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Megasoft Limited

Letter to Shareholders

It gives us great pleasure to present to you the excellent performance and turn-around of your
Company over the last twelve months. Entrepreneurial Spirit & Innovation, the two corner stones of
Megasoft's continuing growth and success have enabled us to achieve a good financial performance in
2005. Our aim of achieving higher profitability by moving towards more and more domain centric &
IPR led revenues has started yielding results with 116% growth in EBITDA, jumping from 15% in 2004
to 23% in 2005 with Telecom leading the way and contributing close to 58% of the overall segmental
profits of the Company. Launch of new Products & Services and new clients in telecom has set a great
foundation for the coming years and the future looks even more promising.

In the telecom sector, your Company has come out with a path breaking and revolutionary Platform
the XIUS VOISE (Virtual Operator Integrated Services Engine) that marks a paradigm shift in the
telecommunication technology and service delivery. The Platform has already met with considerable
success globally and the demand for the same is very encouraging. With the telecom industry witnessing
a robust growth in demand world wide and increasing acceptance of Products & Services from Specialist
OSS Vendors like us, the coming year should see a sharp growth in high margin Telecom revenues. Your
Company has stepped up its marketing and sales efforts into mature & developed markets with
special focus on North American and European markets. The acquisition of BEAM AG, Germany in
September 2005, should further boost the Company's sales efforts in continental Europe

The Company is continuing with strong R&D focus and has sharply expanded its manpower and
expenditure in telecom R&D and plans to invent, develop & launch many new technologies and cutting
edge applications in the fast growing Convergent OSS infrastructure & Inter-operability segments in
the coming months and years.

Your Company has made some strategic moves in the Life Sciences Practice, with a new look sales
team in USA and re-aligning of its products & services portfolio. The team has plans for aggressive
growth starting this year and the management is confident of showing robust performance improvement
in this fledgling area.

Stability of the Management Team and low attrition levels has been another hall mark of your Company
in 2005, as it continues to add new team members at all levels in India and its overseas offices.
Today's Megasoft is a multi-cultural melting pot and is fast becoming a truly transnational company,
with a global work force. We will continue to strive to implement strong HR practices with an aim to
become one of the most preferred employers globally in our field of operations.

With revenues at Rs 1154 million and net profit of Rs 201 million the Company has had a great growth
year in 2005 and this has led to a favourable impact on the valuation of your Company and our stock
prices have increased significantly over the last 12 months.

We take this opportunity to once again thank the Shareholders for the continued faith and support in
your Company.

Ravindra Sannareddy
Chairman

GV Kumar
Managing Director

Chennai
22 February 2006
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Directors’ Report

To the Members
Your Directors are pleased to present their report on the business and operations of your Company for the financial year
ended 31 December 2005

Financial Results
Rs million

Particulars
2005 2004

Consolidated

2005 2004

Standalone

Revenues
Total Expenditure
Operating Profit (EBIDTA)
Finance Cost
Depreciation & Amortisation
Operating Profit
Other Income / (Expenses)
Provision / write-off of Inventories & Debtors
Profit / (loss) before tax
Less: Taxes
Profit / (loss) after tax
Less: Prior period adjustments
Less: Provision for diminution in value of investments
Less: Minority Interest profit / (loss)
Balance brought forward
Less: Amalgamation adjustments
Profit / (loss) available for appropriations
Appropriations:
Proposed dividend on Preference Shares
Dividend distribution tax
Balance carried to Balance Sheet

553.05
324.13
228.92
10.36
35.40

183.16
(0.56)

—
182.60

4.00
178.60

—
0.06

—
(103.27)

—
75.27

7.50
1.05

66.72

288.30
201.00
87.30
10.73
45.39
31.18
(4.63)

(98.87)
(72.32)
(3.00)

(69.32)
4.32

—
—

35.20
64.83

(103.27)

—
—

(103.27)

1154.26
883.17
271.09
19.88
44.83

206.38
2.43

—
208.81

7.65
201.16

—
—

0.08
(99.88)

—
101.20

7.50
1.05

92.65

849.15
723.45
125.70
16.95
47.11
61.64
1.77

(128.03)
(64.62)
(0.37)

(64.25)
4.32

—
—

33.52
64.83

(99.88)

—
—

(99.88)

The consolidated financial statements include financial results of your Company's subsidiaries of which the latest to
become a subsidiary being beam AG, Germany w.e.f. 1 October 2005. Hence, the above consolidated financial results
are not strictly comparable.

Overview
During the current financial year, your Company made a strategic transition from being a mid-sized generic software
services provider into a domain led IP driven Product Development company. Your Company has identified Telecom and
Life Sciences as thrust areas for building strong foundation given their strong management and delivery capabilities in
these industry domains. During the year your Company also acquired 64% stake in a German IT Services Company beam
AG, Germany (“Beam”). This acquisition gives your Company a strategic base for the expansion of its operations in
Europe. Your company has also entered new geographies and the overall overseas revenues have gone up from Rs 754.23
million in 2004 to Rs 981.09 million in 2005, a growth of 30%.

Your Company during the financial year ended 31 December 2005 recorded consolidated revenues of Rs 1154.26 million
compared to Rs 849.15 million for the financial year ended 31st December 2004, registering a growth of 36%. The
Operating Profit at Rs 206.38 million as against Rs 61.64 million in the previous year, represented a growth of 235%.

Dividend
Your Directors recommend dividend at the stipulated rate on the 10% Cumulative Redeemable Preference Share on
pro-rata basis for the financial year ended 31 December 2005. However, your Directors do not recommend any dividend
on the equity shares for the year keeping in view the growth and expansion plans.
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In order to give effect to the above, the Authorised Share Capital of the Company was increased from Rs 300 million to
Rs 400 million, by including Preference Share Capital of Rs 100 million at the Extra-ordinary General Meeting held on
3 February 2005. Your Company raised an amount of Rs 93.5 million through this preferential issue, and utilised the same
in the manner following:

Directors’ Report

Repayment of debt
Business development / infrastructure / Working capital
Total

Rs million

FCCB Issue
During the year, your Company issued 8,000 1.5% Unsecured Foreign Currency Convertible Bonds (“FCCB”) of US$ 1,000
each aggregating to US$ 8 million by way of public issue outside India. These FCCB were issued on 16 September 2005 and
were listed on Luxembourg Stock Exchange on 22 September 2005, subsequent to the approval of the Shareholders at the
Extra-ordinary General Meeting held on 26 August 2005. The FCCB issue proceeds were utilised in the manner following:

Strategic Investments in Subsidiary Companies (MCI & Beam)
Loan to subsidiary companies (MCI & Beam)
Capital Expenditure
FCCB issue expenses
Sub-Total
Balance in short term deposit accounts with Banks overseas
Total

US$  000s

In order to give effect to the above, the Authorised Share Capital of the Company was increased from Rs 400 million to
Rs 500 million divided into Rs 400 million of Equity Share Capital and Rs 100 million of Preference Share Capital at the
Extra-ordinary General Meeting held on 26 August 2005.

On 23 January 2006 your Company converted FCCB aggregating to US$ 2 million into 776,869 Equity Shares of Rs 10 each
at Rs 115 per share (including premium of Rs 105 each) on exercise of conversion option. Consequent to this, your
Company’s paid-up Equity Share Capital stands increased to Rs 262.25 million constituting 26,225,269 Equity Shares of
Rs 10 each fully paid up.

Strategic Investments
Your Company acquired a 64% stake in beam AG, Germany (“Beam”) by investing € 252,992 and Beam has become a
subsidiary w.e.f. 1 October 2005. Further your Company has provided an interest bearing refundable loan of € 200,730 for
meeting their working capital requirements. Founded in 1992 in Ulm, Germany, Beam provides high-quality consulting
and project management services for automotive, telecommunication and production industries.  The acquisition gives
Megasoft a base for the expansion of its operations in Europe.

During the year, your Company infused additional funds by way of share capital of US$ 3 million in its wholly-owned
subsidiary, Megasoft Consultants, Inc., USA (“MCI”) for expanding the business in the United States. Your Company also
provided an interest-free refundable loan of US$ 300,000 to its wholly owned subsidiary at US to part finance the
repayment of the foreign currency loan obtained by the subsidiary company from State Bank of Mauritius.

3307
539
108
338

4292
3708
8000

47.5
46.0
93.5

Preferential issue of securities
Your Company issued the following securities in accordance with the SEBI (Disclosure and Investor Protection) Guidelines,
2000 on 28 February 2005, subsequent to the approval of the Shareholders at the Extra-ordinary General Meeting held on
3 February 2005:
(i) 900,000 10% Convertible Redeemable Preference Shares (“CRPS”) of Rs 100 each wherein each CRPS is convertible

into two Equity Shares of Rs 10 each at a price of Rs 50 per share (including premium of Rs 40 per share) within a
period of twelve months from the date of issue of securities to Non-Promoters.

(ii) 700,000 Equity Warrants of Rs 50 each to a Promoter Director (amount received Rs 3.5 million, being 10% of the
face value of warrants), where each Equity Warrant is convertible into one Equity Share of Rs 10 each at a price
of Rs 50 per share (including premium of Rs 40 per share) within a period of eighteen months from the date of
issue of securities.

Megasoft Limited
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Future outlook
A detailed discussion on the performance of the Company, industry structure, threats, opportunities, risks, future outlook
and strategy have been given separately in the Management Discussion and Analysis (MDA) section which forms part of
this Annual Report.

Subsidiary Companies
Your Company has been exempted by the Ministry of Company Affairs (“MCA”) vide its letter No.47/281/2005-CL-III dated
16 January 2006 from attaching the Balance Sheet, Profit and Loss Account, Directors’ Report and Auditor’s Report of its
subsidiary companies in the Annual Report for the financial year ended 31 December 2005. As advised by the MCA,
information in aggregate for each subsidiary has been disclosed in the Annual Report. Accordingly, the Annual Report of
your Company does not contain the financial statements of the subsidiary companies, but contains the Audited Consolidated
Financial Statements of the Company and its subsidiary companies, in accordance with the Accounting Standards on
Consolidated Financial Statements (AS-21) issued by the Institute of Chartered Accountants of India.

However, the annual accounts of the Subsidiary Companies will be made available to the holding and the subsidiary
companies’ investors seeking such information at any point of time. Annual accounts of the subsidiary companies will also
be kept for inspection during the business hours at the Registered Office of the Company and that of the Subsidiary
Company concerned.

During the year, your Company initiated the process for closure of Megasoft (HK) Limited, a wholly owned subsidiary at
Hong Kong, wherein there were no operations during the last two years.

Employees Stock Option Plan 2001
Pursuant to the approval of the shareholders at the Second Annual General Meeting held on 26 July 2001, your Company
had instituted a stock option Plan for all eligible employees of the Company and its subsidiary companies. The Plan is
administered by the Compensation Committee of the Board and provide for issuance of 1,065,050 equity shares. In
accordance with the SEBI (Employee Stock Option Scheme and Employee Stock Purchase Scheme) Guidelines, 1999
additional disclosures were made in the Notice to the Fifth Annual General Meeting held on 10 June 2005. The details of
the options granted under this Plan are given below:

Options issued / granted on 8 November 2002
Number of options lapsed till 31 December 2004
Options outstanding as on 1 January 2005
Number of Options granted
The pricing formula
Number of options vested
Number of options exercised
Number of options lapsed
Variations of terms of options
Money realised by exercise of options
Total number of options in force
Employee-wise details of options granted to:

Senior Managerial Personnel
Employees holding 5% or more of the total number of options granted
Employees who were issued shares equal to or exceeding 1% of the issued capital

Earnings per share (diluted) (Rs)

269,800
200,200
69,600

Nil
Market price

69,600
Nil
Nil
Nil
Nil

69,600

Nil
Nil
Nil

6.17

Note: Since Company has not granted any Options under ESOP 2001, after amendment to SEBI (Employee Stock Option
Scheme and Employee Stock Purchase Scheme) Guidelines, 1999 w.e.f. 30 June 2003, disclosures as required under
sub-clause (l), (m) and (n) of regulations 12.1 of the aforesaid Guidelines are not applicable.

Your Company cancelled the unissued options of 795,250 under this Plan consequent to the amendments to the SEBI
(Employee Stock Option Scheme and Employee Stock Purchase Scheme) Guidelines, 1999, on 30 June 2003 and
22 July 2004, with due approval of the shareholders at the Fourth Annual General Meeting held on 18 June 2004.

Annual Report 2005
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Options outstanding as on 1 January 2005
Number of options lapsed
Options outstanding as on 31 December 2005
Exercise price
Number of options vested
Number of options exercised
Variations of terms of options:

Equivalent Options outstanding as on 31 December 2005 in the ratio of 2:5
Effective exercise price for the above underlying equivalent equity share (Rs)
Revised exercise price for each underlying equity share (Rs)

Money realised by exercise of options
Employee-wise details of options granted to:

Senior Managerial Personnel
Employees holding 5% or more of the total number of options granted during the period

Mr GV Kumar
Employees who were issued shares equal to or exceeding 1% of the issued capital

Mr GV Kumar
Earnings per share (diluted) (Rs)

Scheme 4

Note: Since the options were granted vide the above referred schemes to the employees of XIUS India Limited (transferor
company), as an unlisted company, prior to the amalgamation, the disclosures as required under sub-clause (l), (m) and
(n) of regulations 12.1 of SEBI (Employee Stock Option Scheme and Employee Stock Purchase Scheme) Guidelines, 1999,
amended w.e.f. 30 June 2003, are not applicable.

Associates Stock Option Plan 2004
The Shareholders of the Company at the Fourth Annual General Meeting held on 18 June 2004 approved an Associates
Stock Option Plan (“ASOP”) which was duly modified at the Fifth Annual General Meeting held on 10 June 2005. The Plan
provides for grant of options for 755,000 equity shares to the employees of the Company and its subsidiary companies.
The Plan is administered by a Compensation Committee of the Board. Under this Plan, options may be issued at an
exercise price with a maximum discount of 25% to the market price on the date of grant of the shares, i.e. the closing
price of the Company's shares on the stock exchange with the highest trading volume on a given date and in case shares
were not traded on that day, the closing price on the previous trading day. Your Company has not issued any options under
this Plan as on date.

Quality
Having achieved significant milestones in its Quality Processes over the past years, including SEI CMM Level 4 accreditation,
your Company is now focusing on instituting the Quality Measures required for successful R&D and Product Development.
This re-orientation is required since Product Development presents with a different set of challenges as compared to
Software Services. Your Company is putting in place methods and check-points to ensure Quality processes are adhered
to during every stage of Product Development. As always your Company views Quality not just as an additional pillar of
strength but as the foundation on which all its efforts are built.

Corporate Governance
In accordance with clause 49 of the Listing Agreement with the Stock Exchanges, a separate report on Corporate Governance
and Management Discussions & Analysis together with a certificate from the Company's Auditors are provided as part of
this Annual Report.

Scheme 3Scheme 2Scheme 1

Employees Stock Option Plan (XIUS)
Pursuant to the approval of the Scheme of Amalgamation of XIUS India Limited (“XIUS”), with the Company by the Courts,
the Employees Stock Option Plans existing in XIUS was replaced with a Stock Option Plan of the Company on similar terms
of the Plans in XIUS. In accordance with the Scheme of Amalgamation each option holder in XIUS is entitled for equity
shares in the Company in the ratio of 2:5. In accordance with the SEBI (Employee Stock Option Scheme and Employee
Stock Purchase Scheme) Guidelines, 1999 disclosures were made in the Notice to the Fifth Annual General Meeting held
on 10 June 2005.

9,500
Nil

9,500
10.00
9,500

Nil

23,750
4

10
Nil

Nil

Nil

Nil
6.17

63,000
61,650
1,250
17.50

Nil
Nil

3,125
7

10
Nil

Nil

Nil

Nil
6.17

28,500
3,000

25,500
17.50

Nil
Nil

63,750
7

10
Nil

Nil

Nil

Nil
6.17

531,250
Nil

531,250
25.00

531,250
Nil

1,328,125
10
10
Nil

531,250

531,250

531,250
6.17

Megasoft Limited
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Disclosure as per the Companies (Disclosure of Particulars in the Report of Board of Directors) Rules, 1988
In terms of Section 217(1)(e) of the Companies Act, 1956 read with the Companies (Disclosure of Particulars in the Report
of Board of Directors) Rules, 1988, your Directors furnish the required details below
(a) Conservation of Energy: The nature of the Company’s operations requires a very low level of energy consumption.
(b) Research and Development (R&D): The Company is actively engaged in the research and development of Software.
(c) Technology Absorption: The Company has not imported any technology during the year.
(d) Foreign Exchange Earnings and Outgo: During the year under review, your Company earned foreign exchange

aggregating to Rs 380 million. The Foreign Exchange outgo during the year was Rs 90 million.

Particulars of Employees
There were no employees in India who were in receipt of salary beyond the limits prescribed by Section 217(2A) of the
Companies Act, 1956, read with the Companies (Particulars of Employees) Rules, 1975. The Department of Company
Affairs, has vide its letter no. GSR.212(E) dated 24 March 2004, amended the Companies (Particulars of Employees)
Rules, 1975 to the effect that particulars of employees of companies engaged in Information Technology sector posted
and working outside India not being directors or their relatives, drawing more than rupees twenty four lakhs per financial
year or rupees two lakhs per month, as the case may be, need not be included in the statement but such particulars shall
be furnished to the Registrar of Companies. Accordingly, the statement regarding particulars of employees who are
posted and working outside India are not furnished in the report. Further on specific request, such particulars shall be
made available to any shareholder during the course of the ensuing Annual General Meeting.

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.

Directors
Mr Ravindra Sannareddy and Mr P Mukunda Reddy, Directors of the Company, retire by rotation at the ensuing Annual
General Meeting and being eligible, offer themselves for re-appointment.

Auditors
The Audit Committee at their meeting held on 22 February 2006 recommended appointment of M/s Srikanth & Shanthi
Associates and M/s TN Rajendran & Co., as Joint Statutory Auditors of the Company for the financial year 2006. Consequent
to the above recommendations, the Board of Directors have, at their meeting held on 22 February 2006, have decided to
recommend the appointment of M/s Srikanth & Shanthi Associates and M/s TN Rajendran & Co., as the Joint Statutory
Auditors of the Company for the financial year 2006 to hold office till the conclusion of the next Annual General Meeting
of the Company. Your Company has received letters from them stating that, if appointed, it will be within the limits
specified under Section 224(1B) of the Companies Act, 1956.

One of the existing Joint Statutory Auditors, M/s MC Ranganathan & Co., shall retire at the conclusion of the ensuing
Annual General Meeting and do not intend to seek re-appointment. The retiring auditors have informed the Company that
they have no representation to make for notification to the members of the Company in terms of Section 190 of the
Companies Act, 1956.

Directors’ responsibility statement
As required under Section 217(2AA) of the Companies Act, 1956, it is hereby stated that:
(i) in the preparation of the annual accounts, the applicable accounting standards had been followed along with

proper explanations relating to material departures;
(ii) the Directors had selected such accounting policies and applied them consistently and made judgements and

estimates that are reasonable and prudent so as to give a true and fair view of the state of affairs of the Company
at the end of the financial year and of the profits of the Company for the period;

(iii) the Directors had taken proper and sufficient care for the maintenance of adequate accounting records in accordance
with the provisions of this Act for safeguarding the assets of the Company and for preventing and detecting fraud
and other irregularities; and

(iv) the Directors had prepared the annual accounts on a “going concern basis”.

Acknowledgements
Your Directors take this opportunity to thank all Investors, Customers, Vendors, Banks, regulatory and Government
authorities for their continued support to the Company. Your Directors also wish to place on record their appreciation of
the contribution made by Employees at all levels.

Ravindra Sannareddy
Chairman

GV Kumar
Managing Director

Chennai
22 February 2006

For and on behalf of the Board of Directors
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Report on Corporate Governance

1. Company’s philosophy on code of governance
The Company believes in adapting & adhering globally recognised standards of corporate conduct towards its
employees, clients and society. Corporate Governance is an ongoing process ensuring integrity, transparency and
accountability in dealing with employees, shareholders, customers and the community at large. The Company has
benchmarked its practices with the prevailing guidelines by upholding the core values across all aspects of its
operations. The Company’s Board is fully aware of its fiduciary responsibilities in the widest sense of the term.
The Company’s disclosures match, if not go beyond, the best practices recommended by all international corporate
governance codes.

The Board of Directors present the Corporate Governance Report for the year 2005 based on the disclosure
requirements under Clause 49 of the Listing Agreement.

2. Board of Directors
Composition
The details of the Directors on the Board of the Company as on 31 December 2005 are given below:

Other directorships of the Directors exclude directorships in Foreign and Private Limited Companies.
None of the Directors hold any Committee membership other than in the Company.

Board Meetings
During the financial year, the Board met nine times, on January 10, February 28, March 21, April 21, July 6,
July 27, August 26, September 16 and October 31. The attendance of the Directors at the Board Meetings held
during the year is given below:

The Company circulates the Agenda papers for Board Meetings in advance before the Meeting. The Directors
actively participate in the discussions at the Board Meetings. There were no circular resolutions of the Board
passed during the year under report. The Company has granted Leave of Absence to Directors from attending
Board Meetings after due requisition from them.

Ravindra Sannareddy
GV Kumar
D Sudhakar Reddy
LS Venkataramanan
P Mukunda Reddy
Ben Hu
Jan Erik Boers

Directorships
in other companies

Name of Director Category Designation Date of
appointment

Promoter Non-Executive Director
Executive Director
Executive Director
Independent Non-Executive Director
Independent Non-Executive Director
Independent Non-Executive Director
Independent Non-Executive Director

Chairman
Managing Director
Whole-time Director
Director
Director
Director
Director

29/06/1999
01/09/2004
06/03/2000
22/12/1999
16/06/2000
29/08/2003
01/09/2004

1
—
—
—
—
—
—

Ravindra Sannareddy
GV Kumar
D Sudhakar Reddy
LS Venkataramanan
P Mukunda Reddy
Ben Hu
Jan Erik Boers

9
9
9
9
9
9
9

7
3
8
9
8
—
—

Yes
Yes
Yes
Yes
Yes
No
No

Yes
Yes
Yes
Yes
No
No
No

Yes
Yes
Yes
Yes
No
No
No

Name of Director No. of
Meetings held

No. of Meetings
attended

Attendance at
AGM held on
10 June 2005

Attendance at
EGM held on

3 February 2005

Attendance at
EGM held on

26 August 2005

Megasoft Limited
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Information provided to the Board:
The Board of the Company is presented with various issues affecting the business including the following whenever
applicable and materially significant:
• review of annual operating plans, capital budgets and updates.
• quarterly results of the Company and its operating divisions or business segments.
• minutes of the Committee meetings.
• information on recruitment and remuneration of senior officers just below the Board level.
• materially important litigations, show cause, demand, prosecution and penalty notices.
• fatal or serious accidents.
• any material default in financial obligations to and by the Company or substantial non-payment for services

rendered by the Company.
• details of any joint venture or collaboration agreement.
• any issue, which involves possible public liability claims of substantial nature, including any judgement or

order, which may have passed strictures on the conduct of the Company, or may have taken an adverse
view regarding another enterprise that can have negative implications on the Company.

• transactions that involve substantial payment towards goodwill, brand equity or intellectual property.
• significant development in the human resources front.
• sale or acquisition of material nature of investments, subsidiaries, assets, which are not in the normal

course of business.
• quarterly details of foreign exchange exposure and the steps taken by management to limit the risks of

adverse exchange rate movement.
• non-compliance of any regulatory or statutory provisions or listing requirements and shareholders service

such as delays in share transfer

3. Audit committee
The primary objective of the Audit Committee is to monitor and provide effective supervision of the management’s
financial reporting progress with a view to ensuring accurate, timely and proper disclosure and transparency,
integrity and quality of financial reporting.

Terms of reference
The terms of reference of Audit Committee are as follows:
(i) Oversight of the company’s financial reporting process and the disclosure of its financial information to

ensure that the financial statement is correct, sufficient and credible.
(ii) Recommending to the Board, the appointment, re-appointment and, if required, the replacement or removal

of the statutory auditor and the fixation of audit fees.
(iii) Approval of payment to statutory auditors for any other services rendered by the statutory auditors.
(iv) Reviewing, with the management, the annual financial statements before submission to the board for

approval, with particular reference to:
(a) Matters required to be included in the Director’s Responsibility Statement to be included in the

Board’s report in terms of section 217(2AA) of the Companies Act, 1956
(b) Changes, if any, in accounting policies and practices and reasons for the same
(c) Major accounting entries involving estimates based on the exercise of judgment by management
(d) Significant adjustments made in the financial statements arising out of audit findings
(e) Compliance with listing and other legal requirements relating to financial statements
(f) Disclosure of any related party transactions
(g) Qualifications in the draft audit report

(v) Reviewing, with the management, the quarterly financial statements before submission to the  board for
approval

(vi) Reviewing, with the management, performance of statutory and internal auditors, adequacy of the internal
control systems.

(vii) Reviewing the adequacy of internal audit function, if any, including the structure of the internal audit
department, staffing and seniority of the official heading the department, reporting structure, coverage
and frequency of internal audit.

(viii) Discussion with internal auditors any significant findings and follow up there on
(ix) Reviewing the findings of any internal investigations by the internal auditors into matters where there is

suspected fraud or irregularity or a failure of internal control systems of a material nature and reporting
the matter to the board.

(x) Discussion with statutory auditors before the audit commences, about the nature and scope of audit as
well as post-audit discussion to ascertain any area of concern.

(xi) To look into the reasons for substantial defaults in the payment to the depositors, debenture holders,
shareholders (in case of non payment of declared dividends) and creditors.

(xii) To review the functioning of the Whistle Blower mechanism, in case the same is existing.
(xiii) Carrying out any other function as is mentioned in the terms of reference of the Audit Committee.

Annual Report 2005
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The detailed charter of the Audit Committee is posted on the Company’s website at www.megasoft.com.

The Company has a qualified and independent Audit Committee, consisting of Independent Non-Executive Directors.
All the members including the Chairman have adequate financial and accounting knowledge.

The Audit Committee met four times during the financial year ended 31 December 2005, on March 21, April 21,
July 27 and October 31 in 2005.

Composition of the Audit Committee as on 31 December 2005 and related information is given below:

The Company Secretary is the Secretary of the Audit Committee.

Executive Directors as well as the Internal and Statutory Auditors of the Company, attend Audit Committee meetings
to brief the Members. The Committee also invites Business and Departmental Heads, to discuss matters concerning
their business / departments, as and when it deems necessary.

4. Remuneration / Compensation Committee
The Committee determines the compensation and benefits for Board members, as well as for the Senior Management
personnel. The Committee rewards the employees of the Company based on their performance, experience,
qualification and the value addition. The Committee also approves, allocates and administers the Employee Stock
Option Plans delegated by the Board / Shareholders of the Company subject to the Listing Agreement and other
statutory regulations from time to time.

The Remuneration / Compensation Committee comprises of three Independent Non-Executive Directors. During
the financial year ended 31 December 2005, the Committee met once on 21 March 2005.

The details of remuneration paid to whole-time directors of the Company during the year are given below:

* The severance payment is as per the provisions of section 318 of the Companies Act, 1956.

The details of remuneration paid to non-executive director of the Company during the year are given below:
• LS Venkataramanan was paid an amount of Rs 80,000 as professional fee during the financial year ended

31 December 2005. Approval under Section 309 of the Companies Act, 1956 obtained from the Central
Government vide their letter No.6/17/2001-CL.VII dated 18 October 2001 for a period of three years with
effect from 1 January 2000 and further extension obtained from the Central Government vide their letter
No.6/20/2004-CL.VII dated 15 September 2004 for a period of five years with effect from 1 January 2003,
for payment of fees for the professional services being rendered to the Company from time to time.

• The Company issued to Mr Ravindra Sannareddy 700,000 Equity Share Warrants of Rs 50 each on 28 February
2005 convertible into 1 equity share of Rs 10 each at a premium of Rs 40 per equity share within a period
of 18 months subsequent to the approval of the shareholders at the Extra-ordinary General Meeting held on
3 February 2005.

• The Company has discontinued payment of sitting fee to Non-executive Directors with effect from
31 October 2001.

L S Venkataramanan, Chairman
P Mukunda Reddy
Ben Hu

No of Meetings attendedDirector No of Meetings held

1
1
1

1
1
—

GV Kumar *
D Sudhakar Reddy *

Stock options outstandingDirector Notice period

As per company rules
As per company rules

1,328,125
Nil

Salary(Rs)

2,111,400
787,740

LS Venkataramanan, Chairman

P Mukunda Reddy
Jan Erik Boers

Director Qualifications required
to be a Member

No of Meetings
attended

No of Meetings
held

4

4
4

4

4
—

Has the requisite accounting and
financial management expertise

Is financially literate
Is financially literate

Megasoft Limited
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5. Share Transfer / Investors Grievance Committee
The Committee oversees the share transfers and takes care of investor grievances. The Committee met six times
during the financial year ended 31 December 2005, on February 15, March 29, April 21, September 12,
November 30 and December 30.

Composition of the Share Transfer / Investors’ Grievance Committee as on 31 December 2005 and related information
is given below:

The process of share transfer is assigned to Cameo Corporate Services Limited, the Registrars & Share Transfer
Agent of the Company, for taking care of share transfer formalities on an ongoing basis.
There were no complaints from the shareholders during the year under report. There were no transfers pending.
All requests for transfers are generally completed within a period of fifteen working days.
The Board has designated GP Srinath, General Manager & Company Secretary as the Compliance Officer of the
Company.

6. Subsidiary companies
The Company does not have any non-listed Indian subsidiary company. The Annual Reports of the overseas subsidiary
companies is placed before and reviewed by the Audit Committee. Copies of the Minutes of the Board Meetings of
the Subsidiary Companies are individually given to all the Directors and tabled at the subsequent Board Meetings.

7. General body meetings

Annual General Meetings (AGM)

The Company has passed special resolution in the above referred AGM’s. No special resolutions were passed
through postal ballot at the Last Annual General Meeting (AGM). The resolutions were passed on show of hands
with requisite majority. No special resolutions are proposed through postal ballot at the ensuing AGM.

Extra-ordinary General Meetings (EGM)

P Mukunda Reddy, Chairman
D Sudhakar Reddy
LS Venkataramanan

No of Meetings attendedDirector No of Meetings held

6
6
6

6
5
6

TimeYear LocationAGM Date

10.00 AM
10.00 AM
3.00 PM

11.00 AM
10.30 AM

2005
2004
2002
2001
2000

Hotel Ramada Raj Park-Chennai 180, TTK Road, Alwarpet Chennai 600 018
Hotel Ramada Raj Park-Chennai 180, TTK Road, Alwarpet Chennai 600 018
Mowbrays Inn 303, TTK Road, Alwarpet Chennai 600 018
Le Royal Meridian Chennai 1, GST Road, St Thomas Mount Chennai 600 016
96, Dr Radhakrishnan Salai Mylapore Chennai 600 004

5th
4th
3rd
2nd
1st

10 June 2005
18 June 2004

20 December 2002
26 July 2001

31 January 2000

TimeYear Location Date

10.00 AM
10.00 AM
11.00 AM
11.00 AM

12.00 Noon

2005
2005
2004*
2002
2000*

Hotel Ramada Raj Park-Chennai, 180, TTK Road, Alwarpet, Chennai 600 018
Hotel Ramada Raj Park-Chennai, 180, TTK Road, Alwarpet, Chennai 600 018
Hotel Ramada Raj Park-Chennai, 180, TTK Road, Alwarpet, Chennai 600 018
85, Kutchery Road, Mylapore, Chennai 600 004
Music Academy, 306, TTK Road, Chennai 600 018

26 August 2005
3 February 2005

15 April 2004
14 August 2002

4 March 2000
*Court convened

Annual Report 2005
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8. Disclosures
• Related party transactions

The details of related party transactions are given at item No.5 in the Notes to Accounts of the Company’s
Financial Statements.

• Statutory Compliance, Penalties and Strictures
The Company has complied with the requirements of the Stock Exchanges or SEBI on matters related to
capital markets, as applicable from time to time.

• Affirmation to Whistle Blower Policy
The Company has implemented Whistle Blower Policy. No personnel has been denied access for raising
concern to the Audit Committee.

• Compliance details on Non-Mandatory requirements

1.

2.

3.

4.

5.

6.

7.

Status of ImplementationSl.No. Non-mandatory requirement

Non-executive Chairman to maintain Chairman's Office at
company's expense

Board to set-up a Remuneration / Compensation Committee
to formulate company's remuneration policy on specific remuneration
package for Executive Directors

Half-yearly declaration of financial performance including
summary of significant events in last six months to be sent to
shareholders

Company may move towards regime of unqualified financial
statements

Company may train Board Members in the Business Model of the
Company as well as risk profile of the business parameters of the
company, the responsibilities as Director and the best way to
discharge them.

The evaluation of performance of non-executive Directors by other
members of the Board and to decide to continue or otherwise of
the Directorship of the non-executive Directors

The Company to establish the Whistle Blower Policy for reporting
management concerns about unethical behaviour, actual or
suspected fraud, etc.
s

Yes

We have instituted a Remuneration /
Compensation Committee. A detailed note
on Remuneration / Compensation
Committee is provided elsewhere in the
Report.

The half yearly financial results are not sent to
the shareholders. However, the financial results
are posted on the Company’s website

The Company has taken conscious decision
to move towards a regime of unqualified
financial statements

The Company is in the process of setting
up a process for this in the coming years.

The Company is in the process of setting
up a process for this in the coming years.

The Whistle Blower Policy has been in place
for reporting irregular practices in
operational areas by employees to higher
authorities.

9. Means of communication
The quarterly, half yearly and annual financial results are forwarded to the Stock Exchanges where the Company’s
securities are listed. The financial results are published in The Business Standard and Makkal Kural (Tamil). The
quarterly financial results, presentations, annual reports and the shareholding pattern are posted on the Company’s
website www.megasoft.com

10. General Shareholder information
• Annual General Meeting

At 10.00 AM on Thursday the 22nd day of June 2006 at Hotel Ramada Raj Park-Chennai, 180, TTK Road,
Alwarpet, Chennai 600 018.

• Financial calendar for 2006
1 January to 31 December
Unaudited quarterly results for 2006

First quarter – 2nd fortnight of April 2006
Second quarter – 2nd fortnight of July 2006
Third quarter – 2nd fortnight of October 2006

Annual results for the year ending 31 December 2006 – February / March 2007
Annual General Meeting for the year ending 31 December 2006 – May / June 2007

Megasoft Limited
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• Date of book closure
20th to 22nd June 2006 (both days inclusive)

• Listing on Stock Exchanges
Name of the Stock Exchanges & Address for securities listed in India:

The Company's Foreign Currency Convertible Bonds (“FCCB”) are listed on the Luxembourg Stock Exchange,
BP 165, L-2011 Luxembourg.

The Company has paid the listing fees to the Stock Exchanges where securities are listed for the financial
year 2005-06.

• Stock Code

• Stock Market data

* There were no trades during the year at the Madras Stock Exchange.

CodeStock Exchange

Bombay Stock Exchange Limited
Madras Stock Exchange Limited
Bloomberg Code
Reuters Code
ISIN number for equity shares
Luxembourg Stock Exchange
ISIN number for FCCB
Cusip No.

532408
MEGASOFT
MGSF@IN
MDFT.BO
INE933B01012
022943065
XS0229430656
Y5947B AA 1

Bombay Stock Exchange LimitedMonths

January
February
March
April
May
June
July
August
September
October
November
December

VolumeLowHighVolumeLowHigh
2005 2004

Rs
63.00
83.50
96.00

101.00
94.75

115.00
118.75
115.00
122.00
104.40
131.70
134.30

Rs
48.65
51.10
74.05
76.10
81.00
83.00
97.10
88.15
83.00
84.00
95.05

117.55

Nos
2,891,921
6,392,767
5,546,181
4,156,263
3,059,695
8,535,812
4,772,071
3,778,174
5,885,038
1,391,127
5,122,452
3,734,075

Rs
62.55
53.55
35.45
33.60
30.50
25.00
34.70
39.30
41.25
54.50
64.40
54.80

Rs
37.00
32.55
23.00
25.50
22.70
17.00
19.55
24.00
31.55
32.05
48.00
43.50

Nos
1,066,409

200,751
235,202
28,873
55,710
52,553
82,508
28,391
62,948

7,739,370
4,492,613
2,754,604

Madras Stock Exchange Limited
Exchange Buildings
New No.30 (Old No.11), Second Line Beach
Chennai 600001

Bombay Stock Exchange Limited
Phiroze JeeJee Bhoy Towers
Dalal Street
Mumbai 400001

Annual Report 2005
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• Registrars and Share Transfer Agents
Cameo Corporate Services Limited
Registrars & Share Transfer Agents
“Subramanian Building”
1, Club House Road
Chennai – 600 002, India
Tel: +91 44 28460390
Fax: +91 44 28460129
email: cameosys@satyam.net.in

• FCCB Depository
The Bank of New York
One Canada Square
48th Floor, London E14 5AL
Fax no.: (44) 207 964 6399

• Share Transfer System
Shares submitted for transfer in physical form are generally registered and returned within a period of 15 days
from the date of receipt, if the documents are clear in all respects. The Share Transfer Committee of the Company
meets as often as required.

• Distribution of shareholding as on 31 December 2005

• Categories of Shareholders as on 31 December 2005

1-500
501-1000
1001-5000
5001-10000
10001-50000
50001-100000
100001-1000000
1000001 & Above
Total

No. of Shares held No. of Shareholders

4162
475
648
112
63
30
25
7

5522

% of Shareholders No. of Shares % of Shareholding

75.37
8.60

11.74
2.03
1.14
0.54
0.45
0.13

100.00

674,440
416,193

1,665,867
866,011

1,269,956
2,428,429
7,399,298

10,728,206
25,448,400

2.65
1.63
6.55
3.40
4.99
9.54

29.08
42.16

100.00

Promoters
Sub-total
Non-Promoters:
Mutual Funds
FIIs
Private Corporate bodies
Indian Public
NRI / OCB
Trusts
Sub-total
Total

Category No. of Shareholders

136
136

11
4

339
4990

39
3

5386
5522

No. of Shares held

6,657,074
6,657,074

3,334,113
1,688,612
3,555,256
6,871,734

587,611
2,754,000

18,791,326
25,448,400

% of Shareholding

26.16
26.16

13.10
6.64

13.97
27.00
2.31

10.82
73.84

100.00

Megasoft Limited
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• Dematerialisation of shares
Over 74% of outstanding equity shares of the Company have been dematerialised up to 31 December 2005.

• Outstanding Convertible Instruments
• The Company issued 900,000 10% Convertible Redeemable Preference Shares (“CRPS”) of Rs 100 each

on 28 February 2005 convertible into 2 equity shares of Rs 10 each at a premium of Rs 40 per equity
share within a period of 12 months from the date of issue of securities to Non-Promoters.

• The Company issued 700,000 Equity Share Warrants of Rs 50 each on 28 February 2005 convertible into
1 equity share of Rs 10 each at a premium of Rs 40 per equity share within a period of 18 months from
the date of issue of securities to a Promoter Director.

• The Company issued 8,000 1.5% Foreign Currency Convertible Bonds of US$ 1,000 each aggregating to
US$ 8 million on 16 September 2005, convertible into equity shares at an initial conversion price of Rs
115 per equity share on or before 17 September 2008.

• Address for correspondence
Company Secretary
Megasoft Limited
96, Dr Radhakrishnan Salai
Mylapore, Chennai-600 004
Tel: +91 44 24616768-70
Fax: +91 44 24617810
email: investors@megasoft.com

• Awards
Ranked 31 in the Deloitte Technology Fast 50 India 2005 listing
Ranked 430 in the Deloitte Technology Fast500 Asia Pacific 2005 listing

11. Other information
• Share Capital History

# Allotted to NRI / OCB as per permission letter No. FC 114(1999)/EOP/(98)/1999 dated 7 January 2000
of Secretariat for Industrial Assistance (EOU-NRI Section), New Delhi and approved by Reserve Bank of
India vide their letter No. NRFAD/1308/100% EOU/M.328/1999-2000 dated 4 March 2000.

* Pursuant to the scheme of amalgamation of Indus e-Solutions Limited, a listed company, with Megasoft
Limited as sanctioned by the Hon’ble High Court of Madras with effect from 1 January 2000, one share
of Rs 10 each of Megasoft Limited aggregating to 5,150,500 equity shares were allotted to the share-
holders of Indus e-Solutions Limited in the ratio of 1:1 on 24 August 2000.

@ Rights issue of 4,260,200 equity shares in the ratio of two shares for every five shares held, at Rs 25
(premium of Rs 15) per share.

$ Preferential issue of 207,075 equity shares at Rs 70 (premium of Rs 60) per share.
** Pursuant to the scheme of amalgamation of XIUS India Limited, an unlisted company, with Megasoft

Limited as sanctioned by the Hon’ble High Court of Madras on 22 June 2004 and the Hon’ble High Court
of Andhra Pradesh on 16 July 2004, with effect from 1 January 2004, 10,330,625 equity shares of Rs 10
each of the Company allotted in exchange of 4,132,250 equity shares of Rs 10 each to the shareholders
of XIUS India Limited in the ratio of 2:5 on 1 September 2004. Out of this issue 2,582,656 equity shares
of Rs 10 each are locked in for a period of 3 years up to 19 September 2007.

Date of
Allotment

29/06/1999
29/12/1999
31/12/1999
31/12/1999

14/01/2000

24/08/2000
12/06/2002
04/10/2002
01/09/2004
Total

No. of
Shares

800
1,130,000

169,200
500,000

2,029,100
1,670,900
5,150,500
4,260,200

207,075
10,330,625

25,448,400

Consideration

Cash
Cash
Cash
Cash

Cash
Cash
Swap
Cash
Cash
Swap

#
#
*
@
$
**

Paid up
Capital (Rs)

8,000
11,300,000
1,692,000
5,000,000

20,291,000
16,709,000
51,505,000
42,602,000
2,070,750

103,306,250
254,484,000

Remarks

Subscribers to the Memorandum of Association
Allotted to Promoters
Allotted to Promoters
Allotted to Megasoft Employees Welfare Trust as
part of ESOP/ESPP
Allotted to Mr Ravindra Sannareddy, NRI
Allotted to KR Investments Corpn, OCB
Allotted to Shareholders of Indus e-Solutions Limited
Rights Issue
Preferential Issue
Allotted to Shareholders of XIUS India Limited

Annual Report 2005



Report on Corporate Governance

Additional Information on persons seeking appointment / re-appointment at the Sixth Annual General
Meeting pursuant to Clause 49 of the Listing Agreement

The brief resume, experience and functional expertise and the membership on the various Boards and Committees, of
Directors proposed to be re-appointed / appointed at Sl. Nos. 3 and 4 of the Notice as required under Clause 49 of the
Listing Agreement are furnished below:

P Mukunda Reddy
10 August 1965
16 June 2000
Commerce Graduate

He is an experienced
businessman.

Nil

Chairman of the Share Transfer
/ Investors’ Grievance, Member
of the Audit Committee and
Remuneration / Compensation
of the Company
12,600

Name of the Director
Date of Birth
Date of Appointment
Qualification

Experience in Specific-functional
area

List of Companies in which
directorship held in other
companies

Chairman / Members of the
Committee of the Board of
Companies in which he is Director

Shareholding in the Company
(equity shares of Rs 10 each)

Ravindra Sannareddy
10 July 1963
29 June 1999
Master’s Degree in Civil and Environmental Engineering from
Utah State University, US and an MSE from The John Hopkins
University, US
He has over one and a half decades of experience in
progressive management and in managing technical
organisations. He has a rich experience in the IT segment
in general and more specifically in application of numerical
methods and software solutions for engineering and energy
issues. Being the founder of Megasoft Consultants, Inc., USA
in 1994 and Megasoft Limited in 1999, he has also launched
and successfully ran software services division in US for Satyam
Group. Prior to it he was associated with an elite American
engineering and energy-consulting organisation, since 1990 in
different capacities. He is also an active member of the Indo
American Socio Cultural Organizations such as TANA.
Megasoft Consultants, Inc., USA
Megasoft Consultants Limited, UK
Megasoft Consultants GmbH, Germany
Megasoft Consultants BV, The Netherlands
Megasoft Consultants Limited, New Zealand
Megasoft (Australia) Pty Limited
Megasoft Consultants Pte Ltd, Singapore
Megasoft (HK) Limited, Hong Kong
Koppal Green Power Limited
Aries Foundations Private Limited
Sannareddy Holdings Private Limited
Sathyavedu Reserve Infracity Private Limited
Nil

2,435,753

In addition to above, detailed attendance record of each Director seeking appointment / re-appointment has been given
in Report on Corporate Governance.
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Auditors’ Certificate on Corporate Governance to the Members of Megasoft Limited
We have examined the compliance of conditions of Corporate Governance by Megasoft Limited (“the Company”) for the
year ended on 31 December 2005, as stipulated in clause 49 of the Listing Agreement of the said Company with the Stock
Exchanges.

The compliance of conditions of Corporate Governance is the responsibility of the management. Our examination was
limited to procedures and implementation thereof, adopted by the Company for ensuring the compliance of the conditions
of the Corporate Governance. It is neither an audit nor an expression of opinion on the financial statements of the
Company.

In our opinion and to the best of our information and according to the explanations given to us, we certify that the
Company has complied with the conditions of Corporate Governance as stipulated in the above-mentioned Listing
Agreements.

We further state that such compliance is neither an assurance as to the future viability of the Company nor the efficiency
or effectiveness with which the management has conducted the affairs of the Company.

for MC Ranganathan & Co.
Chartered Accountants

MC Srikanth
Partner
Membership No.18588

Chennai
22 February 2006

for TN Rajendran & Co.
Chartered Accountants

TN Rajendran
Partner

Membership No.28778

Chief Executive Officer (CEO) and Chief Financial Officer (CFO) Certificate
We hereby certify that:
(1) We have reviewed the financial statements and the cash flow statement for the financial year ended 31 December

2005 and that to the best of our knowledge and belief:
(i) these statements do not contain any materially untrue statement or omit any material fact or contain

statements that might be misleading; and
(ii) these statements together present a true and fair view of the Company's affairs and are in compliance with

existing accounting standards, applicable laws and regulations.
(2) There are, to the best of our knowledge and belief, no transactions entered into by the Company during the year

which are fraudulent, illegal or violative of the Company's code of conduct.
(3) We accept responsibility for establishing and maintaining internal controls and that we have evaluated the effec-

tiveness of the internal control systems of the Company and we have disclosed to the Auditors and the Audit
Committee, deficiencies in the design or operation of internal controls, if any, of which we were aware and the
steps we have taken or propose to take to rectify these deficiencies.

(4) We have indicated to the Auditors and the Audit Committee:
(i) significant changes in internal control during the year;
(ii) significant changes in accounting policies during the year and that the same have been disclosed in the

notes to the financial statements; and
(iii) instances of significant fraud of which we have become aware and the involvement therein, if any, of the

management or an employee having a significant role in the Company's internal control system.
(5) We further declare that all Board Members and Senior Management personnel have affirmed compliance with the

Code of Conduct for the financial year ended 31 December 2005.

GV Kumar
Managing Director

V Balasubramanian
Chief Financial Officer

Chennai
22 February 2006
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Management Discussion and Analysis

Overview
Focussed on Growth
In 2004, along side its corporate re-structuring, the Company also identified and unveiled a new strategic blue print. In
its endeavour for achieving higher growth and creating sustainable shareholder value your Company embarked on a path
to transition from a generic IT service provider, to be a world leader in chosen “niches”. This was achieved in specific
industry domains through its technologies, applications and products that combine strong Intellectual Property &
Know-how and “deep-domain” knowledge. 2005 was an exciting year, where the Company met with considerable success,
led by the telecom (XIUS) domain, towards achieving this transformation from service and manpower centric revenues to
product, technology and transaction centric revenues.

Megasofts' business approach to its current lines of activity can be summarised as below
1. A rapidly expanding high margin Telecom business (XIUS), which contributes to significant bottom line and thereby

increasing shareholders value.
2. A growing Life Sciences business (AfferenZ) which is gaining traction and is expected to contribute significantly to

the growth of the Company.
3. A sustained IT services business providing steady growth and predictive cash flow. The explosive growth for Indian

outsourcing and software / IT services will increasingly feed the entry strategy for your Company's product offerings
in the current focus areas of Telecom and life sciences verticals.

As a step forward in this transformation, Megasoft has acquired 64% stake in a German IT Services company beam AG,
Germany (“Beam”). Founded in 1992 in Ulm, Germany, Beam provides high-quality consulting and project management
services for automotive, telecommunication and production industries. The acquisition gives Megasoft a base for the
expansion of its operations in Europe.

The Launch of the XIUS VOISE (Virtual Operator Integrated Services Engine) Platform in February 2006, after years of R&D
and market study, signals a major foray for the Company into the Virtual Carrier (MVNO / MVNEs) segment of Telecoms,
arguably one of the fastest growing Telecom Market. Various research reports predict that MVNOs will garner more than
175-200 million subscribers by  2009 and Megasoft intends to take a global leadership role in providing core infrastructure
and service delivery platforms and services to this exploding segment. In addition to the  launch of the VOISE platform,
the Company is in the process of forming global alliances and partnership to offer end-to-end services to this segment
based on its new VOISE technology.

Megasoft is currently focussing on Telecom and Life Sciences as thrust areas given their strong management and delivery
capabilities in these industry domains. Even while continuing to grow these businesses, Megasoft would continue to look
for other domain opportunities. Megasoft strategic intent is to be a world leader in its chosen “niches” in its industry
domains through its technologies, applications and products that combine strong intellectual property & know-how and
deep domain knowledge.

Products and Services
XIUS - IP driven Telecom segment of Megasoft
Industry
The Telecom Industry is in a period of unprecedented flux. Business models, technologies and the key market players are
all undergoing significant change. At the same time consumer attitudes have also changed. Broadband connections are
outstripping dial-up, more people are abandoning fixed line in favour of mobile handsets and use of cell phones for
“non-voice” services is exploding. In response, communication service providers are investing heavily in reshaping
themselves as multi access players focussed on selling bundles of services to business and consumers. The trend for
convergence is continuing as the customers are significantly moving from voice centric services to data, content and
transaction centric services.

Our strengths
Our strong software development pedigree, proprietary software expertise and the use of recognised “Leading edge”
vendor technologies (Hewlett Packard, Oracle, Microsoft & Intel) enable XIUS to deliver premium, high quality, best of
the worlds solution, which are at the same time competitive, resulting in favourable ROI to its customers.

XIUS has been leveraging partnerships with industry leaders to pursue a strategy of strong, global “alliance led” rapid
growth. The partnerships with Teleglobe (since taken over by VSNL), Hewlett Packard and now World Cel, have opened
new geographies and customers rapidly for XIUS applications and services resulting in good quarter on quarter growth in
the Company's revenues and profitability.
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The XIUS Products
XIUS has been inventing and implementing industry-transforming technologies for the wireless and convergent telecom
industry. XIUS helps carriers to maximise the value of their wireless networks through its applications, products and
technologies, platform integration and support.

The XIUS WISETM (Wireless Intelligent Services Engine) platform framework, seamlessly links real-time management and
control of wireless network elements to sophisticated and highly flexible business logic, to enable real time subscriber
authentication and service access management, charging and billing, allowing wireless operators to create compelling
services that drive penetration of new segments, grow service revenues, launch new services and reduce capital and
operating costs.

XIUS develops products and services that enable wireless operators to fully realise the potential of their networks. XIUS
INfinet convergent real-time billing platform, roaming and Network products & applications help operators rapidly deploy
and manage innovative voice and data services for subscribers even across networks and geographies. Available as
licensed products, and fully managed (ASP) services, XIUS solutions power wireless carriers and enable wireless carriers
with market leading implementations of prepaid wireless, global roaming and several other innovative and profitable
wireless services.

XIUS has the following global firsts to its credit
• World's first Integrated service delivery engine for MVNOs
• Launch of world's first full function prepaid roaming technology and service
• World's first GSM optimal routing platform for roamers with integrated billing and settlement

XIUS VOISETM (Virtual Operator Integrated Services Engine): It's a complete MVNO enablement Environment which
decouples service and network logic and puts complete customer ownership in the hands of the MVNO. VOISETM provides
homogeneous service experience to subscribers, while delivering the same through disparate networks / content providers.
It is a Convergent, end-to-end next service delivery Platform consisting of Modules designed to support the entire subscriber /
product lifecycle i.e. from ‘order’ to ‘bill’, Order entry, provisioning, subscriber database, authorisation, service / session
control, rating / billing, interconnect, settlement, roaming, customer care, etc

XIUS INfinet - Real time billing: INfinet platform combines a comprehensive and highly flexible business model with
Intelligent Networking (IN) concepts based on XIUS proprietary WISETM architecture, that enables real-time authentication,
control and rating for voice and data services, including Short Messaging Services (SMS), and content billing. XIUS combines
these features, and open application programming interfaces to integrate with the existing infrastructure of wireless
operators, including their switching, IT systems and distribution infrastructure. It provides an end-to-end prepaid services
management module including SIM ordering, Voucher ordering and IMSI series management. INfinet Interconnect Billing
System is a complete solution for interconnect billing for convergent networks. The billing system can eliminate excessive
interconnect charges and issue accurate bills.

XIUS Roaming: Roaming is one of the largest growth areas of the wireless world. GSM roaming revenues have been
estimated to grow substantially in future. XIUS offers state-of-the-art roaming platforms and solutions to the wireless
industry, enabling operators to rapidly grow their offerings in this lucrative and high growth segment.

• XIUS Instaroam is a roaming broking system, which offers in-roaming and out-roaming to the new GSM Subscriber
Networks seamlessly by leveraging the existing roaming bilateral agreements of partner alliance networks.

• XIUS Power roam uniquely redirects out-roaming traffic to own networks or networks of choice thereby increasing
the roaming revenues per user.

Apart from benefiting from Licensing these products and technologies, the Telecom division (XIUS), is fast leveraging its
specialist Telecom expertise through new revenue streams such as ASP services and offers turnkey projects & services, in
source & outsourced managed services and OSS consulting. The coming years will see significant revenue growth through
such innovative services as well.

The XIUS Difference
The Company has the experience, domain knowledge and technical skills to add value to our customers through existing
and new technologies. Our innovation group continuously endeavours to introduce new products to the mobile telecom
sector with the increasing demands from the telecom service providers and end users.
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Our unique product portfolio serves as a one stop shop for the service providers for their inter-operability, convergent
infrastructure and billing requirements. This gives us an edge over our competitors. Our products have been deployed
globally in various platforms

We were the first to innovate new products for the mobile telecom market and continue to innovate through our dedicate
product innovation group. Our latest innovation is the VOISETM platform, the unique product addressing the MVNO market.

The revenue from the Telecom segment has more than doubled from Rs 148 million in 2004 to Rs 353 million in 2005. The
Company has also added 14 new global customers during the year while launching two new products.

The year ahead
We approach the new financial year 2006 with confidence. With the global mobile market set to grow many folds and the
demand from subscribers moving from voice centric to data centric usage pattern, the demand for our convergent
platform is going to be substantial. With the launch of VOISETM platform, we have expanded our customer base to include
MVNOs. The Company is also moving from the license based revenues to ASP and managed services, which forms a steady
periodic revenue streams.

We anticipate significant wins for our product portfolio, especially our IN, prepaid roaming and VOISETM platform. We
shall continue to innovate new product for the mobile telecom market to provide innovative edge our customers require
to maintain their leadership positions.

2006 is the growth year for the Company with telecom revenues expected again to double from 2005.

Partnership with Teleglobe (since taken over by VSNL)
Teleglobe is a leading provider of international voice, data, Internet and mobile services with over 50 years of industry
expertise in international telecommunications. Megasoft entered into an exclusive global partnership with Teleglobe
International Holdings Ltd (now “VSNL International”) in 2004 to offer its products and services on an ASP basis for
wireless operators, using Teleglobe's worldwide signalling and hosting infrastructure and marketing network.

The partnership has grown in strength since then and apart from gaining revenues, the Company is also benefiting from
cross selling opportunities to the carrier customers of Teleglobe, marking a giant leap in the distribution “reach” of your
Company. The Company expects the Teleglobe business to grow manifold in the years to come.

Partnership with Hewlett Packard (HP)
HP is a global leader in providing Telecom infrastructure and core / middle-ware technologies to the wireless telecom
market apart from leading in Information Technology products and services. Megasoft is a Tier 1 Independent Software
Vendor (ISV) partner of HP wherein not only the Company's XIUS platforms are now available on the world renowned HP
Open Call technology, but HP is also fronting the global joint sales and marketing activity for the Company's products and
applications which has resulted in a strong pipe-line for the Company. HP's Open Call technology is used by many leading
telecom vendors across the globe for their applications and offerings.

The Company's Alliance-led sales strategy is complemented by joint account mapping & customer visits, pre-sales technical
support, joint customer events management, etc.

In addition, Megasoft is expanding its efforts globally through additional personnel who will focus on direct and indirect
business development efforts to increase the license sales worldwide and has accordingly added Senior Telecom Business
Development team members to its US and German operations. Megasoft's current strong team of business development
professionals capitalise in their in-depth knowledge of the operators and its suite of solutions to cross-sell these solutions
to current and prospective customers. Megasoft sales cycle is typically six to nine months, but can often be longer.

Megasoft has further complemented these sales efforts by a strong marketing program that included participation in
industry trade shows and conferences, speaking engagements, publicity and public relations.

AFFERENZ - The Life Sciences division of Megasoft
Industry
Food and Drug Administration clinical trials are a lengthy and expensive process, and over 10,000 trials are currently in
process within the major pharmaceutical and biotechnology companies. These firms, pressed by the need to increase the
efficiency and value of their research activities, are investing in decision-making tools and services that accelerate the
trial process and improve information management. Presently, pharmaceutical sales exceed $330 billion per year; of
which $33 billion is spent on Phase I-IV clinical trials. Of this amount, approximately $5 billion is spent on clinical
information processes. This is the market that Megasoft seeks to directly address with its products and services.
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Analysts expect the market to grow significantly over the next 5 years up to a potential $500 million market in sales.
Raymond James and Associates project a 25% year on year growth for the next 4 years. According to Forrester research,
the Electronic Data Capture (EDC) applications for clinical trials have finally been embraced by the Pharmaceutical
Industry as the best practice. EDC applications for clinical trials have matured from risky pilots to desired global
infrastructure. In the EDC market, software sales represented a $200 million in sales in 2005. Megasoft is aiming to take
a leadership position in addressing this market.

Our Products and Strengths
Afferenz, the Life Sciences division of Megasoft, is a provider of web-based clinical informatics software and services to
the pharma, biotech, and medical devices industries. By providing an integrated approach, sponsors can accelerate the
delivery of new drugs to the market and the adoption of these products.

The Afferenz division currently has two products in its basket:
• Acceliant - An end-to-end clinical trial platform that accelerates clinical trials by enabling multimode and multi

site trials.
• Med Studio - Web-based medical image management application.

What makes this possible is the extensive knowledge, expertise and experience of the Afferenz team in clinical research,
EDC, registry management, image management, health care informatics and E-Commerce.

Afferenz's AcceliantTM Clinical Informatics Platform is designed to improve the speed and efficiency of clinical development.
With Acceliant, trial data can be processed as it is captured, which provides sponsors real-time access to information.
Afferenz is in a niche market with minimal competition in the segment. The clinical trials companies are required to
analyse a lot of data for their research. Presently some of the companies either use standard databases to compile the
data to be captured or still do it manually.

Successes
During the year your Company has added 3 new customers. The revenues have increased to Rs 43 million from Rs 18
million in 2004, registering a growth of 139%. Acceliant has come out of the proof of concept stage and is being seen as
a growth driver in future.

Year Ahead
Your Company is looking at getting entry into pharma companies in addition to the CROs. As the business is in its nascent
stage for the Company, we expect substantial growth in the revenues from the life sciences segment.

IT Consulting & Services Division
Putting experience at work & Leveraging Service Management & Skill set specialisation
Industry
India has seen a rapid growth in the software industry in the last few years.  Major contributors for this include the
outsourcing boom, increasing global competition for all products and services (resulting in companies having to cut costs
and spend more on technology to become efficient), increase in the standards of services provided by Indian firms,
constant foray into new markets and movement up the software value chain, resulting in IT companies getting better
rates for their services. The increased IT spending and the growing preference for off-shoring IT services to India will
drive growth of this industry in future.

Our Strengths
The IT Services practice of Megasoft is built out of a decade long experience in serving fortune 500 companies across the
world. The IT Services practice offers comprehensive yet flexible service engagements that address the operational and
business needs of its customers by leveraging on its specialisation. The IT Services division has a great track record of long
and well established relationships with many world majors including IBM, Sun Chemicals, etc. The breadth and depth of
Megasoft expertise remains the key differentiating factor for customers to turn to Megasoft for such long term relationships.

Megasoft's IT Services Practice offers comprehensive service engagements that address the operational and business
needs of our customers. A strong product development experience in diversified fields enables Megasoft to help customers
in reducing software development cycles while retaining the benefits of custom developed applications.
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The IT division of Megasoft serves in the areas of -
• Product Realisation Services aimed at helping vendors in bringing products to the market quickly.
• Process Consulting Services enables clients to achieve higher quality performance through better definition and

management of internal processes.
• IT services Management (ITSM) - a key specialist area for the Company.
• Resource Augmentation.
• Total Life Cycle Application Management Services and Enterprise Application Enhancement and Support.

The Megasoft difference
The main differentiator for Megasoft is its focus on quality and human capital management.

Quality is an ever challenging goal - the better you are the better you need to be.

Quality Management is a continuous process, marked only by milestones, never by completion.  Megasoft recognised and
embarked on the journey to deliver best of breed products and services by getting ISO certified in 2002, getting assessed
at CMM level IV in 2003, and now steadily marching towards higher level of maturity by getting assessed at CMM level V.

Megasoft IT services associates are highly trained, globally diverse and benefit from the divisions' holistic people
development programmes. Megasoft Human Capital Management Department focuses on holistic people development
programme right from recruitment, providing cutting edge training, enabling infrastructure and environment, strong
customer orientation and a sense of challenge.  Associates are aware of the cost of quality, and their levels of commitment
help in delivering better services every time to the customers.

Megasoft has put in place processes and systems that make learning organisation where associates are valued for their
increasing competence.

Successes & Year Ahead
Megasoft has been able to gain further access to major customers including IBM during the year. It has successfully
retained its major clients. The revenues have grown from Rs 684 million in 2004 to Rs 758 million in 2005. Backed by
robust demand, we expect revenues from our consulting division to grow, with more focus on ITSM, Resource augmentation
& Staffing and Product development areas.

Going forward, there is tremendous scope to grow. In particular, higher-end IT Services will be the next growth driver for
your Company and companies which are steadily moving up the value chain will benefit.

Swot Analysis
Strengths
• Strong position in Telecom and Life Sciences verticals

The Company is in the process of creating a strong position in the niche area of telecom and life sciences vertical
and has an expanding IP portfolio. The recognised brand value of its software products provides substantial
visibility that has been effectively leveraged to expand the available opportunity.

• Geographical Presence
The Company has expanded its geographical presence on a global basis and is now represented in 10 countries
through direct offices. The management has employed localised strategies in key markets globally, leading to
strong business expansion. Increasing direct presence going forward is likely to benefit the business dynamics
further.

• World-class technology and global client base
The Company has strong expertise in core telecom technologies including SS7, IP, GSM Standards, as well as
related IT systems and software technologies. The Company based on these expertise, provides several applications,
product and services to wireless carriers in the area of authentication and accounting for subscribers of various
telecom services in real time. The Company has filed several Authentication & Authorization in Real Time (“ART”)
related patents and has a strong clientele in India, Asia and Middle East region for several of its applications.

• Systems and processes
The Company is moving into a systems and processes driven mode. This shift in the way the Company operates is
expected to create a more scalable model that supports its medium to long-term growth initiatives. This is also
expected to provide cost-related benefits, enabling stronger contribution from further initiatives.
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• Deep domain expertise and R&D facility
The Company is a world-leading telecom solutions provider, with its undiluted focus on the telecommunications
segment and years of experience across technologies in this domain. Continuous investment in R&D helps the
Company develop cutting-edge technologies and maintain its leadership position in the telecom software services
and products space. Deep domain knowledge has helped the Company both expand business and move up the
value chain.

Weaknesses
• Exposure to various economies

The Company has geographical presence on a global basis and is exposed to rules and bye-laws of various economies.

• Implementation of new products
The Company continues its efforts in development of new products, processes and systems. The successful
implementation of these new products or enhanced systems will be critical to the effective delivery of products
and services and the efficient operation of the Company. Problems or delays with the installation or initial operation
of the new or enhanced products could disrupt or increase costs in connection with delivery of services and with
operations planning, financial reporting and management.

Opportunities
• Outsourcing

As companies realise the economic benefits of offshore outsourcing, more of what is currently performed in-house
is likely to be outsourced. Megasoft is constantly evolving its offerings in order to service more of its customers'
needs.

• Growth potential of Telecommunication & Life Sciences market
Mobile telecommunication is clearly a high growth area all over the world. Innovations in technology, creation of
new services, and lowering of prices keep fuelling demand. Megasoft is geared with the optimum portfolio of
products to ride the wave. This optimum stems from data emerging out of various market studies.

Threats
• Increasing competition

Industries that generate excess returns attract multiple players and as the Company operate in niche area of IT,
Telecom and Life Sciences verticals, is no exception. The competition has helped the industry to become more
efficient, but excessive competition can lead to the possibility of sub-standard firms tarnishing the image of the
industry in which the Company functions. Megasoft has been able to insulate itself from this threat by developing
domain expertise and ensuring that the quality of all software developed by it, sets new international standards.

• Legal and compliance risk
The IT and Telecom industries are very dynamic with the regulatory frameworks, continually evolving and changing.
Megasoft has systems in place for ensuring compliance with existing rules and regulations.

Segment-wise Performance

The Company's segmental revenues are given below:
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Outlook
Megasoft perceives the market opportunities to be favourably inclined to its current offerings and strategies. With the
global consolidation of the generic software services markets and increased competition from non-Indian offshore service
providers, Megasoft has taken the right step to position itself as a niche player with a strong product offering. The ever
increasing demand for innovative IT based solutions to overcome complex business requirements in the Telecom and Life
Sciences domains provides Megasoft with an unparalleled opportunity to expand and grow as a strong entity in these
areas.

Risk & Concerns
Market
• Growth of Megasoft is dependant on the telecom industry. Any vagaries in the telecom business environment will

impact the performance of the Company.
• The Telecom Industry has extended sales cycle and high debtors' position. This may be detrimental to cash flows

of the Company. This trend may continue for few more quarters before it improves materially.
• Certain markets in which Megasoft operates are subject to foreign exchange repatriation and economic risks,

which may result in delayed recoveries. Megasoft conducts adequate due diligence while venturing into such
markets.

Technology
• Given the high rate of obsolescence and rapid technological changes in the domain that Megasoft operates in, it is

essential to be pro-active to stay ahead of the technological curve. Megasoft has set up processes and methodologies
to address this threat and to turn it into a strategic advantage by being in the forefront of technological evolution.
Regular skill upgradation programs and training sessions that include attending global conferences, employing
specialised consultants, etc. are undertaken.

People
• Megasoft has implemented an extensive and comprehensive organisational development plan. Risks relating to

people are overcome through a cautiously designed recruitment process, which ensure the right fit, followed by
a set of training programs which are customised to individual needs, as identified by performance appraisal.

Mergers and acquisitions risk
• The Company continues to pursue mergers and acquisitions strategy of complementary companies as part of its

growth plans. It looks to invest in technologies and services or enter into strategic alliances for access to processes,
management, business and industry expertise. The systemic adjustments from such acquisitions and alliances
potentially redirect capital and the management attention away from other business issues and opportunities. To
minimise the adverse impact of a merger, acquisition or an alliance, Megasoft follows rigorous due diligence norms
to evaluate potential mergers and acquisitions, and ensures that the companies acquired are successfully integrated
into the mainstream business.

Litigation
• There is an increasing trend in litigation regarding intellectual property rights, patents and trademarks in the

software industry. There also exist other corporate legal risks.  Megasoft has no material litigation pending against
it in any Court in India or abroad.

Foreign Exchange
• Megasoft has substantial exposure to foreign exchange related risks on account of earnings denominated in foreign

currency arising from export of software. The Indian rupee has generally been on a fluctuating trend against the
US dollar during the year and it is difficult to predict the direction that exchange rates will take, going forward.
The Company hedges its forex exposure.

Internal Control
The Company has in place adequate systems of internal control and documented procedures covering all financial and
operating functions. These have been designed to provide reasonable assurance with regard to maintaining proper
accounting controls, monitoring economy and efficiency of operations, protecting assets from unauthorised use or losses,
and ensuring reliability of financial and operational information. The Company has continued its efforts to align all its
processes and control with global best practice.
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Human Asset
Your Company has cordial relationships with the employees and the Company endeavours to give them an excellent,
professionally rewarding and enriching work environment. The Company has effective performance management system
with a focus on employee development. This measures key result areas, competencies and training needs ensuring
all-round employee development. The total number of employee's worldwide is 437 and the detailed break-down is given
below:

Year under Review
Financial Performance
The financial statements comply with the requirements of the Companies Act, 1956, and the Generally Accepted Accounting
Principles (GAAP) in India.

Financial Results
Rs million

Particulars
2005 2004

Consolidated

2005 2004

Standalone

Revenues
Total Expenditure
Operating Profit (EBIDTA)
Finance Cost
Depreciation & Amortisation
Operating Profit
Other Income / (Expenses)
Provision / write-off of Inventories & Debtors
Profit / (loss) before tax
Less: Taxes
Profit / (loss) after tax

553.05
324.13
228.92
10.36
35.40

183.16
(0.56)

—
182.60

4.00
178.60

288.30
201.00
87.30
10.73
45.39
31.18
(4.63)

(98.87)
(72.32)
(3.00)

(69.32)

1154.26
883.17
271.09
19.88
44.83

206.38
2.43

—
208.81

7.65
201.16

849.15
723.45
125.70
16.95
47.11
61.64
1.77

(128.03)
(64.62)
(0.37)

(64.25)

Financial Performance (Consolidated)
• Share Capital

The Authorised Share Capital of the Company was increased from Rs 300 million to Rs 500 million divided into
Rs 400 million of Equity Share Capital and Rs 100 million of Preference Share Capital during the year.

The Company issued 900,000 10% Convertible Redeemable Preference Shares (CRPS) of Rs 100 each, aggregating
to Rs 90 million, wherein each CRPS is convertible into two Equity Shares of Rs 10 each at a price of Rs 50 per
share (including premium of Rs 40 per share) within a period of twelve months from the date of issue
(i.e. 28 February 2005) of securities to Non-Promoters.

The Company issued 700,000 Equity Warrants of Rs 50 each to a Promoter Director (amount received
Rs 3.5 million, being 10% of the face value of warrants), wherein each Equity Warrant is convertible into one
Equity Share of Rs 10 each at a price of Rs 50 per share (including premium of Rs 40 per share) within a period of
eighteen months from the date of issue (i.e. 28 February 2005) of securities.
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• Reserves and Surplus
The Reserves and Surplus increased from Rs 60.42 million to Rs 220.34 million. The growth is due to carry forward
of the profits earned during the year.

• Secured Loan
The secured loans decreased from Rs 161.88 million in 2004 to Rs 93.12 million in 2005. This is mainly due to
retiring of part of the foreign currency loan availed by the US subsidiary from State Bank of Mauritius.

• Unsecured Loan
Your Company has looked at the various options on working capital requirement and has gone in for the most
economical source of funds. The unsecured loans have increased from Rs 83.73 million in 2004 to Rs 371.49 million
in 2005. This is mainly due to issue / allotment of 8,000 1.5% Unsecured Foreign Currency Convertible Bonds
("FCCB") of US$ 1,000 each on 16 September 2005 pursuant to the approval of the shareholders of the Company at
the Extraordinary General Meeting held on 26 August 2005 and the in-principle listing approval from BSE, aggregating
to US$ 8 million. The FCCB are convertible on or before 17 September 2008 at an initial conversion price of Rs 115
per equity share. The FCCB have been listed on the Luxembourg Stock Exchange on 22 September 2005.

• Deferred tax liability
The Company accounts for deferred tax in compliance with the Accounting Standard 22 issued by the Institute of
Chartered Accountants of India. The Company has recognised the deferred tax debit of Rs 3.32 million during the
year. Accordingly, the deferred tax liability is Rs 0.62 million as of 2005 and Rs 3.94 million as of 2004.

• Fixed Assets
The addition to fixed assets for the year is Rs 49.94 million. This addition was primarily incurred for expansion of
the existing facilities to keep in pace with the expansion plan of the Company.

• Goodwill on Consolidation
Goodwill on consolidation has arisen on account of acquisition of Megasoft Consultants, Inc., USA, and its
wholly-owned subsidiaries, with effect from 1 January 2003 and acquisition of Beam AG, Germany, in the current
financial year. Accordingly, Goodwill on consolidation has increased to Rs 101.92 million from Rs 77.02 as at the
end of the previous year.

• Inventories
Inventories mainly comprise of expenditure incurred by the Company on projects in progress and on product
development. These expenses comprise direct expenses such as salaries incurred on projects / product development
and certain direct overheads absorbed on the basis of man hours spent on the projects / product development.
Stock of inventory has increased from Rs 30.89 million in 2004 to Rs 35.06 million in 2005.

• Sundry Debtors
In 2005, Sundry Debtors (net of provision) stood at Rs 601.01 million as against Rs 327.99 million in the previous
year. During 2005, the Company made a provision for doubtful debts of Rs 0.55 million. The increase in debtors
was primarily on account of increase in business operations. The industry in which your Company operates is
emerging out of difficult times and it was necessary to offer credit to the customers.

• Cash & Bank Balances
The Cash and Bank Balance increased from Rs 61.66 million in 2004 to Rs 226.62 million in 2005. The increase is
mainly due to short term deposits of FCCB issue proceeds lying with Banks overseas pending utilisation. As on date
US$ 3.7 million are held in short term deposit accounts overseas out of the FCCB issue proceeds.

• Loans and Advances
In 2005, Loans and Advances amounted to Rs 139.35 million as against Rs 105.02 million in 2004. Increase in loans
and advances are due to increase in business operations.

• Current Liabilities and Provisions
The Current Liabilities and Provisions have increased to Rs 204.33 million in 2005 from Rs 155.41 million in 2004.
This is mainly on account of provision for dividend on preference shares, dividend distribution tax and provision
for taxation.
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Results of Operation (Consolidated)
• Revenues

The consolidated revenues were at Rs 1154.26 million in 2005 as against Rs 849.15 millions in 2004, registering a
growth of 36%.

• Personnel Costs
Personnel Costs increased from Rs 624.50 million in 2004 to Rs 668.87 million in 2005. The marginal increase of
7.10% in the personnel cost is mainly on account of the increased business including the retention costs.

• Operating Expenses
Operating expenses (except bad debts written-off and provision for doubtful debts) increased from Rs 128.95
million in 2004 to Rs 209.72 million in 2005. This is on account of the increased business and increase in products
business which included computer hardware and allied peripherals for systems integration. Expanding business
also necessitated increased expenses on travelling, promotions and other brand building activities.

• Finance Charges
Finance Charges increased from Rs 16.96 million in 2004 to Rs 19.88 million in 2005. The increase is on account of
higher utilisation of bank limits and the interest on FCCB during the year.

• Depreciation
Depreciation is charged on a pro-rata basis on fixed assets purchased / sold during the year. Depreciation on assets
acquired under finance lease / hire purchase is provided using the straight-line method over the shorter of the
lease / hire purchase term and useful life of the asset. In 2005, the Company provided a sum of Rs 42.19 million
as depreciation.

Financial Performance (Standalone)
• Share Capital

The Authorised Share Capital of the Company was increased from Rs 300 million to Rs 500 million divided into
Rs 400 million of Equity Share Capital and Rs 100 million of Preference Share Capital during the year.

The Company issued 900,000 10% Convertible Redeemable Preference Shares (CRPS) of Rs 100 each, aggregating
to Rs 90 million, wherein each CRPS is convertible into two Equity Shares of Rs 10 each at a price of Rs 50 per share
(including premium of Rs 40 per share) within a period of twelve months from the date of issue
(i.e. 28 February 2005) of securities to Non-Promoters.

The Company issued 700,000 Equity Warrants of Rs 50 each to a Promoter Director (amount received
Rs 3.5 million, being 10% of the face value of warrants), wherein each Equity Warrant is convertible into one
Equity Share of Rs 10 each at a price of Rs 50 per share (including premium of Rs 40 per share) within a period of
eighteen months from the date of issue (i.e. 28 February 2005) of securities.

• Reserves and Surplus
The Reserves and Surplus increased from Rs 57.12 to Rs 197.91 million. The growth is due to carry forward of the
profits earned during the year.

• Secured Loan
The Secured Loans decreased from Rs 39.43 million in 2004 to Rs 11.77 million in 2005. This is mainly due to
decrease in utilisation of working capital facilities.

• Unsecured Loan
Your Company has looked at the various options on working capital requirement and has gone in for the most
economical source of funds. The unsecured loans have increased from Rs 83.73 million in 2004 to Rs 371.49 million
in 2005. This is mainly due to allotment of 8,000 1.5% Unsecured Foreign Currency Convertible Bonds (“FCCB”) of
US$ 1,000 each on 16 September 2005 pursuant to the approval of the shareholders of the Company at the
Extra-ordinary General Meeting held on 26 August 2005 and the in-principle listing approval from BSE, aggregating
to US$ 8 million. The FCCB are convertible on or before 17 September 2008 at an initial conversion price of
Rs 115 per equity share. The FCCB have been listed on Luxembourg Stock Exchange on 22 September 2005

• Deferred tax liability
The Company accounts for deferred tax in compliance with the Accounting Standard 22 issued by the Institute of
Chartered Accountants of India. The company has recognized the deferred tax debit of Rs 3.31 million during the
year. Accordingly, the deferred tax liability were Rs 0.62 million as of 2005 and Rs 3.93 million as of 2004.
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• Fixed Assets
The addition to fixed assets for the year is Rs 29.87 million. The capital expenditure was primarily incurred for
expansion of the existing facility to keep in pace with the expansion plan of the Company.

• Investments
The Company has direct investment in subsidiary companies at Singapore, Malaysia, USA and Germany. During the
year, the Company acquired a 64% stake in Beam AG, Germany (“Beam”) by investing € 252,992 and Beam has
become a subsidiary w.e.f. 1 October 2005. The Company also invested US$ 3 million in Megasoft Consultants,
Inc., USA, a wholly owned subsidiary, for its capital expenditure, business development and expansion of marketing
network in the United States. Total investments by the Company as at the year end are Rs 183.81 millions as
compared to Rs 36.55 million at the end of the previous year.

• Inventories
Inventories mainly comprise of expenditure incurred by the Company on projects in progress and on product
development. These expenses comprise direct expenses such as salaries incurred on projects / product development
and certain direct overheads absorbed on the basis of man hours spent on the projects / product development.
Stock of inventory has increased marginally from Rs 30.89 million in 2004 to Rs 32.03 million in 2005.

• Sundry Debtors
In 2005, Sundry Debtors (net of provision) stood at Rs 423.59 million as against Rs 259.15 million in the previous
year. During 2005, the Company made a provision of Rs 0.55 million. The increase in debtors was primarily on
account of increase in business operations. The industry in which your Company operates is emerging out of
difficult times and it was necessary to offer credit to the customers.

• Cash & Bank Balances
The Cash and Bank Balance increased from Rs 19.64 million in 2004 to Rs 190.61 million in 2005. The increase is
mainly due to short term deposits of FCCB issue proceeds with Banks overseas pending utilisation. As on date
US$ 3.7 million are held in short term deposit accounts overseas out of the FCCB issue proceeds.

• Loans and Advances
In 2005, Loans and Advances amounted to Rs 71.10 million as against Rs 27.63 million in 2004. Increase in loans
and advances are due to increase in business operations and also include loan provided to the overseas subsidiary
companies.

• Current Liabilities and Provisions
The Current Liabilities and Provisions have increased from Rs 48.29 million in 2004 to Rs 78.66 million in 2005. This
is mainly on account of provision for dividend on preference shares, dividend distribution tax and provision for
taxation.

Results of Operation (Standalone)
• Revenues

The revenues were at Rs 553.05 million in 2005 as against Rs 288.30 millions in 2004 registering a growth of
91.83%.

• Personnel Costs
Personnel costs increased from Rs 153.39 million in 2004 to Rs 169.95 million in 2005. There was a marginal
increase of 10.80% in the personnel cost on account of recruitment of new employees and revision in salaries to
the existing employees.

• Operating Expenses
Operating expenses increased from Rs 77.60 million in 2004 to Rs 149.82 million in 2005. This is on account of the
increased business and increase in products business which included computer hardware and allied peripherals for
systems integration

• Finance Charges
Finance charges marginally decreased from Rs 10.74 million in 2005 to Rs 10.36 million in 2004. The finance
charges for 2005 have decreased due to repayment of debt and improved working capital rotations during the year

• Depreciation
Depreciation is charged on a pro-rata basis on fixed assets purchased / sold during the period. Depreciation on
assets acquired under finance lease / hire purchase is provided using the straight-line method over the shorter of
the lease / hire purchase term and useful life of the asset. In 2005, the Company provided a sum of Rs 34.51
million as depreciation.
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Auditors’ Report

To the Members of Megasoft Limited
1. We have audited the attached Balance Sheet of Megasoft Limited (“the Company”), as at 31 December 2005, 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 financial statements based on our audit.

2. 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 a reasonable basis for our opinion.

3. As required by the Companies (Auditor's Report) Order, 2003 (“the Order”) issued by the Central Government of
India in terms of sub-section (4A) of section 227 of the Companies Act, 1956 (“the Act”), we enclose in the
annexure a statement on the matters specified in paragraphs 4 and 5 of the said Order.

4. Further to our comments referred to in paragraph 3 above, we report that:
(a) We have obtained all the information and explanations, which to the best of our knowledge and belief were

necessary for the purposes of our audit;

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

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

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

(e) On the basis of written representations received from the directors, as on 31 December 2005, and taken on
record by the Board of Directors, we report that none of the directors is disqualified as on 31 December
2005 from being appointed as a director in terms of clause (g) of sub-section (1) of section 274 of the Act;

(f) 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 Act, in the manner so required and give a true and fair view
in conformity with the accounting principles generally accepted in India:

(i) in the case of the Balance Sheet, of the state of affairs of the Company as at 31 December 2005;

(ii) in the case of the Profit and Loss Account, of the profit for the year ended on that date; and

(iii) in the case of the Cash Flow Statement, of the cash flows for the year ended on that date.

for MC Ranganathan & Co.
Chartered Accountants

MC Srikanth
Partner
Membership No.18588

Chennai
22 February 2006

for TN Rajendran & Co.
Chartered Accountants

TN Rajendran
Partner

Membership No.28778
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Annexure referred to in the Auditors' Report to the Members of Megasoft Limited as of and for the year
ended 31 December 2005
With reference to the annexure referred to in paragraph 3 of the Auditors' Report to the members of Megasoft Limited
("the Company"), we report that:

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

(b) The Company has a phased programme of physical verification of its fixed assets which, in our opinion, is
reasonable having regard to the size of the Company and the nature of its assets. In accordance with such
programme, the Management has physically verified certain fixed assets during the year and no material
discrepancies were noticed on such verification.

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

2. (a) The inventories have been physically verified by the management at  reasonable intervals.
(b) In our opinion and according to the information and explanations given to us, the procedures for physical

verification of inventory followed by the management were reasonable and adequate in relation to the size
of the Company and the nature of its business.

(c) In our opinion the Company has maintained proper records of inventory.

3. (a) During the year, the Company has not granted any loans to parties listed in the register maintained under
Section 301 of the Companies Act, 1956 ("the Act").

(b) The Company had taken loans from two other companies covered in the register maintained under Section
301 of the Act. The maximum amount involved during the year was Rs 20.03 million and the year-end
balance of loans taken from such parties was Rs 3.03 million.

(c) According to the information and explanations given to us and in our opinion, the terms and conditions on
which loans have been taken from the companies listed in the register maintained under Section 301 of the
Act are not, prima-facie, prejudicial to the interest of the Company.

(d) The Company is regular in repaying the principal amounts as stipulated and has been regular in the payment
of interest.

(e) There is no overdue amount in respect of loans taken by the Company.

4. In our opinion and according to the information and explanations given to us, there are adequate internal control
systems commensurate with the size of the Company and the nature of its business for purchase of computers and
other equipments and for the sale of software and services. We have not noticed any continuing failure to correct
major weaknesses in the internal control systems during the course of the audit.

5. (a) According to the information and explanations given to us, we are of the opinion that the transactions that
need to be entered into the register maintained under Section 301 of the Act have been so entered.

(b) In our opinion and according to the information and explanations given to us, the transactions made in
pursuance of contracts or arrangements entered in the register maintained under Section 301 of the Act
and exceeding the value of Rs 0.5 million in respect of any party during the year have been made at prices
which are reasonable having regard to prevailing market prices at the relevant time.

6. The Company has not accepted any deposits from the public and hence the directives issued by the Reserve Bank
of India and the provisions of Sections 58A, 58AA or any other relevant provisions of the Act and the Companies
(Acceptance of Deposit) Rules, 1975 with regard to the deposits accepted from the public are not applicable.

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

8. According to the information and explanations given to us, the Central Government has not prescribed the
maintenance of cost records under Section 209(1)(d) of the Act in respect of services carried out by the Company.

9. (a) According to the information and explanations given to us, and on the basis of our examination of the books
of account, the Company has been generally regular in depositing with the appropriate authorities undisputed
statutory dues including provident fund, employees state insurance, income-tax, wealth tax, sales-tax,
customs duty, cess and any other material statutory dues applicable to it, except in case of provident fund
where there has been a slight delay in a few cases.

Megasoft Limited
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(b) According to the information and explanations given to us, no undisputed dues payable in respect of
provident fund, employees state insurance, income-tax, wealth tax, sales-tax, customs duty, cess and any
other material statutory dues were outstanding as at 31 December 2005 for a period of more than six
months from the date they became payable.

(c) According to the information and explanations given to us there are no such statutory dues that have not
been deposited with the appropriate authorities on account of any dispute.

10. The Company does not have any accumulated losses at the end of the financial year and has not incurred cash
losses in the financial year. The Company had incurred cash losses during the immediately preceeding financial
year.

11. In our opinion and according to the information and explanations given to us, the Company has not defaulted in
repayment of dues to banks.

12. According to the information and explanations given to us, the Company has not given any loans and advances on
the basis of security by way of pledge of shares, debentures and other securities and hence the question of
maintenance of adequate records for this purpose does not arise.

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

14. In our opinion and according to the information and explanations given to us, the Company is not dealing or
trading in shares, securities, debentures and other investments.

15. According to the information and explanations given to us, the Company has not given any guarantee for loans
taken by others from banks or financial institutions.

16. The Company has not obtained any term loans and hence the question of applying term loans for the purpose for
which the loans were obtained does not arise.

17. According to the information and explanations given to us, and on an overall examination of the Balance Sheet of
the Company, funds raised on short-term basis have, prima-facie, not been used for long term investment.

18. During the year, the Company has made preferential allotment of 700,000 equity warrants of Rs 50 each to parties
covered in the register maintained under section 301 of the Act and the price at which the same have been issued
is not prejudicial to the interest of the Company.

19. The Company has issued Unsecured Foreign Currency Convertible Bonds aggregating to US$ 8 million during the
year and hence the question of creation of security or charge in respect of the same does not arise.

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

21. To the best of our knowledge and belief and according to the information and explanations given to us, no fraud
on or by the Company has been noticed or reported during the year.

for MC Ranganathan & Co.
Chartered Accountants

MC Srikanth
Partner
Membership No.18588

Chennai
22 February 2006

for TN Rajendran & Co.
Chartered Accountants

TN Rajendran
Partner

Membership No.28778
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Balance Sheet

As at
31-Dec-2004

Rs 000s

347,984
197,908

545,892

11,769
371,494

383,263

615

929,770

264,316
(157,112)
107,204

183,814

32,026
423,589
190,609
71,099

717,323
78,655

638,668

84

—

929,770

254,484
160,398

414,882

39,431
83,725

123,156

3,927

541,965

234,996
(122,844)
112,152

36,545

30,892
259,151
19,637
27,634

337,314
48,288

289,026

967

103,275

541,965

Source of Funds
Shareholders' Funds

Share Capital
Reserves & Surplus

Loan Funds
Secured Loans
Unsecured Loans

Deferred tax liability

Application of Funds
Fixed Assets

Gross Block
Less: Accumulated Depreciation
Net Block

Investments

Current Assets, Loans & Advances
Inventories
Sundry Debtors
Cash & Bank balances
Loans & Advances

Less: Current Liabilities & Provisions
Net Current Assets

Miscellaneous Expenditure
(to the extent not written-off or adjusted)

Profit & Loss Account debit balance

Significant Accounting policies
Notes to Accounts

Schedule

1
2

3
4

5

6

7
8
9
10

11

12

17
18

As at
31-Dec-2005

Rs 000s

The Schedules referred to above and Notes thereon form an integral part of the Balance Sheet.

For and on behalf of the Board of Directors

Ravindra Sannareddy Chairman

GV Kumar Managing Director

D Sudhakar Reddy Whole-time Director

V Balasubramanian Chief Financial Officer

GP Srinath General Manager &
Company Secretary

As per our Report of even date attached

for MC Ranganathan & Co.
Chartered Accountants

MC Srikanth
Partner
Membership No.18588

Chennai
22 February 2006

for TN Rajendran & Co.
Chartered Accountants

TN Rajendran
Partner
Membership No.28778
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Profit and Loss Account

As at
31-Dec-2004

Rs 000s

379,887
173,164

553,051

169,948
155,316
10,364
34,512

883
—

(1,134)
369,889
183,162

(562)
182,600

5,686
1,620

(3,312)
178,606

—
62

(38,443)
140,101

7,500
1,052

131,549
140,101

6.68
6.17

25,448,400
29,286,875

193,379
94,919

288,298

153,394
108,532
10,735
41,359
2,525
1,509

37,940
355,994
(67,696)
(4,630)

(72,326)

—
—

(3,003)
(69,323)

4,319
—

35,199
(38,443)

—
—

(38,443)
(38,443)

(2.72)
(2.62)

25,448,400
26,467,305

Income
Revenues

Exports
Domestic

Expenditure
Personnel costs
Operating expenses
Finance charges
Depreciation
Deferred Revenue Expenses written-off
Preliminary expenses written-off
Increase / (Decrease) in Inventories

Operating Profit / (Loss)
Other Income / (Expenses)

Profit / (Loss) before tax
Less: Tax expense

Current
Fringe benefit tax
Deferred tax expense / (benefit)

Profit / (Loss) after tax
Less: Prior period adjustments
Less: Provision for dimunition in value of Investments
Balance brought forward

Profit / (Loss) available for appropriation
Appropriations
Dividend on Preference Shares
Dividend distribution tax
Balance carried to Balance Sheet

Earnings per share (equity shares, par value Rs 10 each)
Basic (Rs)
Diluted (Rs)

No of shares used in computing
Basic
Diluted

Significant Accounting policies
Notes to Accounts

Schedule

 13
14
15

16

17
18

As at
31-Dec-2005

Rs 000s

The Schedules referred to above and Notes thereon form an integral part of the Profit & Loss Account.

For and on behalf of the Board of Directors

Ravindra Sannareddy Chairman

GV Kumar Managing Director

D Sudhakar Reddy Whole-time Director

V Balasubramanian Chief Financial Officer

GP Srinath General Manager &
Company Secretary

As per our Report of even date attached

for MC Ranganathan & Co.
Chartered Accountants

MC Srikanth
Partner
Membership No.18588

Chennai
22 February 2006

for TN Rajendran & Co.
Chartered Accountants

TN Rajendran
Partner
Membership No.28778
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Schedules to the Balance Sheet

As at
31-Dec-2004

Rs 000s

400,000
100,000

500,000

254,484
90,000
3,500

347,984

152,154
—
—

(24,725)
127,429

3,110
(84)

3,026

736
736

131,549

(61,984)
(2,848)
66,717

197,908

6,149
5,620

11,769

361,560
9,934

371,494

300,000
—

300,000

254,484
—
—

254,484

71,545
82,079
(1,470)

—
152,154

9,796
(2,288)
7,508

736
736

(38,443)

(61,984)
(2,848)

(103,275)

57,123

37,870
1,561

39,431

—
83,725

83,725

1 Share Capital
Authorised
40,000,000 (Previous year - 30,000,000) Equity Shares of Rs 10 each
1,000,000 (Previous year - Nil) Preference Shares of Rs 100 each

Issued, Subscribed & Paid-up
25,448,400 Equity Shares of Rs 10 each fully paid
900,000 (Previous year - Nil) Preference Shares of Rs 100 each fully paid
700,000 (Previous year - Nil) Equity Warrants of Rs 50 each, Rs 5 paid-up

[Out of the above:
- 5,150,500 Equity Shares of Rs 10 each were allotted as fully paid-up

equity shares for a consideration other than cash pursuant to
the Scheme of Amalgamation with Indus e-Solutions Limited

- 10,330,625 Equity Shares of Rs 10 each were allotted as fully paid-up
equity shares for a consideration other than cash pursuant to
the Scheme of Amalgamation of XIUS India Limited with the Company]

2 Reserves & Surplus
Securities Premium

As per last Balance Sheet
On Amalgamation
Less: Expenses on issue of shares relating to amalgamation
Less: Preferential issue of Shares / FCCB Issue expenses

Employee Stock Options
Employee Stock Options outstanding
Less: Deferred Compensation Expense

General Reserve
As per last Balance Sheet

Profit & Loss Account
Balance in Profit & Loss Account
Amalgamation of XIUS India Limited w.e.f. 1 January 2004

Excess consideration paid
Profit & Loss A/c debit balance

3 Secured Loans
Working Capital loans from Banks
Loan for cars taken on lease

(Refer Note No.18 of Schedule 18 - Notes to Accounts)

4 Unsecured Loans
Foreign Currency Convertible Bonds
Others

(Refer Note No.19 of Schedule 18 - Notes to Accounts)

As at
31-Dec-2005

Rs 000s
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Schedules to the Balance Sheet
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Schedules to the Balance Sheet

As at
31-Dec-2004

Rs 000s

2,631

5,352

62

(62)

162,310

13,521

183,814

32,026
32,026

135,356
12,701

288,233
436,290
(12,701)
423,589

75,158

2,631

5,352

62

—

28,500

—

36,545

30,892
30,892

134,827
7,201

124,324
266,352

(7,201)
259,151

95,126

6. Investments
Trade (Unquoted) - at cost
In subsidiary companies

Megasoft Consultants Pte Ltd
A company incorporated in Singapore
100,000 ordinary shares of S$ 1 each fully paid

Megasoft Consultants Sdn Bhd
A company incorporated in Malaysia
426,000 ordinary shares of MR 1 each fully paid

Megasoft (HK) Limited
A company incorporated in Hong Kong
10,000 ordinary shares of HK$ 1 each fully paid
Less: Provision for Dimunition in value of Investments

Megasoft Consultants, Inc.
A company incorporated in USA
5,500 (Previous year - 2,500) ordinary shares of US$ 1 each fully paid

Beam AG
A company incorporated in Germany
43,072 ordinary shares of € 1 each fully paid

7. Inventories

Work in progress

8. Sundry Debtors
Debts outstanding for a period exceeding six months

considered good
considered doubtful

Other debts - unsecured, considered good

Less: Provision for doubtful debts

Sundry debtors include:
Due from subsidiary companies

As at
31-Dec-2005

Rs 000s
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Schedules to the Balance Sheet

As at
31-Dec-2004

Rs 000s

182

6,414
98,886
1,663

5,487

77,977
190,609

37,828

1,760

35,732
24,304
4,999
6,064

71,099

—
25,593
7,003

28,780
—

61,376

7,500
1,052
8,727

17,279
78,655

84
84

221

1,411
4,116
9,804

4,085

—
19,637

10,353

—

18,277
—

4,304
5,053

27,634

—
14,563
8,364

23,006
934

46,867

—
—

1,421
1,421

48,288

967
967

9 Cash & Bank balances
Cash in hand
Balance with Scheduled Banks:

In Current Accounts
In Short Term Deposit Accounts
In EEFC Accounts

Balance with Non-Scheduled Banks:
In Current Accounts

United Bank, Virginia, USA
In Short Term Deposit Accounts

State Bank of Mauritius

Maximum balance held in Non-Scheduled Banks during the year
In Current Accounts

United Bank, Virginia, USA
In Short Term Deposit Accounts

State Bank of Mauritius

10 Loans & Advances
(Unsecured, considered good)

Advances recoverable in cash or in kind or for value to be received
Loan to subsidiary companies
Deposits
Advance Income-tax (TDS)

11 Current Liabilities & Provisions

Current Liabilities
Sundry Creditors

for goods / services
to small scale industrial undertakings
others

for accrued salaries and benefits
Other Liabilities
Advance received from customers

Provisions
Dividend on Preference Shares
Dividend distribution tax
Provision for taxation

12. Miscellaneous Expenditure
(to the extent not written-off or adjusted)

Deferred Revenue Expenses

As at
31-Dec-2005

Rs 000s
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Schedule to the Profit and Loss Account

As at
31-Dec-2004

Rs 000s

119,362
6,449
6,486

(4,482)
42,133

169,948

7,318
867

9,622
37,866
1,680
4,803

64,821

1,766
2,941
1,479

—
5,500

2
6,117
3,603

405
2,899
3,627

155,316

—
1,582
3,200
3,146
2,436

10,364

8
2,681

(3,251)
(562)

89,711
5,390
4,379
7,212

46,702
153,394

5,117
252

8,872
26,729
1,612
3,733

19,500

1,127
3,022

536
26,357
4,571
1,173
1,533
1,228

389
1,249
1,532

108,532

51
—

3,649
6,017
1,018

10,735

26
710

(5,366)
(4,630)

13 Personnel costs
Salaries & Bonus including overseas staff expenses
Contribution to Provident & Other Funds
Employees Welfare expenses
Employees Stock compensation expense
Software Development expenses

14 Operating expenses
Rent
Rates & Taxes
Communication expenses
Travel & Conveyance
Insurance
Power & Fuel
Purchase of hardware and software for System Integration
Repairs & Maintenance

Machinery
Others

Printing & Stationery
Bad debts written-off
Provision for doubtful debts
Loss on sale of Fixed Assets
Business Development expenses
Legal & Professional expenses
Auditors' remuneration
Directors' remuneration
Miscellaneous expenses

15 Finance charges
Interest on Term Loans
Interest on FCCB
Interest on Working Capital Loans
Interest on Other Loans
Other Finance Charges

16 Other Income / (Expenses)
Miscellaneous Income
Interest received
[tax deducted at source Rs 8 (previous period Rs 138)]
Net Foreign Exchange gain / (loss)

As at
31-Dec-2005

Rs 000s
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Schedules to the Balance Sheet and Profit and Loss Account

17. Significant Accounting policies

1 Basis for preparation
The financial statements have been prepared and presented under the historical cost convention on accrual basis
of accounting in accordance with the Generally Accepted Accounting Principles (“GAAP”) and comply with the
mandatory accounting standards and statements issued by the Institute of Chartered Accountants of India (“the
ICAI”) and the Companies Act, 1956. These accounting policies have been consistently applied.

2 Use of Estimates
The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent liabilities at the
date of financial statements and the reported amounts of revenues and expenses during the reporting period.
Examples of such estimates include estimates of carrying value of work in progress, provision for doubtful debts
and useful life of fixed assets. Actual results could differ from estimates

3 Revenue Recognition
Revenue from software development on the time and material basis is recognised based on software developed
and billed to clients as per the terms of specific contracts. In the case of fixed-price contracts, revenue is
recognised based on the milestones achieved as specified in the contracts or on the percentage of completion
basis. Provision for estimated losses on incomplete contract is recorded in the period in which such losses become
probable based on the current estimates.

Revenues from product licenses and related revenues are recognised as follows:
• Licence fees, on delivery and subsequent milestone schedule as per the terms of the contract with the end

user.
• Product maintenance revenues, over the period of the maintenance contract.

4 Fixed Assets & Depreciation
Fixed assets are stated at cost of acquisition less accumulated depreciation. Direct costs such as freight, installation
costs, duties and taxes are included in the cost of the asset until the assets are ready to be put to use. Assets
acquired under hire purchase / leases are capitalised and the corresponding liability is recorded at an amount
equal to the fair value of the hired / leased asset or the present value of the minimum hire / lease payments,
whichever is lower, at the inception of the lease / hire purchase. Initial costs incurred in connection with specific
leasing / hire purchase activities directly attributable to activities performed by the Company for a finance lease / hire
purchase are included as part of the amount recognised as an asset under the lease / hire purchase.

Depreciation on fixed assets other than computer systems & software is provided using the straight-line method in
accordance with the rates specified under Schedule XIV to the Companies Act, 1956. Depreciation on computer
systems & software other than telecom related assets is provided on the basis of estimated useful life of four
years. Depreciation is charged on a pro-rata basis on fixed assets purchased / sold during the period. Depreciation
on assets acquired under finance lease / hire purchase is provided using the straight-line method over the shorter
of the lease / hire purchase term and useful life of the asset

5 Investments
Investments in subsidiary companies are classified as long-term investments and are stated at cost. Any diminution
in value is to be determined for each investment individually on the basis of its expected benefits to the Company.
The exact quantum of such benefits is dependent on a number of uncertain future events.  No provision for
decrease in value of investments has been made on the basis of Management’s best estimate.

6 Inventories
Finished Products are stated at lower of cost or net realisable value. They represent the total direct and related
indirect expenditure incurred by the Company on products developed.

Work in progress stated at cost represents the amount of expenditure incurred by the Company on projects in
progress and on product development.  These expenses comprise direct expenses such as salaries incurred on
projects / product development and certain direct overheads absorbed on the basis of man hours spent on the
projects / product development.
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Schedules to the Balance Sheet and Profit and Loss Account

7 Foreign Currency transactions
Transactions in foreign currency are recorded at the rates of exchange prevailing on the date of the transaction or
at average monthly exchange rates that approximate the actual rates of exchange prevailing at the dates of the
transactions. Current assets and liabilities denominated in foreign currency are translated at the rate of exchange
as at Balance Sheet date. All resulting gains or losses are recognised in the Profit and Loss account. Foreign
exchange gains or losses relating to the acquisition of fixed assets are adjusted to the cost of the asset.

All income and expenditure transactions of the foreign branch during the year are included in these accounts at
the average rate of exchange. Monetary assets and liabilities at rates prevailing on the balance sheet date.
Non-monetary assets and liabilities are translated at the rate prevailing on the date of the transaction. Deprecia-
tion is translated at the rates used for the translation of the values of the assets on which depreciation is com-
puted. Net gain/loss on foreign currency translation is recognised in the Profit & Loss Account.

8 Retirement benefits
Provident Fund
The employees receive benefits from a provident fund, which is a defined contribution plan. Both the employee
and employer each make monthly contributions to the 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
In accordance with the Payment of Gratuity Act, 1972, the Company provides for gratuity, a non-funded, defined
benefit retirement plan (the “Gratuity Plan”) covering all employees. The plan, subject to the provisions of the
Act, provides a lump sum payment to vested employees at retirement or termination of employment of an amount
based on the respective employee's salary and the years of employment with the Company. The Company estimates
its liability on adhoc basis in the interim financial reports and on an actuarial valuation basis as of each year-end
balance sheet date carried out by an independent actuary, and is charged to Profit & Loss Account.

Leave encashment
Leave encashment cost is a defined benefit, and is accrued on adhoc basis in the interim financial reports and on
an actuarial valuation basis as of each year end balance sheet date carried out by an independent actuary, and is
charged to Profit & Loss Account.

9 Borrowing cost
Borrowing costs other than those directly attributable to qualifying Fixed Assets are recognised as an expense in
the period in which they are incurred.

10 Miscellaneous expenditure
Miscellaneous Expenditure comprising preliminary and deferred revenue expenses (market development and other
expenses) are amortised over a period of ten and five years respectively.

10 Taxes
Current tax
Current tax is measured at the amount expected to be paid out or recovered from the tax administration adopting
the applicable rates in force.

Deferred taxation
Deferred tax charge or credit reflects the tax effects of timing differences between accounting income and
taxable income for the period. The deferred tax charge or credit and the corresponding deferred tax liabilities or
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 be
realised in future. However, where there is unabsorbed depreciation or carry forward of losses, deferred tax
assets are recognised only if there is 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 reasonable / virtual
certainty (as the case may be) to be realised.

The break-up of major components of the deferred tax assets and liabilities as of each year end Balance Sheet
date have been arrived at after setting off deferred tax assets and liabilities where the Company has a legally
enforceable right to set-off assets against liabilities and where such assets and liabilities relate to taxes on income
levied by the same governing laws
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Schedules to the Balance Sheet and Profit and Loss Account

18. Notes to Accounts
[All amounts in the financial statements are presented in Rupees thousands, except for per share data and as
otherwise stated]

1 Leases / Hire purchase
(a) Leases / Hire purchase - Capital

The Company has entered into leasing / hire purchase arrangements with banks and financial institutions for the
hire / lease of motor vehicles ("the leased asset”) for a period of up to 60 months. During the lease / hire period,
the Company has agreed to hypothecate and create an exclusive charge on the vehicle in favour of the bank /
financial institution and repay the principal amount of the loan along with interest thereon by way of instalments
as agreed upon. The charge / security created in favour of the bank / financial institution shall remain in force
until such time all the dues under the agreement are fully discharged.

Pending lease / hire purchase obligations comprising minimum lease / hire payments

(b) Operating Lease
The operating lease arrangements relate to rented premises and transit / guest house which are cancellable at
the option of the Company.

2 Deferred Taxation

3 Inventories

Inventories include direct expenses such as salaries incurred on product development and certain direct overheads
absorbed on the basis of man hours spent on product development. In respect of the above, the management of
the Company:
(a) has carried out tests to demonstrate their technical feasibility and has the intention and adequate resources

to market these products; and
(b) estimates that the development costs on the products together with expected selling and administration

costs are likely to be more than covered by related future revenues / benefits.

4 Commitments & Contingencies

As at
31-Dec-2004

Rs 000s

2,382
3,238
5,620
(479)
5,141
(493)
4,648

1,040
521

1,561
(88)

1,473
(970)

503

Not later than one year
Later than one year and not later than five years
Total
Less:  Amounts representing interest
Present value of minimum lease payments
Less : Amount due not later than one year
Amounts due later than one year and not later than five years

As at
31-Dec-2005

Rs 000s

615
615

3,927
3,927

Deferred tax comprise
Fixed Assets
Net deferred tax liability / (asset)

1,082
27,549
20,333
34,920

—
1,415

15,635
—

Estimated amount of contracts pending execution on capital account
Letter of Credits
Bank Guarantees
Bills Discounted
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Schedules to the Balance Sheet and Profit and Loss Account

5 Related party transactions
The Company has transactions with the following related parties:
Subsidiary companies: Megasoft Consultants Pte Ltd, Singapore; Megasoft Consultants Sdn Bhd, Malaysia; Megasoft
(HK) Limited, Hong Kong; Megasoft Consultants, Inc., USA; Megasoft Consultants Limited, UK; Megasoft Consultant
Gmbh, Germany, Megasoft Australia Pty Ltd. Australia, Megasoft (Nz) Limited, Newzeland and Beam AG, Germany
Associate companies: Megasoft International (India) Pvt Ltd, Aries Foundations Pvt Ltd & NMR Property Develop-
ment Private Limited
Directors & Key Management Personnel: GV Kumar & D Sudhakar Reddy

There are no provisions for doubtful debts / advances in respect of related parties as at the Balance Sheet date or
amounts written-off or written back during the period in respect of debts due from or to related parties.

Balance as at
31-Dec-2004

Rs 000s

95,126

36,545
—

(395)

10,007

Subsidiary companies
Revenues
Receivables
Software development expenses
Investments in subsidiary companies
Loan to subsidiary companies
Associate companies
Lease rentals & other expenses
Due to / (from)
Interest paid
Loan received
Loan repayments
Loan outstanding
Loan outstanding (maximum)
Directors & Key Management Personnel
Remuneration to Executive Directors
Professional fees to Non-Executive Director

Balance as at
31-Dec-2005

Rs 000s

75,158

183,814
24,304

594

3,034

Year ended
31-Dec-2004

Rs 000s

58,108

27,284
—
—

1,750

613
12,907
4,800

10,007

1,249
80

Year ended
31-Dec-2005

Rs 000s

107,736

26,868
147,331
24,304

1,247

1,791
18,427
25,400

20,034

2,899
80

Year ended
31-Dec-2004

Rs 000s

(i) Managing Director
Salaries & Allowances 1,815 400
Contribution to provident & other funds 140 38
Perquisites 156 154

2,111 592
(ii) Whole-time Directors

Salaries & Allowances 477 396
Contribution to provident & other funds 57 48
Perquisites 254 213

788 657
2,899 1,249

(iii) Non-executive Director
Professional fee (included under Legal & Professional expenses) 80 80

Year ended
31-Dec-2005

Rs 000s

(i) Approval under Section 269, 198(4)/309(3) & 637 AA of the Companies Act, 1956 obtained from the Central Government vide
their letter No.1/446/2004-CL.VII dated 25 April 2005 and 7 October 2005 for a period of five years with effect from 1 September
2004. Further, approval under Section 310 and 198(4)/309(3) of the Companies Act, 1956 obtained from the Central Government
vide their letter No.2/53/2005-CL.VII dated 18 January 2006 with effect from 1 April 2005 for the revised remuneration.
However, the revised remuneration is made effective from 1 October 2005.

(ii) Approval under Section 269 & 198(4)/309(3) of the Companies Act, 1956 obtained from the Central Government vide their letter
No.1/297/2003-CL.VII dated 15 December 2003 for a period of five years with effect from 1 September 2003. Further, approval
under Section 310 and 198(4)/309(3) of the Companies Act, 1956 obtained from the Central Government vide their letter
No.2/54/2005-CL.VII dated 18 January 2006 with effect from 1 April 2005 for the revised remuneration.

(iii) Approval under Section 309 of the Companies Act, 1956 obtained from the Central Government vide their letter No.6/17/2001-
CL.VII dated 18 October 2001 for a period of three years with effect from 1 Janaury 2000. Further extension obtained from the
Central Government vide their letter No.6/20/2004-CL.VII dated 15 September 2004, for payment of fee for professional
services for a period of five years with effect from 1 January 2003.
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7 Payments to Auditors

8 CIF value of imports

9 Expenditure in foreign currency

10 Earnings in foreign exchange

Year ended
31-Dec-2004

Rs 000s

Year ended
31-Dec-2005

Rs 000s

331
10
—

48
389

Audit fees (including service tax)
Out of pocket expenses
Tax matters (including service tax)
Others (including service tax)

331
12
46
16

405

2,973Capital goods 17,520

4,181
1,892

78,232
—

84,305

Travel expenses
Sub-contract expenses
Expenditure incurred at overseas branches
Other expenses

10,982
11,476
42,564
7,104

72,126

193,379Software development services 379,887

11 Quantitative details
The Company is in the business of development and maintenance of computer software. The development and
sale of such software cannot be expressed in any generic unit. Hence, it is not possible to furnish the quantitative
details and the information required under paragraphs 3, 4C and 4D of part II of Schedule VI to the Companies Act,
1956.

Consumption particulars are given below:

12 Segmental Information
In accordance with AS 17 – Segment Reporting, segment information has been given in the consolidated financial
statements of Megasoft Group and therefore no separate disclosure on segment information is given in these
financial statements.

13 Taxation
The profits arising from the Indian operations of the Company registered under Software Technology Park scheme
of India (“STPI”) are exempted from taxation for a period of ten years from the date of registration of Chennai
unit vide STPI letter dated 3 September 1999 and Hyderabad unit vide STPI letter dated 30 March 2001. Hence,
there is no tax liability for the Indian operations of the Company relating to exports.

Provision for taxation is made in accordance with the provisions of Section 115JB of the Income Tax Act, 1961.

14 Transfer pricing legislation
The Company has established a comprehensive system of maintenance of information and documents as required
by the transfer pricing legislation under sections 92-92F of the Income Tax Act, 1961. Since the law requires
existence of such information and documentation to be continuous, the Company is in the process of updating the
documentation for the international transactions entered into with the associated enterprises during the financial
period. The management is of the opinion that its international transactions are at arm's length so that the
aforesaid legislation will not have any impact on the financial statements, particularly on the amount of tax
expense and that of provision for taxation.
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15 Stock Option Plan
The Company has three stock option plans that provide for the granting of stock options to employees including
directors of the Company (not being promoter directors of the Company). The objectives of these plans include
attracting and retaining the best personnel, providing for additional performance incentives and promoting the
success of the Company by providing employees the opportunity to acquire equity shares. The option plans are
summarised below:

(i) Employees Stock Option Plan 2001
On 26 July 2001, the Company’s shareholders approved in the Annual General Meeting (AGM) an Employees Stock
Option Plan (“the 2001 Plan”). The 2001 Plan provided for issuance of 1,065,050 equity shares of Rs 10 each to the
employees including Directors. Compensation Committee administers the 2001 Plan. Under the Plan, based on the
recommendation of Compensation Committee, the options were granted at the market price of shares on the date
of grant. The option vests over a period of five years from the grant date.

Subsequently, the shareholders of the Company approved following modifications to the 2001 Plan:
• At the AGM held on 18 June 2004, the Plan was closed and the Company decided not to offer any more

options under this Plan consequent to the amendments to SEBI (Employee Stock Option Scheme and Employee
Stock Purchase Scheme) Guidelines, 1999, on 30 June 2003; and

• At the AGM held on 10 June 2005, the additional disclosures as required under the SEBI (Employee Stock
Option Scheme and Employee Stock Purchase Scheme) Guidelines, 1999 were made with regard to the
options already granted.

A summary of the status of the 2001 Plan is given below:

(ii) Employees Stock Option Plan (XIUS)
The Shareholders of the Company in the AGM held on 10 June 2005 approved an Employees Stock Option Plan (the
XIUS Plan) in accordance with the Scheme of Amalgamation of XIUS India Limited with the Company (“Scheme”).
The Hon’ble High Court of Madras and the Hon’ble High Court of Andhra Pradesh approved the Scheme on 22 June
2004 on 16 July 2004, respectively. The XIUS Plan provides for issuance of 1,622,500 equity shares of Rs 10 each to
the employees including Directors of XIUS India Limited at the price of shares determined on the date of grant in
the ratio of 2:5 in accordance with the Scheme. The option vests over a period of three years from the grant date.

A summary of the status of the XIUS plan is given below :

The Company has made the stock option provision in accordance with the SEBI (Employee Stock Option Scheme
and Employee Stock Purchase Scheme) Guidelines, 1999.

Year ended
31-Dec-2004

117,550
—
—

(47,950)
69,600
34,800

Options outstanding at the beginning of the year
Options granted during the year
Exercised during the year
Expired during the year
Options outstanding at the end of the year
Exercisable at the end of the year

Year ended
31-Dec-2005

69,600
—
—
—

69,600
69,600

Scheme 4

1,328,125
—
—

1,328,125
1,328,125

Options outstanding at the beginning of the year
Exercised during the year
Expired during the year
Options outstanding at the end of the year
Exercisable at the end of the year

Scheme 3

71,250
—

(7,500)
63,750

—

Scheme 2

157,500
—

(154,375)
3,125

—

Scheme 1

23,750
—
—

23,750
23,750
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(iii) Associates Stock Option Plan 2004
The Shareholders of the Company in the AGM held on 18 June 2004 approved an Associate Stock Option Plan (the
2004 Plan). The 2004 Plan provides for issuance of 755,000 equity shares of Rs 10 each to the employees including
Directors at the market price of the shares on the date of grant. The option vests over a period of five years from
the grant date.

The market price under the 2004 Plan scheme prior to the revised SEBI (Employee Stock Option Scheme and
Employee Stock Purchase Scheme) Guidelines 1999 (amended up to 22 July 2004), was the average of the two
weeks high and low price of the share preceeding the date of grant of option on the stock exchange, where the
highest trading volumes are recorded during the aforesaid period. Consequent to the revised SEBI (Employee
Stock Option Scheme and Employee Stock Purchase Scheme) Guidelines 1999 (amended up to 22 July 2004), the
market price under the 2004 Plan scheme is the latest available closing price prior to the date of the meeting of
the Board of Directors in which options are granted/shares are issued, on the stock exchange on which the shares
of the Company are listed and, where there is highest trading volume on the said date.

Subsequently, at the Annual General Meeting held on 10 June 2005, the exercise price of the options to be granted
was amended to enable issue of shares on the date of the grant at a discount not exceeding 25% of the market
price of shares on the date of grant.

The Company has not issued any options under this Plan as on date.

16 Earnings per share

17 Amalgamation of XIUS India Limited with the Company
The prior year comparatives include effect of the amalgamation of XIUS India Limited (whose core business is
providing technology solutions to the wireless telecom industry) with the Company effective 1 January 2004. The
Company accounted for the amalgamation as per the "Pooling of Interest" method prescribed by AS 14 - Accounting
for Amalgamation, issued by the ICAI and the assets, liabilities and other reserves of XIUS India Limited as at
1 January 2004 were recorded in the books of account. Consequent to the amalgamation 10,330,625 Equity Shares
of Rs 10 each were issued as fully paid-up in exchange of 4,132,250 equity shares of Rs 10 each to all the
shareholders of XIUS, without payment being received in cash, in the ratio of 2:5 on 1 September 2004.

Year ended
31-Dec-2004

Rs 000s

(69,323)
—
—

(69,323)

25,448,400

(2.72)

(69,323)
—
—

(69,323)

26,467,305

(2.62)

Basic
Profit / (loss) after tax
Less: Dividend on Preference Shares
Less: Dividend distribution tax
Profit / (loss) after tax attributable to equity shareholders

Weighted average number of equity shares outstanding

Earnings per share (Rs)

Diluted
Profit / (loss) after tax
Add: Interest expense on FCCB
Add: Tax relating to Interest expense
Profit / (loss) after tax attributable to equity shareholders

Weighted average number of equity shares outstanding

Earnings per share (Rs)

Year ended
31-Dec-2005

Rs 000s

178,606
7,500
1,052

170,054

25,448,400

6.68

178,606
1,582

533
180,721

29,286,875

6.17
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18 Secured loans / borrowings are secured as follows:
(i) The working capital loan from Bank of India is secured by a first charge on book-debts / receivables, other

current assets and the movable assets of the Company at Chennai and personal guarantee of a Director.
(ii) The working capital loan from UTI Bank Limited is secured by a first charge on entire current assets and

fixed assets (except assets acquired under hire purchase scheme), present and future, of the Company, at
Hyderabad.

(iii) Loan for cars taken on lease are secured against cars taken on finance lease by the Company. Amount
repayable within one year Rs 2,382 (Previous year - Rs 1,040)

19 Unsecured loans
(i) Unsecured loans include interest free loans availed from private financial institutions of Rs 6,900 (Previous

year -  Rs 32,400).
(ii) The Company issued / allotted 8,000 1.5% Foreign Currency Convertible Bonds (“FCCB”) of US$ 1,000 each

on preferential basis on 16 September 2005 pursuant to the approval of the shareholders of the Company
at the Extra-ordinary General Meeting held on 26 August 2005 aggregating to US$ 8 million. The FCCB are
convertible on or before 17 September 2008 at an initial conversion price of Rs 115 per equity share. The
FCCB have been listed on Luxembourg Stock Exchange on 22 September 2005.

20 Preferential Issue of Securities (Preference Shares and Equity Warrants)
The Company allotted following securities on preferential basis on 28 February 2005 pursuant to the approval of
the Shareholders of the Company at the Extra-ordinary General Meeting held on 3 February 2005 and the
in-principle listing approval from BSE:
(i) 9,00,000 10% Convertible Redeemable Preference Shares (CRPS) of Rs 100 each, where each CRPS is

convertible into two Equity Shares of the face value of Rs 10 each at a price of Rs 50 per share (including
premium of Rs 40 per share) within a period of twelve months from the date of issue of securities to
Non-Promoters

(ii) 7,00,000 Equity Warrants of Rs 50 each to Mr Ravindra Sannareddy, Promoter (amount received
Rs 3.5 million, being 10% of the face value of warrants), where each equity warrant is convertible into one
Equity Share of the face value of Rs 10 each at a price of Rs 50 per share (including premium of Rs 40 per
share) within a period of eighteen months from the date of issue of securities.

The Company raised an amount of Rs 93.5 million out of the above issue of securities on a preferential basis and
utilised the same in the manner following as on date:

21 Preferential Issue of Securities (FCCB)
The Company issued / allotted 8,000 1.5% Foreign Currency Convertible Bonds (“FCCB”) of US$ 1,000 each on
16 September 2005 pursuant to the approval of the shareholders of the Company at the Extra-ordinary General
Meeting held on 26 August 2005 aggregating to US$ 8 million. The FCCB are convertible into equity shares on or
before 17 September 2008 at an initial conversion price of Rs 115 per equity share. The FCCB have been listed on
Luxembourg Stock Exchange on 22 September 2005.

The proceeds from the issue of FCCB have been utilised in the manner following:

On 23 January 2006 the Company converted FCCB aggregating to US$ 2 million into 776.869 equity shares at Rs 115
per share on receipt of the Conversion Notice dated 10 January 2006. Subsequent to this the Company’s paid-up equity
share capital stands increased to Rs 262,252,690 constituting 26,225,269 equity shares of Rs 10 each fully paid.

Rs 000s

47,500
46,000

93,500

Repayment of debt
Business development / infrastructure / Working capital

US$ 000s

3,307
539
108
338

4,292
3,708
8,000

Strategic Investments in subsidiary companies
Loan to subsidiary companies
Capital Expenditure
FCCB issue expenses

Balance in short term deposit accounts with Banks overseas
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22 Securities Premium
The preferential issue expenses and FCCB issue expenses have been set-off against the Securities Premium in
terms of the provisions of Section 78 of the Companies Act, 1956.

23 Investment in Wholly-owned Subsidiary
During the financial year, the Company invested US$ 3 million in Megasoft Consultants, Inc., USA, a wholly owned
subsidiary, for capital expenditure, business development and expansion of marketing network in the United
States.

24 Loan to Wholly-owned Subsidiary
During the financial year the Company provided an interest free loan of US$ 300,000 to Megasoft Consultants, Inc.,
USA, a wholly owned subsidiary, for part funding the repayment of loan availed from State Bank of Mauritius.

25 Investment / acquisition of shares in beam AG, Germany (Subsidiary)
During the financial year, the Company invested € 252,992 for acquiring a stake of 64% in beam AG, Germany
(“Beam”), a company involved in providing IT services for over five years. Beam has become a subsidiary w.e.f.
1 October 2005.Company evaluated a proposal for acquisition of a majority stake in Beam.

26 Loan to beam AG, Germany (Subsidiary)
Subsequent to Beam becoming a subsidiary, the Company provided loan of € 200,730 for meeting its immediate
working capital requirements.

27 Loans and advances
(i) Loans and advances include an advance of Rs.5,000 to Megasoft Employees' Welfare Trust for the cost of

500,000 equity shares allotted on 31st December 1999 towards employee stock options.
(ii) Loans and advances include advance against capital orders of Rs 18,768 paid during the year.

28 Provision for dimunition in value of Investments
During the year the Company initiated the process for closure of Megasoft (HK) Limited, a wholly owned subsidiary
at Hong Kong, wherein there were no operations during the last two years. Consequently, a sum of Rs 62 has been
provided for in the accounts.

29 Previous year comparatives
Previous years' figures have been regrouped, reclassified / rearranged wherever necessary to conform to current
year’s presentation.

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

As at
31-Dec-2004

Rs 000s

182,600

35,395
2
—

(4,482)
(62)

(2,681)
10,364

221,136
(1,134)

(164,438)
(42,454)

14,509
(1,011)
26,608

(29,869)
—

(147,269)
303

—
2,681

(174,154)

93,500
(24,725)

—
—
—
—

361,560
(69,732)
(31,721)
(10,364)
318,518
170,972
19,637

190,609

(72,326)

45,393
1,173

(4,319)
7,212

—
(710)

10,735
(12,842)

37,940
(62,404)
(6,008)
24,003
2,361

(16,950)

(9,387)
(70,635)

—
498

(2,265)
710

(81,079)

103,306
—

80,609
(2,848)

(61,984)
296

—
9,770

(8,307)
(10,735)
110,107
12,078
7,559

19,637

Cash flows from operating activities
Profit / (Loss) before taxation
Adjustments for:
Depreciation & Amortisation
Loss on sale of Fixed Assets
Prior-period adjustments
Employees Stock compensation expense
Provision for dimunition in value of Investments
Interest received
Finance charges
Operating profit before working capital changes
(Increase) / Decrease in Inventories
(Increase) in Sundry Debtors
(Increase) in Loans & Advances
Increase / (Decrease) in Current Liabilities
Income taxes paid during the year
Net cash provided by operating activities
Cash flows from investing activities
Purchase of Fixed Assets
Fixed Assets (net) on amalgamation
Investments in subsidiaries
Proceeds from sale of Fixed Assets
Miscellaneous Expenditure
Interest received
Net Cash used for investing activities
Cash flows from financing activities
Proceeds from issue of shares
Preferential issue of Shares / FCCB Issue expenses
Amalgamation of XIUS India Limited w.e.f. 1 January 2004

Securities Premium (net-off amalgamation expenses)
Profit & Loss A/c debit balance
Excess consideration paid
Employees Stock Compensation outstanding

Proceeds from issue of FCCB
Proceeds from long-term borrowings
Increase / (Decrease) in working capital loans
Finance charges
Net cash provided by financing activities
Net increase in cash & cash equivalents
Cash & Cash equivalents at the beginning of the period
Cash & Cash equivalents at the end of the period

As at
31-Dec-2005

Rs 000s

For and on behalf of the Board of Directors

Ravindra Sannareddy Chairman

GV Kumar Managing Director

D Sudhakar Reddy Whole-time Director

V Balasubramanian Chief Financial Officer

GP Srinath General Manager &
Company Secretary

As per our Report of even date attached

for MC Ranganathan & Co.
Chartered Accountants

MC Srikanth
Partner
Membership No.18588

Chennai
22 February 2006

for TN Rajendran & Co.
Chartered Accountants

TN Rajendran
Partner
Membership No.28778
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Balance Sheet Abstract & Company’s General Business Profile

(i) Registration Details

(ii) Capital raised during the year (Amount in Rupees Thousands)

* preference shares and equity warrants issued / allotted on 28 February 2005
(Refer Note No.20 of Schedule 18 - Notes to Accounts)

(iii) Position of Mobilisation & Deployment of Funds (Amount in Rupees Thousands)

(iv) Performance of Company (Amount in Rupees Thousands)

(iv) Generic name of principal product / service of Company
(as per monetary terms)

Registration No.

Balance Sheet Date

State Code

42730

31 December 2005

18

Public Issue

Private Placement *

—

—

Rights Issue

Bonus Issue

—

93,500

Total Liabilities

Source of Funds

Paid-up capital

Reserves & Surplus

Secured Loans

Unsecured Loans

Deferred tax liability

929,770

107,204

183,814

638,668

84

—

Total Assets

Application of Funds

Net Fixed Assets

Investments

Net Current Assets

Miscellaneous Expenditure

Accumulated Losses

929,770

347,984

197,908

11,769

371,494

615

Turnover

Profit before Tax

Earnings per Share (Basic) (Rs)

(annualised)

369,889

178,606

Nil

Total Expenditure

Profit after Tax

Dividend Rate %

(pro-rata)

553,051

182,600

6.68

ITC Code

Product Description

8524

Development of Computer software

For and on behalf of the Board of Directors

Ravindra Sannareddy Chairman

GV Kumar Managing Director

D Sudhakar Reddy Whole-time Director

V Balasubramanian Chief Financial Officer

GP Srinath General Manager &
Company Secretary

Chennai
22 February 2006
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Auditors’ Report

To the Board of Directors of Megasoft Limited on the Consolidated Financial Statements of Megasoft Limited
and its subsidiaries
1. We have examined the attached consolidated balance sheet of Megasoft Limited ("the Company") and its subsidiaries

as of 31 December 2005 and the consolidated profit and loss account and the consolidated cash flow statement for
the year ended on that date, annexed thereto.

2. These financial statements are the responsibility of the Company's management. Our responsibility is to express
an opinion on these financial statements based on our audit. We conducted our audit in accordance with auditing
standards generally accepted in India. Those Standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are prepared in all material respects, in accordance
with an identified financial reporting framework generally accepted in India and 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
a reasonable basis for our opinion.

3. We did not audit the financial statements of the subsidiaries, whose financial statements reflect total assets of
Rs 178 million as at 31 December 2005 and total revenues of Rs 753 million for the year ended on that date. These
financial statements have been audited by other auditors whose reports have been furnished to us, and our
opinion, insofar as it relates to the amounts included in respect of the subsidiaries, is based solely on the report
of the other auditors.

4. We report that the consolidated financial statements have been prepared by the Company in accordance with the
requirements of Accounting Standard 21 - Consolidated Financial Statements, issued by The Institute of Chartered
Accountants of India and on the basis of the separate audited financial statements of the Company and its subsidiaries
included in the consolidated financial statements.

5. On the basis of the information and explanations given to us and on the consideration of the separate audit reports
on individual audited financial statements of Megasoft Limited and its subsidiaries, we are of the opinion that:

(i) the consolidated balance sheet gives a true and fair view of the consolidated state of affairs of Megasoft
Limited and its subsidiaries as at 31 December 2005;

(ii) the consolidated profit and loss account gives a true and fair view of the consolidated results of operations
of Megasoft Limited and its subsidiaries for the year ended on that date; and

(iii) the consolidated cash flow statement gives a true and fair view of the consolidated cash flows of Megasoft
Limited and its subsidiaries for the year ended on that date.

for MC Ranganathan & Co.
Chartered Accountants

MC Srikanth
Partner
Membership No.18588

Chennai
22 February 2006

for TN Rajendran & Co.
Chartered Accountants

TN Rajendran
Partner

Membership No.28778
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Consolidated Balance Sheet

As at
31-Dec-2004

Rs 000s

347,984
220,339

568,323

93,120
371,494

464,614

621

(7,790)
1,025,768

324,372
(198,325)
126,047

101,923

35,061
601,015
226,622
139,349

1,002,047
204,333

797,714

84

—
1,025,768

254,484
160,300

414,784

161,875
83,725

245,600

3,937

—
664,321

259,329
(144,784)
114,545

77,023

30,892
327,986
61,662

105,019
525,559
155,408

370,151

2,724

99,878
664,321

Source of Funds
Shareholders' Funds

Share Capital
Reserves & Surplus

Loan Funds
Secured Loans
Unsecured Loans

Deferred tax liability

Minority Interest

Application of Funds
Fixed Assets

Gross Block
Less: Accumulated Depreciation
Net Block

Goodwill on consolidation

Current Assets, Loans & Advances
Inventories
Sundry Debtors
Cash & Bank balances
Loans & Advances

Less: Current Liabilities & Provisions
Net Current Assets

Miscellaneous Expenditure
(to the extent not written-off or adjusted)

Profit & Loss Account debit balance

Significant Accounting policies
Notes to Accounts

Schedule

1
2

3
4

5

6
7
8
9

10

11

16
17

As at
31-Dec-2005

Rs 000s

The Schedules referred to above and Notes thereon form an integral part of the Balance Sheet.

For and on behalf of the Board of Directors

Ravindra Sannareddy Chairman

GV Kumar Managing Director

D Sudhakar Reddy Whole-time Director

V Balasubramanian Chief Financial Officer

GP Srinath General Manager &
Company Secretary

As per our Report of even date attached

for MC Ranganathan & Co.
Chartered Accountants

MC Srikanth
Partner
Membership No.18588

Chennai
22 February 2006

for TN Rajendran & Co.
Chartered Accountants

TN Rajendran
Partner
Membership No.28778

Megasoft Limited & Subsidiaries
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Consolidated Profit and Loss Account

As at
31-Dec-2004

Rs 000s

1,154,256
1,154,256

668,869
215,317
19,878
42,193
2,640

—
(1,016)

947,881
206,375

2,428
208,803

9,344
1,620

(3,317)
201,156

—
78

(35,046)
166,032

7,500
1,052

157,480
166,032

7.57
6.94

25,448,400
29,286,875

849,153
849,153

624,501
189,034
16,952
43,076
2,525
1,509

37,940
915,537
(66,384)

1,767
(64,617)

2,622
—

(2,993)
(64,246)

4,319
—

33,519
(35,046)

—
—

(35,046)
(35,046)

(2.52)
(2.43)

25,448,400
26,467,305

Income
Revenues

Expenditure
Personnel costs
Operating expenses
Finance charges
Depreciation
Deferred Revenue Expenses written-off
Preliminary expenses written-off
Increase / (Decrease) in Inventories

Operating Profit / (Loss)
Other Income / (Expenses)

Profit / (Loss) before tax
Less: Tax expense

Current
Fringe benefit tax
Deferred tax expense / (benefit)

Profit / (Loss) after tax
Less: Prior period adjustments
Less: Minority Interest profit / (loss)
Balance brought forward

Profit / (Loss) available for appropriation
Appropriations
Dividend on Preference Shares
Dividend distribution tax
Balance carried to Balance Sheet

Earnings per share (equity shares, par value Rs.10 each)
Basic (Rs)
Diluted (Rs)

No of shares used in computing
Basic
Diluted

Significant Accounting policies
Notes to Accounts

Schedule

12
13
14

15

16
17

As at
31-Dec-2005

Rs 000s

The Schedules referred to above and Notes thereon form an integral part of the Profit & Loss Account.

For and on behalf of the Board of Directors

Ravindra Sannareddy Chairman

GV Kumar Managing Director

D Sudhakar Reddy Whole-time Director

V Balasubramanian Chief Financial Officer

GP Srinath General Manager &
Company Secretary

As per our Report of even date attached

for MC Ranganathan & Co.
Chartered Accountants

MC Srikanth
Partner
Membership No.18588

Chennai
22 February 2006

for TN Rajendran & Co.
Chartered Accountants

TN Rajendran
Partner
Membership No.28778
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Schedules to the Consolidated Balance Sheet

As at
31-Dec-2004

Rs 000s

400,000
100,000

500,000

254,484
90,000
3,500

347,984

152,154
—
—

(24,725)
127,429

(3,500)

3,110
(84)

3,026

736
736

157,480

(61,984)
(2,848)
92,648

220,339

87,500
5,620

93,120

361,560
9,934

371,494

300,000
—

300,000

254,484
—
—

254,484

71,545
82,079
(1,470)

—
152,154

(98)

9,796
(2,288)
7,508

736
736

(35,046)

(61,984)
(2,848)

(99,878)

60,422

160,314
1,561

161,875

—
83,725

83,725

1 Share Capital
Authorised
40,000,000 (Previous year - 30,000,000) Equity Shares of Rs 10 each
1,000,000 (Previous year - Nil) Preference Shares of Rs 100 each

Issued, Subscribed & Paid-up
25,448,400 Equity Shares of Rs 10 each fully paid
900,000 (Previous year - Nil) Preference Shares of Rs 100 each fully  paid
700,000 (Previous year - Nil) Equity Warrants of Rs 50 each, Rs 5 paid-up

[Out of the above:
- 5,150,500 Equity Shares of Rs 10 each were allotted as fully paid-up

equity shares for a consideration other than cash pursuant to
the Scheme of Amalgamation with Indus e-Solutions Limited

- 10,330,625 Equity Shares of Rs 10 each were allotted as fully
paid-up equity shares for a consideration other than cash
pursuant to the Scheme of Amalgamation of XIUS India
Limited with the  Company]

2 Reserves & Surplus
Securities Premium

As per last Balance Sheet
On Amalgamation
Less: Expenses on issue of shares relating to amalgamation
Less: Preferential issue of Shares / FCCB Issue expenses

Foreign Currency Translation Reserve
Employee Stock Options

Employee Stock Options outstanding
Less: Deferred Compensation Expense

General Reserve
As per last Balance Sheet

Profit & Loss Account
Balance in Profit & Loss Account
Amalgamation of XIUS India Limited w.e.f. 1 January 2004

Excess consideration paid
Profit & Loss A/c debit balance

3 Secured Loans
Working Capital loans from Banks
Loan for cars taken on lease

(Refer Note No.11 of Schedule 17 - Notes to Accounts)

4 Unsecured Loans
Foreign Currency Convertible Bonds
Others

(Refer Note No.12 of Schedule 17 - Notes to Accounts)

As at
31-Dec-2005

Rs 000s
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Schedules to the Consolidated Balance Sheet
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Schedules to the Consolidated Balance Sheet

As at
31-Dec-2004

Rs 000s

35,061
35,061

216,513
12,776

384,502
613,791
(12,776)
601,015

232

6,414
98,887
1,663

26,752
92,674

226,622

122,999
10,286
6,064

139,349

115,316
15,850
51,629

506
183,301

7,500
1,052

12,480
21,032

204,333

84
84

30,892
30,892

111,470
8,202

216,516
336,188

(8,202)
327,986

240

1,411
4,116
9,804

46,091
—

61,662

90,494
9,472
5,053

105,019

90,133
13,588
45,627
2,017

151,365

—
—

4,043
4,043

155,408

2,724
2,724

6. Inventories
Work in progress

7. Sundry Debtors
Debts outstanding for a period exceeding six months

considered good
considered doubtful

Other debts - unsecured, considered good

Less: Provision for doubtful debts

8 Cash & Bank balances
Cash in hand
Balance with Scheduled Banks:

In Current Accounts
In Short Term Deposit Accounts
In EEFC Accounts

Balance with non-scheduled Banks:
In Current Accounts
In Short Term Deposit Accounts

9 Loans & Advances
(Unsecured, considered good)

Advances recoverable in cash or in kind or for value to be received
Deposits
Advance Income-tax (TDS)

10 Current Liabilities & Provisions

Current Liabilities
Sundry Creditors

others
for accrued salaries and benefits

Other Liabilities
Advance received from customers

Provisions
Dividend on Preference Shares
Dividend distribution tax
Provision for taxation

11. Miscellaneous Expenditure
(to the extent not written-off or adjusted)
Deferred Revenue Expenses

As at
31-Dec-2005

Rs 000s
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Schedules to the Consolidated Profit and Loss Account

As at
31-Dec-2004

Rs 000s

383,891
25,153
7,918

(4,482)
256,389

668,869

15,342
3,284

13,505
51,611
17,067
4,937

66,138

2,653
3,868
1,808

99
5,500

2
9,413
8,209
1,417
4,695
5,769

215,317

—
1,582

12,008
3,267
3,021

19,878

1,356
4,145

(3,073)
2,428

330,150
24,593
5,144
7,212

257,402
624,501

10,290
1,684

11,615
37,262
14,528
3,733

19,500

1,539
3,368

759
55,514
4,571
1,173
4,041
8,562

979
5,829
4,087

189,034

51
—

9,423
6,017
1,461

16,952

3,736
2,556

(4,525)
1,767

12 Personnel costs
Salaries & Bonus including overseas staff expenses
Contribution to Provident & Other Funds
Employees Welfare expenses
Employees Stock compensation expense
Software Development expenses

13 Operating expenses
Rent
Rates & Taxes
Communication expenses
Travel & Conveyance
Insurance
Power & Fuel
Purchase of hardware and software for System Integration
Repairs & Maintenance

Machinery
Others

Printing & Stationery
Bad debts written-off
Provision for doubtful debts
Loss on sale of Fixed Assets
Business Development expenses
Legal & Professional expenses
Auditors' remuneration
Directors' remuneration
Miscellaneous expenses

14 Finance charges
Interest on Term Loans
Interest on FCCB
Interest on Working Capital Loans
Interest on Other Loans
Other Finance Charges

15 Other Income / (Expenses)
Miscellaneous Income
Interest received
Net Foreign Exchange gain / (loss)

As at
31-Dec-2005

Rs 000s
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Schedules to the Consolidated Balance Sheet and Profit and Loss Account

16. Significant Accounting policies
1 Basis of preparation of consolidated financial statements

The consolidated financial statements are prepared under the historical cost convention in accordance with
Generally Accepted Accounting Principles (“GAAP”) on the accrual basis.  GAAP comprises mandatory accounting
standards (“AS”) issued by the Institute of Chartered Accountants of India (“ICAI”).

The consolidated financial statements include the financial statements of Megasoft Limited and all its subsidiaries,
which are more than 50%, owned or controlled by the Company. The financial statements are prepared in accordance
with the principles and procedures for the preparation and presentation of consolidated financial statements as
laid down under AS 21 by the ICAI. All material inter-company transactions and accounts are eliminated on
consolidation.

2 Use of Estimates
The preparation of consolidated financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent
liabilities at the date of financial statements and the reported amounts of revenues and expenses during the
reporting period. Examples of such estimates include estimates of carrying value of work in progress, provision for
doubtful debts and useful life of fixed assets. Actual results could differ from estimates.

3 Revenue Recognition
Revenue from software development on the time and material basis is recognised based on software developed
and billed to clients as per the terms of specific contracts. In the case of fixed-price contracts, revenue is
recognised based on the milestones achieved as specified in the contracts or on the percentage of completion
basis. Provision for estimated losses on incomplete contract is recorded in the period in which such losses become
probable based on the current estimates.

Revenues from product licenses and related revenues are recognised as follows:
• Licence fees, on delivery and subsequent milestone schedule as per the terms of the contract with the end

user.
• Product maintenance revenues, over the period of the maintenance contract.

4 Fixed Assets & Depreciation
Fixed assets are stated at cost of acquisition less accumulated depreciation. Direct costs such as freight, installation
costs, duties and taxes are included in the cost of the asset until the assets are ready to be put to use. Assets
acquired under hire purchase / leases are capitalised and the corresponding liability is recorded at an amount
equal to the fair value of the hired / leased asset or the present value of the minimum hire / lease payments,
whichever is lower, at the inception of the lease / hire purchase. Initial costs incurred in connection with specific
leasing / hire purchase activities directly attributable to activities performed for a finance lease / hire purchase
are included as part of the amount recognised as an asset under the lease / hire purchase.

Depreciation on fixed assets is provided using the straight-line method other than in the Hong Kong & Germany
subsidiaries, wherein reducing balance method is followed, in accordance with the rates specified under the local
laws of the respective countries.

Depreciation is charged on a pro-rata basis on fixed assets purchased / sold during the period. Depreciation on
assets acquired under finance lease / hire purchase is provided using the straight-line method over the shorter of
the lease / hire purchase term and useful life of the asset

5 Inventories
Finished Products are stated at lower of cost or net realisable value. They represent the total direct and related
indirect expenditure incurred by the Company on products developed.

Work in progress stated at cost represents the amount of expenditure incurred by the Company on projects in
progress and on product development.  These expenses comprise direct expenses such as salaries incurred on
projects / product development and certain direct overheads absorbed on the basis of man hours spent on the
projects / product development.
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Schedules to the Consolidated Balance Sheet and Profit and Loss Account

6 Foreign Currency transactions
The Consolidated Financial Statements are prepared in Indian Rupees, which is the functional currency for Megasoft
Limited. The translation of the functional currencies into the reporting currency is performed for assets and
liabilities of the foreign subsidiaries currency using the current exchange rates in effect at the balance sheet
date, for revenues, costs and expenses using average exchange rates prevailing during the reporting periods and
for share capital, using the exchange rate at the date of the transaction. The resultant translation exchange gain/
loss has been disclosed as “Foreign Currency Translation Reserve” under “Reserves & Surplus”.

All income and expenditure transactions of the foreign branch during the year are included in these accounts at
the average rate of exchange. Monetary assets and liabilities at rates prevailing on the balance sheet date.
Non-monetary assets and liabilities are translated at the rate prevailing on the date of the transaction. Depreciation
is translated at the rates used for the translation of the values of the assets on which depreciation is computed.
Net gain/loss on foreign currency translation is recognised in the Profit & Loss Account.

7 Retirement benefits
India
Contributions to provident fund are deposited with a recognised provident fund. Provision for gratuity and leave
encashment is made on the basis of an actuarial valuation
Subsidiaries
Retirement benefits are provided to employees of subsidiaries in accordance with the local laws and regulations
prevailing in the country in which the subsidiary is located.

8 Borrowing cost
Borrowing costs other than those directly attributable to qualifying Fixed Assets are recognised as an expense in
the period in which they are incurred.

9 Miscellaneous Expenditure
Miscellaneous Expenditure comprising preliminary and deferred revenue expenses (market development and other
expenses) are amortised over a period of ten and five years respectively.

10 Taxes
Current tax
Current tax is measured at the amount expected to be paid out or recovered from the tax administration adopting
the applicable rates in force.
Deferred taxation
Deferred tax charge or credit reflects the tax effects of timing differences between accounting income and
taxable income for the period. The deferred tax charge or credit and the corresponding deferred tax liabilities or
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 be
realised in future. However, where there is unabsorbed depreciation or carry forward of losses, deferred tax
assets are recognised only if there is 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 reasonable / virtual
certainty (as the case may be) to be realised.

The break-up of major components of the deferred tax assets and liabilities as of each year end Balance Sheet
date have been arrived at after setting off deferred tax assets and liabilities where the Group has a legally
enforceable right to set-off assets against liabilities and where such assets and liabilities relate to taxes on income
levied by the same governing laws.
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Schedules to the Consolidated Balance Sheet and Profit and Loss Account

17 Notes to Accounts
[All amounts in the financial statements are presented in Rupees thousands, except for per share data and as
otherwise stated]

1 Description of the Group
Megasoft Limited ("the Company") together with its subsidiary companies (collectively "the Group") are engaged in
the business of providing Information Technology services to customers.

2 Goodwill on consolidation
Goodwill arising on account of acquisition of subsidiaries are not being amortised.

3 Minority Interest

% of holding

100%
100%
100%
100%
100%
100%
100%
100%
100%
64%

Megasoft Consultants Sdn Bhd
Megasoft Consultants Pte Ltd
Megasoft (HK) Limited
Megasoft Consultants, Inc.
Megasoft Consultants Limited
Megasoft Consultants GmBH
Megasoft Consultants BV
Megasoft Australia Pty Ltd
Megasoft (NZ) Limited
Beam AG

Country of Incorporation

Malaysia
Singapore
Hong Kong

USA
UK

Germany
The Netherlands

Australia
New Zealand

Germany

As at
31-Dec-2004

Rs 000s

27,313
49,710

77,023

—

77,023

Megasoft Consultants, Inc., USA
Excess consideration paid
Accumulated losses on the date of becoming subsidiary i.e. 1 January 2003

Beam AG, Germany
64% share of accumulated losses on the date of becoming subsidiary i.e. 1 October 2005

As at
31-Dec-2005

Rs 000s

27,313
49,710

77,023

24,900

101,923

—
—
—
—

Beam AG, Germany
Capital
36% share of accumulated losses on the date of becoming subsidiary i.e. 1 October 2005
36% share of profits for the period October to December 2005

6,138
(14,006)

78
(7,790)

Name of the Subsidiary
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Schedules to the Consolidated Balance Sheet and Profit and Loss Account

4 Segmental Information
The Group's operations are focussed on Consulting, Life Science and Telecom services. Accordingly, these three business
divisions comprise the primary basis for the segmental information set out in these financial statements. Secondary
segmental reporting is reported on the basis of the geographical location of customers. Geographical revenues are segregated
based on the location of the customer who is invoiced or in relation to which the revenue is otherwise recognised.

Year ended
31-Dec-2004

Rs 000s

683,706
17,889

147,558
849,153

67,278
(3,376)
39,822

103,724

25,131
16,952

128,025
1,767

(64,617)
(371)

(64,246)

435,233
5,780

194,038
—

635,051

128,222
—

23,143
151,365

4,884
—

5,780
10,664

25,761
—

21,349
47,110

94,919
575,944
110,474
67,816

849,153

164,616
331,985
71,411
67,039

635,051

9,459
877
258
70

10,664

Business Segment (Primary)
Revenues

Consulting
Life Science
Telecom

Segment result profit
Consulting
Life Science
Telecom

Less: Operating expenses (unallocable)
Less: Finance charges
Less: Inventories / debtors write-off/provision
Other Income / (Expenses)
Profit before taxes
Less: Taxes
Profit after taxes

Segment Assets
Consulting
Life Science
Telecom
Unallocable

Segment Liabilities
Consulting
Life Science
Telecom

Capital Expenditure
Consulting
Life Science
Telecom

Depreciation / Amortisation
Consulting
Life Science
Telecom

Geographical Segment (Secondary)
Revenues

India
Americas
EMEA
Asia

Carrying amount of segment assets
India
Americas
EMEA
Asia

Addition to Fixed Assets
India
Americas
EMEA
Asia

Year ended
31-Dec-2005

Rs 000s

758,388
43,144

352,724
1,154,256

104,619
7,263

152,755
264,637

38,384
19,878

—
2,428

208,803
7,647

201,156

582,905
16,055

355,848
167,222

1,122,030

145,194
—

38,107
183,301

41,908
—

8,026
49,934

26,099
—

18,734
44,833

173,164
671,751
197,748
111,593

1,154,256

463,520
407,216
178,827
76,183

1,125,746

29,747
19,733

454
—

49,934
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Schedules to the Consolidated Balance Sheet and Profit and Loss Account

5 Related party transactions
The Group has transactions with the following related parties:
Associate companies: Megasoft International (India) Pvt Ltd, Aries Foundations Pvt Ltd & NMR Property Development
Private Limited
Directors & Key Management Personnel: GV Kumar & D Sudhakar Reddy

There are no provisions for doubtful debts / advances in respect of related parties as at the Balance Sheet date or
amounts written-off or written back during the period in respect of debts due from or to related parties.

Balance as at
31-Dec-2004

Rs 000s

(395)

10,007

Associate companies
Lease rentals & other expenses
Due to / (from)
Interest paid
Loan received
Loan repayments
Loan outstanding
Loan outstanding (maximum)
Directors & Key Management Personnel
Remuneration to Executive Directors
Professional fees to Non-Executive Director

Balance as at
31-Dec-2005

Rs 000s

594

3,034

Year ended
31-Dec-2004

Rs 000s

1,750

613
12,907
4,800

10,007

1,249
80

Year ended
31-Dec-2005

Rs 000s

1,247

1,791
18,427
25,400

20,034

2,899
80

6 Deferred Taxation

7 Inventories
Inventories include direct expenses such as salaries incurred on product development and certain direct overheads
absorbed on the basis of man hours spent on product development. In respect of the above, the management of
the Group:
(a) has carried out tests to demonstrate their technical feasibility and has the intention and adequate resources

to market these products; and
(b) estimates that the development costs on the products together with expected selling and administration

costs are likely to be more than covered by related future revenues / benefits.

8 Commitments & Contingencies

As at
31-Dec-2004

Rs 000s

621
621

3,937
3,937

Deferred tax comprise
Fixed Assets
Net deferred tax liability / (asset)

As at
31-Dec-2005

Rs 000s

1,082
27,549
20,333
34,920

—
1,415

15,635
—

Estimated amount of contracts pending execution on capital account
Letter of Credits
Bank Guarantees
Bills Discounted

9 Stock Option Plan
The Company has three stock option plans that provide for the granting of stock options to employees including
directors of the Company (not being promoter directors of the Company). The objectives of these plans include
attracting and retaining the best personnel, providing for additional performance incentives and promoting the
success of the Company by providing employees the opportunity to acquire equity shares. The option plans are
summarised below:

(i) Employees Stock Option Plan 2001
On 26 July 2001, the Company’s shareholders approved in the Annual General Meeting (AGM) an Employees Stock
Option Plan (“the 2001 Plan”). The 2001 Plan provided for issuance of 1,065,050 equity shares of Rs 10 each to the
employees including Directors. Compensation Committee administers the 2001 Plan. Under the Plan, based on
the recommendation of Compensation Committee, the options were granted at the market price of shares on the
date of grant. The option vests over a period of five years from the grant date.
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Schedules to the Consolidated Balance Sheet and Profit and Loss Account

Subsequently, the shareholders of the Company approved following modifications to the 2001 Plan:
• At the AGM held on 18 June 2004, the Plan was closed and the Company decided not to offer any more

options under this Plan subsequent to the amendments to SEBI (Employee Stock Option Scheme and Employee
Stock Purchase Scheme) Guidelines, 1999, on 30 June 2003; and

• At the AGM held on 10 June 2005, the additional disclosures as required under the SEBI (Employee Stock
Option Scheme and Employee Stock Purchase Scheme) Guidelines, 1999 were made with regard to the
options already granted.

A summary of the status of the 2001 Plan is given below:

(ii) Employees Stock Option Plan (XIUS)
The Shareholders of the Company in the AGM held on 10 June 2005 approved an Employees Stock Option Plan (the
XIUS Plan) in accordance with the Scheme of Amalgamation of XIUS India Limited with the Company (“Scheme”).
The Hon’ble High Court of Madras and the Hon’ble High Court of Andhra Pradesh approved the Scheme on 22 June
2004 on 16 July 2004, respectively. The XIUS Plan provides for issuance of 1,622,500 equity shares of Rs 10 each to
the employees including Directors of XIUS India Limited at the price of shares determined on the date of grant in
the ratio of 2:5 in accordance with the Scheme. The option vests over a period of three years from the grant date.
A summary of the status of the XIUS plan is given below :

The Company has made the stock option provision in accordance with the SEBI (Employee Stock Option Scheme
and Employee Stock Purchase Scheme) Guidelines, 1999.

(iii) Associates Stock Option Plan 2004
The Shareholders of the Company in the AGM held on 18 June 2004 approved an Associate Stock Option Plan (the
2004 Plan). The 2004 Plan provides for issuance of 755,000 equity shares of Rs 10 each to the employees including
Directors at the market price of the shares on the date of grant. The option vests over a period of five years from
the grant date.

The market price under the 2004 Plan scheme prior to the revised SEBI (Employee Stock Option Scheme and
Employee Stock Purchase Scheme) Guidelines 1999 (amended up to 22 July 2004), was the average of the two
weeks high and low price of the share preceding the date of grant of option on the stock exchange, where the
highest trading volumes are recorded during the aforesaid period. Consequent to the revised SEBI (Employee
Stock Option Scheme and Employee Stock Purchase Scheme) Guidelines 1999 (amended up to 22 July 2004), the
market price under the 2004 Plan scheme is the latest available closing price prior to the date of the meeting of
the Board of Directors in which options are granted/shares are issued, on the stock exchange on which the shares
of the Company are listed and, where there is highest trading volume on the said date.

Subsequently, at the Annual General Meeting held on 10 June 2005, the exercise price of the options to be granted
was amended to enable issue of shares on the date of the grant at a discount not exceeding 25% of the market
price of shares on the date of grant.

The Company has not issued any options under this Plan as on date.

Year ended
31-Dec-2004

117,550
—
—

(47,950)
69,600
34,800

Options outstanding at the beginning of the year
Options granted during the year
Exercised during the year
Expired during the year
Options outstanding at the end of the year
Exercisable at the end of the year

Year ended
31-Dec-2005

69,600
—
—
—

69,600
69,600

Scheme 4

1,328,125
—
—

1,328,125
1,328,125

Options outstanding at the beginning of the year
Exercised during the year
Expired during the year
Options outstanding at the end of the year
Exercisable at the end of the year

Scheme 3

71,250
—

(7,500)
63,750

—

Scheme 2

157,500
—

(154,375)
3,125

—

Scheme 1

23,750
—
—

23,750
23,750
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11 Secured loans / borrowings are secured as follows:
(i) The working capital loan from Bank of India is secured by a first charge on book-debts / receivables, other

current assets and the movable assets of the Company at Chennai and personal guarantee of a Director.
(ii) The working capital loan from UTI Bank Limited is secured by a first charge on entire current assets and

fixed assets (except assets acquired under hire purchase scheme), present and future, of the Company, at
Hyderabad.

(iii) The working capital loan of US$ 1.80 million (Previous year - US$ 2.80 million) from State Bank of Mauritius
is secured by first charge on the assets of Megasoft Consultants, Inc., US.

(iv) Loan for cars taken on lease are secured against cars taken on finance lease by the Group. Amount repayable
within one year Rs 2,382 (Previous year - Rs 1,040)

12 Unsecured loans
(i) Unsecured loans include interest free loans availed from private financial institutions of Rs 6,900 (Previous

year -  Rs 32,400).
(ii) The Company issued / allotted 8,000 1.5% Foreign Currency Convertible Bonds (“FCCB”) of US$ 1,000 each

on preferential basis on 16 September 2005 pursuant to the approval of the shareholders of the Company
at the Extra-ordinary General Meeting held on 26 August 2005 aggregating to US$ 8 million. The FCCB are
convertible on or before 17 September 2008 at an initial conversion price of Rs 115 per equity share. The
FCCB have been listed on Luxembourg Stock Exchange on 22 September 2005.

13 Previous year comparatives
Previous years' figures have been regrouped, reclassified / rearranged wherever necessary to conform to current
year’s presentation. The Consolidated financial statement present the results of operations of the Group including
Beam (subsidiary w.e.f. 1 October 2005) for the year ended 31 December 2005 and hence, the same are not
directly comparable with the previous year ended 31 December 2004.

14 Cash flows
Cash flows are reported using the indirect method, whereby profit before tax is adjusted for the effects of
transactions of a non-cash nature and any deferrals or accruals of past or future cash receipts or payments. The
cash flows from regular revenue generating, financing and investing activities of the Group are segregated. Cash
flows in foreign currencies are accounted at average monthly exchange rates that approximate the actual rates of
exchange prevailing at the dates of the transactions. The consolidated cash flow statement of the Group is set out
in the attached schedule.

Schedules to the Consolidated Balance Sheet and Profit and Loss Account

10 Earnings per share

Year ended
31-Dec-2004

Rs 000s

(64,246)
—
—

(64,246)

25,448,400

(2.52)

(64,246)
—
—

(64,246)

26,467,305

(2.43)

Basic
Profit / (loss) after tax
Less: Dividend on Preference Shares
Less: Dividend distribution tax
Profit / (loss) after tax attributable to equity shareholders

Weighted average number of equity shares outstanding

Earnings per share (Rs)

Diluted
Profit / (loss) after tax
Add: Interest expense on FCCB
Add: Tax relating to Interest expense
Profit / (loss) after tax attributable to equity shareholders

Weighted average number of equity shares outstanding

Earnings per share (Rs)

Year ended
31-Dec-2005

Rs 000s

201,156
7,500
1,052

192,604

25,448,400

7.57

201,156
1,582

533
203,271

29,286,875

6.94
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Consolidated Cash Flow Statement

As at
31-Dec-2004

Rs 000s

208,803

44,833
2

(4,482)
(3,402)

—
(78)

(4,145)
19,878

261,409
(4,169)

(273,029)
(33,319)

31,936
(3,537)

(20,709)

(49,934)
(4,066)

(24,900)
(7,790)

303
—

4,145
(82,242)

93,500
(24,725)

—
—
—
—

361,560
(69,732)
(72,814)
(19,878)
267,911
164,960
61,662

226,622

((64,617)

47,110
1,173
7,212

(98)
(4,319)

—
(2,556)
16,952

857
37,940

(31,008)
(13,703)

23,440
1,517

19,043

(10,664)
(70,635)

—
—

498
(2,065)

2,556
(80,310)

103,306
—

80,609
(2,848)

(61,984)
296

—
9,770

(13,543)
(16,952)

98,654
37,387
24,275

61,662

Cash flows from operating activities
Profit / (Loss) before taxation
Adjustments for:

Depreciation & Amortisation
Loss on sale of Fixed Assets
Employees Stock Compensation expense
Exchange differences on translation
Prior-period adjustments
Minority Interest
Interest received

Finance charges
Operating profit before working capital changes
(Increase) / Decrease in Inventories
(Increase) in Sundry Debtors
(Increase) in Loans & Advances
Increase / (Decrease) in Current Liabilities
Taxes paid during the year
Net cash provided by operating activities
Cash flows from investing activities
Purchase of Fixed Assets
Fixed Assets on merger / acquisition of subsidiary companies
Goodwill on consolidation
Minority Interest
Proceeds from sale of Fixed Assets
Miscellaneous Expenditure
Interest received
Net Cash used for investing activities
Cash flows from financing activities
Proceeds from issue of shares
Preferential issue of Shares / FCCB Issue expenses
Amalgamation of XIUS India Limited w.e.f. 1 January 2004

Securities Premium (net-off amalgamation expenses)
Profit & Loss A/c debit balance
Excess consideration paid
Employees Stock Compensation outstanding

Proceeds from issue of FCCB
Proceeds from long-term borrowings
Increase / (Decrease) in working capital loans
Finance charges
Net cash provided by financing activities
Net increase in cash & cash equivalents
Cash & Cash equivalents at the beginning of the period
Cash & Cash equivalents at the end of the period

As at
31-Dec-2005

Rs 000s

For and on behalf of the Board of Directors

Ravindra Sannareddy Chairman

GV Kumar Managing Director

D Sudhakar Reddy Whole-time Director

V Balasubramanian Chief Financial Officer

GP Srinath General Manager &
Company Secretary

As per our Report of even date attached

for MC Ranganathan & Co.
Chartered Accountants

MC Srikanth
Partner
Membership No.18588

Chennai
22 February 2006

for TN Rajendran & Co.
Chartered Accountants

TN Rajendran
Partner
Membership No.28778
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CAUTIONARY STATEMENT

Some of the Statements included in the Annual Report describing the Company’s objectives, projections, estimates and
expectations may be “forward-looking statements” within the meaning of applicable securities laws and regulations.  These
forward looking statements are not a guarantee of future performance and involve risks and uncertainties and there can be
important factors that could cause actual results to differ materially from those expressed or implied. Important factors that
could make a difference to the Company’s operations include economic conditions affecting the services of the Company in
the domestic and overseas markets in which the Company operates, changes in the Government regulations, tax laws and
other statutes and other incidental factors.



Notice

Notice is hereby given that the Sixth Annual General Meeting of the Members of Megasoft Limited will be held on Thursday
the 22nd day of June 2006 at 10.00 AM at Hotel Ramada Raj Park-Chennai, 180, TTK Road, Alwarpet, Chennai 600 018 to
transact the following business:

Ordinary Business
1 To receive, consider and adopt the Audited Balance Sheet as at 31 December 2005 and the Profit and Loss Account

for the year ended on that date and the Report of the Directors and the Auditors thereon.
2 To declare dividend on preference shares.
3 To appoint a Director in place of Mr Ravindra Sannareddy, who retires by rotation and being eligible, offers himself

for re-appointment.
4 To appoint a Director in place of Mr P Mukunda Reddy, who retires by rotation and being eligible, offers himself

for re-appointment.
5 To appoint auditors to hold office from the conclusion of this Meeting until the conclusion of the next

Annual General Meeting and to fix their remuneration:

RESOLVED that M/s Srikanth & Shanthi Associates and M/s TN Rajendran & Co., Chartered Accountants, be and
are hereby appointed as the Joint Statutory Auditors of the Company to hold office from the conclusion of this
Meeting until the conclusion of the next Annual General Meeting on such remuneration as may be determined
by the Board of Directors in consultation with the Auditors, in addition to reimbursement of all out of pocket
expenses in connection with the audit of the accounts of the Company, which remuneration may be paid on a
progressive billing basis to be agreed between the Auditors and the Board of Directors.

Special Notice in terms of Section 190 of the Companies Act, 1956 (“Act”)
A special notice in terms of Section 190 of the Act has been received under Section 225(1) of the Act from some
members proposing the appointment of M/s Srikanth & Shanthi Associates, Chartered Accountants, as one of the
joint Statutory Auditors of the Company in place of M/s MC Ranganathan & Co., Chartered Accountants, who
have expressed their unwillingness to continue as a joint Statutory Auditor. The retiring auditor has informed
the Company that they have no representation to make for notification to the members of the Company relating
to Special Notice.

Special Business
6 To consider and if thought fit, to pass, with or without modification(s), the following resolution as Special Resolution:

RESOLVED that pursuant to the provisions of Section 81(1A) and other applicable provisions of the Companies
Act, 1956 (including any amendment thereto or re-enactment thereof) and in accordance with the SEBI (Employee
Stock Option Scheme and Employee Stock Purchase Scheme) Guidelines, 1999 (hereinafter referred to as “SEBI
ESOP Guidelines”) in force and in partial modification of the resolutions passed at the 5th Annual General
Meeting held on 10 June 2005, for the ESOP (XIUS) Plan, for revision of the exercise price per underlying equity
share of the Company for each stock option as explained in the additional disclosures made in the explanatory
statement to this resolution be and are hereby taken note of and considered as sufficient disclosures, in
accordance with the SEBI ESOP Guidelines and the same being deemed to have been annexed to the earlier
resolutions accordingly as an addendum and these additional disclosures made in the explanatory statement to
this resolution are hereby ratified and approved.

RESOLVED FURTHER that for the purpose of giving effect to issue / allotment of equity shares pursuant to the
options granted, or securities or instruments representing the same, as described above, under the ESOP (XIUS)
Plan, the Board be and is hereby authorised on behalf of the Company to do all such acts, deeds, matters and
things as it may, in its absolute discretion, deem necessary or desirable for such purpose and with power on
behalf of the Company to settle all questions, difficulties or doubts that may arise in this regard.

RESOLVED FURTHER that the Board be and is hereby authorised to delegate all or any of its powers herein
conferred to any one or more officials of the Company.
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7. To consider and if thought fit, to pass, with or without modification(s), the following resolution as Ordinary Resolution:

RESOLVED that in supersession of the resolution approved at the 5th Annual General Meeting held on
10 June 2005 in connection with the appointment and payment of remuneration to Mr GV Kumar, pursuant to
Sections 198, 269, 309, 311 read with Schedule XIII and other applicable provisions, if any, of the Companies
Act, 1956 (including any statutory modifications or re-enactment thereof, for the time being in force) and
subject to such approvals or permissions from any appropriate authorities as may be necessary and subject to
such modifications or stipulations as may be advised / stipulated by such authorities,
Mr GV Kumar be and is hereby reappointed as the  Managing Director of the Company, for a period of five years
with effect from 1 April 2006 on the following terms and conditions including remuneration payable to him:

(i) Salary: Rs 190,000 per month, in the scale of Rs 190,000 to Rs 500,000, with power to the Board to decide on the
quantum of yearly increment(s) payable to Mr GV Kumar within the scale consistent with performance.

(ii) Perquisites:
(a) Housing: Furnished residential accommodation, owned / hired by the Company or house rent

allowance up to 50% of salary in lieu thereof. The expenditure incurred by the Company on gas,
electricity, water, security and furnishings shall be valued as per Income Tax Rules, 1962.

(b) Medical reimbursement / allowance: Reimbursement of actual expenses for self and family and
/ or allowances will be paid as per the rules of the Company.

(c) Leave travel concession / allowance: For self and family once in a year, in accordance with the
rules of the Company.

(d) Fees of Clubs subject to a maximum of two clubs.
(e) Personal Accident Insurance: As per the rules of the Company.
(f) Medical Insurance: As per the rules of the Company.

(iii) Others benefits:
(a) Company's contribution to provident fund and superannuation fund to the extent the same are

not taxable under the Income Tax Act.
(b) Gratuity as per the provisions of the Payment of Gratuity Act, or as per the Gratuity scheme of

the Company, whichever is higher.
(c) Provision of Car with Driver for use on Company's business.
(d) Telephone: Use of the Company's telephone at residence for official purposes.
(e) Earned / privilege leave: As per the rules of the Company.
(f) Encashment of leave: As per the rules of the Company.

RESOLVED FURTHER that in the event of absence or inadequacy of profits in any financial year,
Mr GV Kumar, shall be paid the same remuneration as stated hereinabove, as minimum remuneration but
subject to the upper limit, if any, prescribed under Section II of Part II of Schedule XIII to the Companies Act,
1956 (including any statutory modifications or re-enactment thereof, for the time being in force), as may be
applicable from time to time.

RESOLVED FURTHER that in the event of loss of his office as Managing Director, Mr GV Kumar, shall be paid
compensation in the manner and to the extent permissible under the provisions of Section 318 of the Companies
Act, 1956.

RESOLVED FURTHER that the Board of Directors of the Company be and are hereby authorised to vary, alter or
modify the different components of the above-stated remuneration as may be agreed to by the Board of
Directors and Mr GV Kumar.

8. To consider and if thought fit, to pass, with or without modification(s), the following resolution as Special Resolution:

RESOLVED that in part modification of the approval of the shareholders at the 5th Annual General Meeting of
the Company held on 10 June 2005 pursuant to the provisions of Section 81(1A) and other applicable provisions of
the Companies Act, 1956 (including the statutory modifications or re-enactment thereof) and the SEBI (Employee
Stock Option Scheme and Employee Stock Purchase Scheme) Guidelines, 1999, for the time being in force including
any amendments thereof, (hereinafter referred to as “SEBI ESOP Guidelines”), the exercise price and / or pricing
formula for the stock options to be granted by the Company to the associates (including the Directors of the
Company whether Whole-time Directors or not) of the Company and its subsidiary companies under ASOP 2004
Scheme duly approved by the shareholders at the 4th Annual General Meeting of the Company held on 18 June 2004,
consent of the Company be and is hereby accorded to the Board of Directors of the Company (hereinafter referred
to as “the Board”, which term shall be deemed to include any Committee including the Remuneration / Compensation
Committee constituted by the Board to exercise its powers, including the powers conferred by this resolution) to
issue the stock options at such discount to the Market Price, as deemed fit by the Board from time to time, subject
to the exercise price not being lower than the face value of the equity shares, as defined under SEBI ESOP Guidelines
from time to time, as on the date of grant of the options.
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Notes
1 An Explanatory Statement relating to the Special Business pursuant to Section 173(2) of the Companies Act, 1956

is annexed hereto.
2 A Member entitled to attend and vote is entitled to appoint a proxy to attend and vote instead of himself and the

proxy need not be a member of the Company. Proxies, in order to be effective must be received at the Company’s
Registered Office not less than 48 hours before the meeting. Proxies submitted on behalf of limited companies,
societies, partnership firms, etc., must be supported by appropriate resolution / authority as applicable, issued
on behalf of the nominating organisation.

3 Members / Proxies should bring duly filled in Attendance Slip sent herewith for attending the Meeting.
4 The Register of Members and Share Transfer Books will remain closed from 20th to 22nd June 2006 (both days

inclusive).
5 The Register of Directors' Shareholding, maintained under Section 307 of the Companies Act, 1956, will be available

for inspection by the members at the AGM.
6 The Register of Contracts, maintained under Section 301 of the Companies Act, 1956 will be available for inspection

by the members at the Registered Office of the Company.
7 The Certificate from the Auditors of the Company certifying that the Company’s Employee Stock Option Schemes

is being implemented in accordance with the SEBI (Employee Stock Option Scheme and Employee Stock Purchase
Scheme) Guidelines, 1999 and in accordance with the resolution of the Members in the general meeting, will be
available for inspection by the Members at the Annual General Meeting.

8 All documents referred to in the Notice and Explanatory Statements are open for inspection at the Registered
Office of the Company on all working days from 11.00 a.m. to 1.00 p.m. up to the date of the Meeting except
holidays.

9 Members desirous of obtaining any information / clarification concerning the accounts and operations of the
Company are requested to address their queries in writing to Company Secretary at least 10 days before the
Annual General Meeting, so that the information required may be made available at the Annual General Meeting.

10 Members who are holding physical shares in more than one Folio are requested to intimate to the Company /
Registrar & Share Transfer Agents the details of all their Folio numbers for consolidation into a single Folio.

11 Members are requested to address all their correspondence including share transfer matters and change in their
addresses to:

Cameo Corporate Services Limited
“Subramanian Building”
1, Club House Road
Chennai-600 002
Tel: 91 44 28460390
Fax: 91 44 28460129
email: cameosys@satyam.net.in

Investors Service Cell
Megasoft Limited
96, Dr Radhakrishnan Salai
Mylapore, Chennai-600 004
Tel: 91 44 24616768-70
Fax: 91 44 24617809-10
email: investors@megasoft.com

RESOLVED FURTHER that the Board be and is hereby authorised to do all the things necessary and to take such
action as may be necessary or expedient to amend or alter or adopt any modifications or redefine the ASOP
2004 scheme in accordance with the SEBI ESOP Guidelines issued / to be issued by SEBI from time to time.

9 To consider and if thought fit, to pass, with or without modification(s), the following resolution as Ordinary Resolution:

RESOLVED that pursuant to the provisions of Section 228 and other applicable provisions, if any, of the Companies
Act, 1956, the Board of Directors of the Company be and is hereby authorised to appoint as Branch Auditors of
any branch office of the Company, whether existing or which may be opened / acquired hereafter, in India or
abroad, in consultation with the Company’s Auditors, any person(s) qualified to act as Branch Auditor within
the provisions of the said Section 228 and to fix their remuneration.

By order of the Board of Directors
For Megasoft Limited

GP Srinath
General Manager & Company Secretary

Chennai
26 April 2006

75
Annual Report 2005


