 2004, and 2003, respectively.

The value of our interest in Sify and our subsidiaries may decline.

     As of March 31, 2005, we held 11,182,600 equity shares of Sify, representing 31.6% of its outstanding shares.
Sify�s ADSs are listed for trading on the Nasdaq National Market under the symbol �SIFY�; however, we do not know
whether Sify will be able to retain this listing in the future. The market price of Sify�s ADSs has been highly volatile,
ranging from a high of $452 per ADS to a low of $0.88 per ADS from its initial public offering in October 1999
through March 31, 2005, and may continue to fluctuate widely. Any decline in the market price of Sify�s ADSs is
likely to cause the value of the equity shares of Sify which we hold to decline. We hold our interest in Sify in the form
of equity shares for which there is no market and our ability to convert these equity shares into ADSs is restricted.
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Under a shareholders� agreement to which we are a party, mergers, acquisitions and sales of substantially all the assets
of Sify require the approval of two other Sify shareholders, Softbank Asia Infrastructure Fund, or SAIF, and
VentureTech Solutions Private Ltd., or VentureTech. Sify has not been profitable since its incorporation and may
continue to incur significant losses and negative cash flows in the future. In addition, our Nipuna subsidiary has
experienced losses during each year since its inception and it is likely that it will continue to experience such losses in
the future.

Stock- based compensation expenses may significantly reduce our net income under U.S. GAAP.

     Although Satyam has suspended, except in certain cases, all new grants of stock options as of October 1, 2004, our
reported income under U.S. GAAP has been and will continue to be affected by the grant of warrants or options under
our various employee benefit plans. Under the terms of our existing plans, some of which have outstanding
obligations to grant options in future, employees are typically granted warrants or options to purchase equity shares at
a substantial discount to the current market value. These grants require us to record non-cash compensation expenses
under currently applicable U.S. GAAP, amortized over the vesting period of the warrants or options. Depending on
the market value or fair value of our equity shares on the dates the outstanding grants were made and future grants are
made, amortization of deferred stock-based compensation may contribute to reducing our operating income and net
income under U.S. GAAP. Our subsidiaries and associated companies also have stock option schemes which have and
will continue to generate stock-based compensation expenses and have and will reduce our operating income and net
income.
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Our earnings will be adversely affected once we change our accounting policies with respect to the expensing of
stock options.

     Currently we account for share-based compensation transactions using the intrinsic value method as prescribed by
Accounting Principles Board, or APB, Opinion No. 25, Accounting for Stock Issued to Employees, and have adopted
the pro forma disclosure provisions of the Statement of Financial Accounting Standard, or SFAS No. 123, Accounting
for Stock-Based Compensation. On December 16, 2004, the FASB issued FAS 123R, Share-Based Payment, an
amendment of FASB Statements No. 123 and 95, which requires that such transactions be accounted for using a
fair-value-based method and recognized as expenses in our consolidated statement of operations. As of the required
effective date, the standard requires that the modified prospective method be used, which requires that the fair value of
new awards granted from the beginning of the year of adoption (plus unvested awards at the date of adoption) be
expensed over the vesting period. In addition, the statement encourages the use of the �binomial� approach to value
stock options, which differs from the Black-Scholes option pricing model that we currently use in the footnotes to our
consolidated financial statements. Many companies have or are in the process of changing their accounting policies to
expense the fair value of stock options. This change in the accounting policy with respect to the treatment of employee
stock option grants will adversely affect our earnings and will have a significant impact on our consolidated statement
of operations as we will be required to expense the fair value of our stock option grants rather than expensing the
intrinsic value of stock options as is our current practice. FAS 123R will be applicable to Satyam for annual periods
beginning after June 15, 2005 and currently we have not determined which transition method we will use and have not
estimated the likely impact that FAS 123R will have on our results of operations.

Compliance with new and changing corporate governance and public disclosure requirements adds uncertainty to
our compliance policies and increases our costs of compliance.

     Changing laws, regulations and standards relating to accounting, corporate governance and public disclosure,
including the Sarbanes-Oxley Act of 2002, new U.S. Securities and Exchange Commission, or SEC, regulations, the
NYSE, rules, Securities and Exchange Board of India, or SEBI, rules, and Indian stock market listing regulations are
creating uncertainty for companies like ours. These new or changed laws, regulations and standards may lack
specificity and are subject to varying interpretations. Their application in practice may evolve over time, as new
guidance is provided by regulatory and governing bodies. This could result in continuing uncertainty regarding
compliance matters and higher costs of compliance as a result of ongoing revisions to such corporate governance
standards.

     In particular, our efforts to comply with Section 404 of the Sarbanes-Oxley Act of 2002 and the related regulations
regarding our required assessment of our internal controls over financial reporting and our external auditors� audit of
that assessment requires the commitment of significant financial and managerial resources. We consistently assess the
adequacy of our internal controls over financial reporting, remediate any control deficiencies that may be identified,
and validate through testing that our controls are functioning as documented. While we do not anticipate any material
weaknesses or significant deficiencies, our independent auditors may be unable to issue unqualified attestation reports
on management�s assessment on the operating effectiveness of our internal controls over financial reporting.

     Additionally, under revised corporate governance standards adopted by The Stock Exchange, Mumbai, or the BSE,
and The National Stock Exchange of India Limited, or the NSE, which we collectively refer to as the Indian Stock
Exchanges, we must comply with additional standards by December 31, 2005. These standards include a certification
by our chief executive officer and chief financial officer that they have evaluated the effectiveness of our internal
control systems and that they have disclosed to our auditors and our audit committee any deficiencies in the design or
operation of our internal controls of which they may become aware, as well as any steps taken or proposed to resolve
the deficiencies.
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     We are committed to maintaining high standards of corporate governance and public disclosure, and our efforts to
comply with evolving laws, regulations and standards in this regard have resulted in, and are likely to continue to
result in, increased general and administrative expenses and a diversion of management time and attention from
revenue-generating activities to compliance activities. In addition, the new laws, regulations and standards regarding
corporate governance may make it more difficult for us to obtain director and officer liability insurance. Further, our
board members, chief executive officer and chief financial officer could face an increased risk of personal liability in
connection with their performance of duties. As a result, we may face difficulties attracting and retaining qualified
board members and executive officers, which could harm our business. If we fail to comply with new or changed
laws, regulations or standards of corporate governance, our business and reputation may be harmed.

As a foreign private issuer, we are subject to different U.S. securities laws and rules than a domestic issuer, which
may, among other things, limit the information available to holders of our securities.

     As a foreign private issuer, we are subject to requirements under the Securities Act of 1933, as amended, or
Securities Act, and the Securities Exchange Act of 1934, as amended, or Exchange Act, which are different from the
requirements applicable to domestic U.S. issuers. For example, our officers, directors and principal shareholders are
exempt from the reporting and �short-swing� profit recovery provisions of Section 16 of the Exchange Act and the rules
thereunder with respect to their purchases and
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