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CURRENCY OF PRESENTATION AND CERTAIN DEFINED TERMS

Unless otherwise stated in this Annual Report or unless the context otherwise requires, references in this Annual Report on Form 20-F, or
Annual Report to:

. we, us, , our , ourcompany and Patni refer to Patni Computer Systems Limited and its consolidated subsidiar
. India refers to the Republic of India;

. Indian rupees, rupees and Rs. are to the legal currency of India and all references to U.S. dollars,  dollars anc
to the legal currency of the United States; and

e aparticular fiscal year are to our fiscal year ended December 31 of such year.

The financial statements have been prepared using U.S. dollars as the reporting currency. In addition for your convenience, this Annual Report

contains translations of certain Indian rupee amounts into U.S. dollars which should not be construed as a representation that those Indian rupee
or U.S. dollar amounts could have been, or could be, converted into U.S. dollars or Indian rupees, as the case may be, at any particular rate, the

rate stated below, or at all.

Except as otherwise stated in this Annual Report, all translations from Indian rupees to U.S. dollars contained in this Annual Report have been
based on the noon buying rate in the City of New York on December 31, 2006 for cable transfers in Indian rupees as certified for customs
purposes by the Federal Reserve Bank of New York. The noon buying rate on December 31, 2006 was Rs. 44.11 per $1.00.

Information contained in our websites, including our corporate website, www.patni.com, is not part of this Annual Report.
SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report contains forward-looking statements. The forward-looking statements are contained principally in the sections entitled Key
Information Risk Factors, Information on the Company, and Operating and Financial Review and Prospects . These statements involve known
and unknown risks, uncertainties and other factors which may cause our actual results, performance or achievements to be materially different

from any future results, performance or achievements expressed or implied by the forward-looking statements. Forward-looking statements

include statements about:

e our ability to attract and retain clients;

e the anticipated benefits and risks associated with our business strategy, including those relating to our current and
future service offerings;

e our future operating results;
e the anticipated benefits and risks of our strategic customer relationships and acquisitions;

e the anticipated size or trends of the market segments in which we compete and the anticipated competition in
those markets;

e government regulation and the outcome of any tax, legal or regulatory review, action or litigation; and

e our future capital requirements and our ability to satisfy our capital needs.

In some cases, you can identify forward-looking statements by terminology such as may, will, could, should, expect, plan, intend, an
believe, estimate, predict, potential or continue, the negative of such terms or other comparable terminology. These statements are only
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predictions. Actual events or results may differ materially. In evaluating these statements, you should specifically consider various factors,
including the risks outlined in Item 3.D. Key Information Risk Factors . These factors may cause our actual results to differ materially from any
forward-looking statement. Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievement.

Forward-looking statements speak only as of the date they are made. Other than required by law, we do not undertake any obligation to update
them in light of new information or future developments.

This Annual Report includes statistical data about the IT industry that comes from information published by sources including Gartner, Inc., or
Gartner, a provider of market information and strategic information for the IT industry, the National Association of Software and Service
Companies, or NASSCOM, an industry trade group, and International Data Group, or IDC, a provider of market information and advisory
services for the information technology, telecommunications, and consumer technology markets. This type of data represents only the estimates
of Gartner, NASSCOM, IDC and other sources of industry data. In addition, although we believe that data from these companies is generally
reliable, this type of data is inherently imprecise. We caution you not to place undue reliance on this data.

PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISORS
Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.

ITEM 3. KEY INFORMATION

3.A. Selected financial data

The selected consolidated historical financial data set forth below should be read in conjunction with our consolidated financial statements, the
notes to those statements and Item 5. Operating and Financial Review and Prospects included elsewhere in this Annual Report. The selected
data presented below under the captions Statement of Income Data , Balance Sheet Data and Cash Flow Data for, and as of the end of,
each of the years in the five-year period ended December 31, 2006, are derived from our consolidated financial statements (except for cash
dividend per equity share) and have been prepared and presented in accordance with U.S. GAAP. The consolidated financial statements as of
December 31, 2006 and 2005, and for each of the years in the three-year period ended December 31, 2006, and the audit report thereon, are
included elsewhere in this Annual Report. Historical results are not necessarily indicative of the results to be expected for any future period.
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Statement of Income Data
Revenues
Revenues from a significant shareholder
Cost of revenues
Gross Profit
Selling, general and administrative
Foreign exchange (gain) loss, net
Operating Income
Interest and dividend income
Interest expenses
Gain on sale of investments, net
Other income (expenses), net
Change in fair value of put option
Income before income taxes
Income taxes
Cumulative effect due to change in
accounting principle due to adoption of
SFAS No. 150
Net income
Earnings per share, basic & diluted
Income before cumulative effect of a
change in accounting principle (basic and
diluted)
Cumulative effect of a change in
accounting principle (basic and diluted)
Net Income : Basic
Diluted
Weighted average number of common
shares used in computing earnings per
share

Basic

Diluted
Cash dividend per equity share

Balance Sheet Data

Cash and cash equivalents
Investments in securities
Total assets

Capital lease obligations
Redeemable share capital
Total shareholders equity

Cash Flow Data

Net cash provided by (used in):
Operating activities

Investing activities

Financing activities

Capital expenditures

Fiscal Year ended December 31,
2002 2003
(in thousands, except share data)

$ 92,416 $ 147,641
95,858 103,402
108,629 157,473
$ 79,645 $ 93,570
39,533 50,065
(317 ) (172
$ 40,429 $ 43,677
706 1,574
(1,114 ) (2,146
391 1,278
(404 ) (2,025
1,186
$ 40,008 $ 43,544
8,491 10,240
3,274
$ 31,517 $ 36,578
$ 0.30
0.03
$ 0.32 $ 0.33
$ 0.32 $ 0.33
99,059,168 111,420,849
99,059,168 111,420,849
$ 0.008 $ 0.009
At December 31,
2002 2003
(in thousands)
$ 32,801 $ 47,940
35,341 49,245
163,016 226,084
301 357
117,373
758 154,832

Fiscal Year ended December 31,
2002 2003
(in thousands)

$ 50,159 $ 41382
46,112 ) (27816
3,369 (1,165
12,849 13,742

2004

$ 223,141
103,441
202,462
$ 124,120
61,195
2,082

$ 60,843
4,223
(2,083
144
(3,693

$ 59434
12,886

$ 46,548

$ 0.38
$ 0.38

123,066,042
124,084,992
$ 0.025

2004

$ 77,143
85,623
373,063

391

273,227

2004

$ 47,792
(85,484
61,423
21,591

2005

$ 350973
99,359
288,481

$ 161,851
89,729
1,693

$ 70,429
4,190
(2,044
1,128
966

$ 74,669
13,802

$ 60,867

$ 0.48
$ 0.48

125,736,592
127,457,632
$ 0.046

2005

$ 148,820
141,776
553,886

416

439,029

2005

$ 73,058
(111,750
111,875
53,282

2006

$ 494,448
84,403
370173
$ 208,678
111,456
2,748
$ 94474
10,088
(2,840
1,679
3,541

$ 106,942
47,692

$ 59250

$ 0.43
$ 0.43

137,957,477
138,904,860
0.057

2006

$ 46,510
246,016
640,341

391

508,593

2006

$ 59,091
(155,426
(7,106
48,620
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Exchange rates

Fluctuations in the exchange rate between the Indian rupee and the U.S. dollar will affect the U.S. dollar equivalent of the Indian rupee price of
our equity shares on the Indian Stock Exchanges and, as a result, will likely affect the market price of the ADSs in the United States, and vice
versa. Such fluctuations will also affect the U.S. dollar conversion by the depositary of any cash dividends paid in Indian rupees on our equity
shares represented by the ADSs.

The following table sets forth, for the fiscal years indicated, information concerning the number of Indian rupees for which one U.S. dollar could
be exchanged based on the average of the noon buying rate in the City of New York for cable transfers in Indian rupees as certified for customs
purposes by the Federal Reserve Bank of New York:

Year Average(1) High Low Period-End
2002 Rs. 48.63 Rs. 49.07 Rs. 47.96 Rs. 48.00
2003 46.59 48.10 45.29 45.55
2004 45.26 46.45 43.27 43.27
2005 44.00 46.26 43.05 44.95
2006 45.19 46.83 43.89 44.11
2007 (through June 25, 2007) 42.56 44.49 40.14 40.73
1) Represents the average of the noon buying rate on the last day of each month during the period.

The following table sets forth the high and low exchange rates for the previous six months and is based on the noon buying rate in the City of
New York on the last business day of each month during the period for cable transfers in Indian rupees as certified for customs purposes by the
Federal Reserve Bank of New York:

High Low
December 2006 44.70 44.11
January 2007 44.49 44.07
February 2007 44.21 43.87
March 2007 44.43 42.78
April 2007 43.05 40.56
May 2007 41.04 40.14
June 2007 (through June 25, 2007) 40.82 40.27

On update as most recent practicable date prior to filing) the noon buying rate in the city of New York was Rs. 40.73 per $1.
3.B. Capitalization and indebtedness

Not applicable.

3.C. Reasons for the offer and use of proceeds

Not applicable.

3.D. Risk factors

Investors should carefully consider all of the information set forth in this Annual Report and the following risk factors that affect us and our
industry. The risks below are not the only ones we face. Additional risks not currently known to us or that we presently deem immaterial may
also affect our business operations. Our business, financial condition or results of operations could be materially or adversely affected by any of
these

4
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risks. This Annual Report also contains forward-looking statements that involve risks and uncertainties. Our results could materially differ from
those anticipated in these forward-looking statements as a result of certain factors, including the risks we face as described below and
elsewhere. See Special Note Regarding Forward-Looking Statements.

Risks Related to our Operations

Our revenues are highly dependent on a limited number of clients and the loss of any one of our major clients could adversely affect our
revenues.

We derive a significant portion of our revenues from a limited number of clients in a few select industries. In 2004, 2005 and 2006 our largest
client and one of our shareholders, General Electric, accounted for 31.7%, 22.1% and 14.6% of our revenues and our second largest client
accounted for 14.9%, 11.5% and 9.6% of our revenues. In 2004, 2005 and 2006, our top ten clients accounted for 69.0%, 59.3% and 53.1% of
our revenues. As a result of our reliance on a limited number of clients, we may face pricing and other competitive pressures. The volume of
work performed for specific clients is likely to vary from year to year, especially since we are not the exclusive external service provider for our
clients. In addition, there are a number of factors, other than our performance, that could cause the loss of a client and that may not be
predictable. For example, our clients may decide to reduce spending on IT services or sourcing from us due to a challenging economic
environment and other factors, both internal and external, relating to their business such as restructuring or supplier rationalizations. The loss of
any one of our major clients, a decrease in the volume of work they outsource to us or a decrease in the price at which we sell our services to
them could adversely affect our revenues.

Our client contracts, including those with our two largest customers, typically can be terminated without cause and with little or no notice or
penalty, which could negatively impact our revenues and profitability.

Our clients typically retain us through non-exclusive master services agreements, or MSAs. Most of our client project contracts, including those
that are on a fixed-price and fixed-price service level agreement, or SLA, basis, can be terminated with or without cause, with 0 to 90 days
notice and without termination-related penalties. Our MSAs typically do not include any commitment by our clients to give us a specific volume
of business or future work. Additionally, certain of our MSAs do not require the client to make payments for any services or work product
reasonably deemed unacceptable to the client. Our business is dependent on the decisions and actions of our clients, many of which are outside
our control, which might result in the termination of a project or the loss of a client and we could face liabilities as a result of such termination.
Our clients may demand price reductions, change their outsourcing strategy by limiting the number of suppliers they use, moving more work
in-house or to our competitors or replacing their existing software with packaged software supported by licensors. Any of these decisions or
actions could adversely affect our revenues and profitability.

QOur revenues are highly dependent on clients located in the United States. Economic slowdowns or factors that affect the economic health of
the United States may adversely affect our business.

In 2004, 2005 and 2006, approximately 87.8%, 84.8% and 80.8% of our revenues were derived from clients located in the United States. Any
economic slowdown in the United States may result in our clients reducing or postponing their technology spending significantly, which may in
turn lower the demand for our services.

Our clients operate in a limited number of industries. Factors that adversely affect these industries or IT spending by companies within these
industries may adversely affect our business.

We derive a large proportion of our revenues from clients which operate in a limited number of industries. In 2004, 2005 and 2006, we derived
32.8%, 27.7% and 23.2% of our revenues from the

5
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insurance industry, 28.3%, 21.9% and 21.7% of our revenues from the manufacturing industry, 2.6%, 15.3% and 18.9% of our revenues from
the telecommunications industry, and 19.2%, 16.0% and 15.3% of our revenues from the financial services industry. Any significant decrease in
IT services spending by clients in these industries or other industries from which we derive significant revenues in the future may reduce the
demand for our services. Further, any significant decrease in the growth of the insurance, manufacturing, financial services or
telecommunications industries, or significant consolidation in those industries, or any decrease in growth or consolidation in other industry
segments in which we operate, may reduce the demand for our services.

We face intense competition for employees in our market. Our success depends in large part upon our highly skilled software professionals
and our ability to attract and retain these personnel.

Our ability to execute projects and to obtain new clients depends largely on our ability to attract, train, motivate and retain highly-skilled
software professionals, particularly project managers and other mid-level professionals. Our attrition rates have been high due to a highly
competitive labor market in India and have increased significantly in 2006 compared to the prior years. Our attrition rates were 19.4%, 20.1%
and 28.5% in 2004, 2005 and 2006. We define our attrition rate as the ratio of the number of employees that have left us during a defined period
to the average number of employees that are on our payroll during such period.

We invest in training the professionals that we hire to perform the services we provide. These professionals are often targeted by the lateral
recruitment efforts of our competitors. If we cannot hire and retain additional qualified personnel, our ability to bid on and obtain new projects
may be impaired and our revenues could decline. In addition, we may not be able to expand our business effectively. We believe that there is
significant worldwide competition for software professionals with the skills necessary to perform the services we offer, including from
non-Indian, international service providers such as Accenture Limited, or Accenture, and International Business Machines Corporation, or IBM.
Additionally, we may not be able to redeploy and retrain our software professionals to keep pace with continuing changes in technology,
evolving standards and changing client preferences. For 2006, the attrition rate appears higher as compared to 2005 because we made a decision
not to add to our headcount and utilized our existing resources to support growth during such period.

QOur revenues, expenses and profits are difficult to predict and can vary significantly from quarter to quarter. This could cause the market
value of our equity shares and the ADSs to decline.

Our quarterly operating results may vary significantly from quarter to quarter. Therefore, we believe that period-to-period comparisons of our
results of operations are not necessarily meaningful and should not be relied upon as an indication of our future performance. It is possible that
in the future some of our quarterly results of operations may be below the expectations of market analysts and our investors, which could lead to
a significant decline of the market value of our equity shares and the ADSs.

In the eight quarters ended December 31, 2006, our quarterly revenue growth varied from 1.7% to 10.2% and during the same period our
operating income as a percentage of revenues also varied significantly. As a large part of any quarter s revenues are derived from existing
customers, revenue growth can vary due to project start and stops and customer-specific situations. Operating income variation is due to various
factors such as changes in compensation, which are typically effected in the second quarter and reduce our operating margin in such quarter;
changes in our use of onsite subcontractors, with higher usage in any quarter leading to lower operating income; changes in the ratio of onsite

and offshore services, with higher offshore revenues enhancing the particular quarter s operating income; changes in utilization of resources, with
lower utilization leading to reduction in operating income; and changes in foreign exchange rates. We also experience variations in immigration
costs.

6

12



Edgar Filing: Patni Computer Systems LTD - Form 20-F

Factors which affect the fluctuation of our revenues, expenses and profits include:

e  ariations, expected or unexpected, in the duration, size, timing and scope of our projects, particularly with our
major clients;

e changes in our pricing policies or those of our clients or competitors;
e the proportion of services that we perform in our development centers in India as opposed to outside India;

e the effect of seasonal hiring patterns, unanticipated attrition and the time required to train and productively utilize
our new employees, particularly software professionals;

e annual increases in compensation of our employees;
e the size and timing of expansion of our facilities;

e unanticipated cancellations, non-renewal of our contracts by our clients, contract terminations or deferrals of
projects; and

e changes in our employee utilization rate, which is affected by various factors.

A significant part of our expenses, particularly those related to personnel and facilities, are fixed in advance of any particular quarter. As a result,
unanticipated variations in the number and timing of our projects or employee utilization rates may cause significant variations in our operating
results in any particular quarter. There are also a number of factors other than our performance that are not within our control that could cause
fluctuations in our operating results from quarter to quarter. These include:

e the duration of tax holidays or exemptions and the availability of other Government of India incentives;
e the outcome of any tax, legal or regulatory review, action or litigation;

e currency exchange rate fluctuations, particularly when the rupee appreciates in value against the U.S. dollar since
the majority of our revenues are in U.S. dollars and a significant part of our expenses are in rupees; and

e other general economic factors.

Our earnings may be adversely affected if we receive an adverse determination resulting from a pending U.S. Internal Revenue Service tax
review of our U.S. operations.

We face challenges from domestic and foreign tax authorities regarding the amount of current taxes due. These challenges include questions
regarding the timing and amount of deductions and the allocation of income among various tax jurisdictions. To the extent we are able to prevail
in matters for which accruals have been established or are required to pay amounts in excess of our reserves related to future events, our
effective tax rate in a given financial statement period may be materially affected. During 2006, we reached a settlement with the IRS, relating to
our tax returns for our US operations for 2001 and 2002. IRS has also commenced, but not yet completed, a tax review of our U.S. operations for
the years 2003 and 2004. Pursuant to the settlement, we revised our tax provisions for 2001 and 2002 and recomputed our tax provision for
2003, 2004 and 2005. This revision, representing changes in estimates, has resulted in an additional charge of approximately $14.1 million in our
financial statements for the year ended December 31, 2006. Additionally, the consequential interest and deferred tax charge in an amount of $6.0
million has been accrued in our financial statements for the year ended December 31, 2006. As the IRS review for 2003 and 2004 is still in
progress, we cannot currently assess whether this review may result in increased tax liability.

7
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Our total income tax liability for the year ended December 31, 2006 was $47.7 million, of which $30.3 million resulted from provisioning due to
reassessment of our payroll and corporate tax obligations for our international operations. We experienced a decline in net income, which
decreased from $60.9 million in 2005 to $59.3 million in 2006.

Our earnings may be adversely affected if we receive an adverse determination resulting from a review on compliance matters relating to our
past and present international labor practices.

We are currently cooperating with the US Department of Labor with respect to compliance matters related to our past and present labor
practices. We have estimated and provided for liability of $2.6 million as of March 31, 2007. Any adverse finding from this review could
adversely impact our earnings.

We operate in a highly competitive environment and this competitive pressure on our business is likely to continue.

The market for IT services is rapidly evolving and highly competitive. We expect that competition will continue to intensify. We face
competition or competitive pressure from:

e Indian IT services companies, such as HCL Technologies Limited, Infosys Technologies Limited, Satyam
Computer Services Limited, Tata Consultancy Services Limited and Wipro Limited;

e international IT services companies, such as Accenture, Cognizant Technology Solutions, Computer Sciences
Corporation, Sapient Corporation and Electronic Data Systems;

e divisions of large multinational technology firms such as IBM, and Hewlett-Packard Company, or
Hewlett-Packard;

e in-house IT departments of large corporations;

e other international, national, regional and local firms from a variety of market segments, including major
international accounting firms, systems consulting and implementation firms, applications software firms, service
groups of computer equipment companies, general management consulting firms, programming companies and
temporary staffing firms;

e offshore service providers in other countries with low wage costs such as China and the Philippines, and countries
in Eastern Europe; and

e involvement of third party intermediaries who negotiate IT services and outsourcing contracts on behalf of their
clients.

A number of our international competitors are setting up operations in India. Further, a number of our international competitors with existing

operations in India are ramping up their presence in India as offshore operations in India have become an important element of their delivery

strategy. This has resulted in increased employee attrition among Indian vendors and increased wage pressure to retain software professionals
and reduce such attrition.

Many of our competitors have significantly greater financial, technical and marketing resources and generate greater revenues than we do.
Clients may prefer vendors that have delivery centers located globally or are based in countries that are more cost-competitive than India.
Therefore, we cannot assure you that we will be able to retain our clients while competing against such competitors. We believe that our ability
to compete also depends in part on a number of factors beyond our control, including the ability of our competitors to attract, train, motivate and
retain highly skilled technical employees, the price at which our competitors offer comparable services and the extent of our competitors
responsiveness to client needs.
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Any inability to manage our growth could disrupt our business and reduce our profitability.

We have experienced significant growth in recent years. Our revenues have grown at a compound annual growth rate or CAGR, of 32.4% from
$188.3 million in 2002 to $578.9 million in 2006. The total number of our employees has grown from 5,570 as of December 31, 2002 to 12,804
as of December 31, 2006.

Our operations have also expanded in recent years through the development, enhancement and acquisition of new service offerings and industry
expertise, and the broadening of our geographic presence. Specifically, we:

e augmented our offerings in our service lines in business process outsourcing, product engineering, infrastructure
management services and quality assurance;

e gained expertise and operations in the provision of services to clients in the telecommunications industry through
our acquisition of Patni Telecom Solutions, Inc. or Patni Telecom (formerly Cymbal);

e expanded our expertise and operations in our product engineering technology practices;
e enhanced operations in Europe and Asia; and

e expanded our facilities in India.

We expect our future growth to place significant demands on both our management and our resources. This will require us to continuously
evolve and improve our operational, financial and internal controls across the organization. In particular, continued expansion increases the
challenges we face in:

e recruiting, training and retaining sufficient skilled technical, sales and management personnel;

e adhering to our high quality and process execution standards;

e maintaining high levels of client satisfaction;

e creating and managing economies of scale;

e managing a larger number of clients in a greater number of industry sectors;

e integrating expanded operations while preserving our culture, values and entrepreneurial environment; and

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

Any inability to manage our growth may have an adverse effect on our business, results of operations and financial condition.

We may face difficulties in providing services within our industry and technology practices, offering new and existing service lines and
managing increasingly large and complex projects, which could lead to clients discontinuing their work with us.

We have been expanding the nature and scope of our engagements by extending the breadth of our practices and the services we offer. The
success of our new practices and service offerings is dependent, in part, upon demand for such services by our existing and new clients and our
ability to meet this demand in a cost-competitive and effective manner. We cannot be certain that we will be able to attract existing and new
clients for such new services or effectively meet our clients needs.

We intend for the increased breadth of our practices and service offerings to result in larger and more complex projects for our clients. To
achieve this result, we need to establish closer relationships with our
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clients and develop a thorough understanding of their operations. Our ability to establish such relationships will depend on the proficiency of our
management personnel, software professionals and, if necessary subcontractors, as well as other competitive factors such as our performance
and delivery capability. Larger and more complex projects may involve multiple engagements or stages, and there is a risk that a client may
choose not to retain us for additional stages or may cancel or delay additional planned engagements. Such cancellations or delays make it
difficult to plan for project resource requirements, and failure to plan appropriately may have a negative impact on our business, results of
operations and financial condition.

Our business will suffer if we fail to keep pace with the rapid changes in technology in the industries on which we focus. We need to
anticipate and develop new services and enhance existing services in order to keep our clients satisfied.

The IT services market is characterized by rapid technological changes, evolving industry standards, changing client preferences and new
product and service introductions. Our future success will depend on our ability to anticipate these advances and develop new service offerings
to meet client needs. We may not be successful in anticipating or responding to these advances on a timely basis or, if we do respond, the
services or technologies we develop may not be successful in the marketplace. Furthermore, services or technologies that are developed by our
competitors may render our services non-competitive or obsolete.

We have undertaken and may continue to undertake strategic acquisitions, which may prove to be difficult to integrate and manage or may
not be successful, and may result in increased expenses or write-offs.

We have pursued and may continue to pursue strategic acquisition opportunities to enhance our capabilities and address gaps in industry
expertise, technical expertise and geographic coverage. It is possible that we may not identify suitable acquisition or investment candidates or
joint venture partners, or if we do identify suitable candidates or partners, we may not complete those transactions on terms commercially
acceptable to us or at all. The inability to identify suitable acquisition targets or investments or joint ventures or the inability to complete such
transactions may adversely affect our competitiveness and our growth prospects.

In November 2004, we completed the acquisition of Cymbal (now Patni Telecom), a U.S.-based provider of IT services to clients in the
telecommunications industry, which is now integrated with our operations.

If we acquire another company, we could have difficulty in assimilating that company s personnel, operations, products, services, technology and
software into our operations. In addition, the key personnel of the acquired company may decide not to work with us. These difficulties could
disrupt our ongoing business, distract our management and employees and increase our expenses. Further, any such acquisition, merger or joint
venture that we attempt, whether or not completed, or any media reports or rumors with respect to any such transactions, may adversely affect

the value of our equity shares and the ADSs.

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

We expect to invest approximately $150 million to $175 million in capital expenditures through 2008, which is a significant increase from our
past capital expenditures. Most of the new spending will be for construction of new facilities and physical infrastructure. However, we may not
receive the benefits that we expect from our investment in these facilities. Further, we may encounter cost overruns or project delays in
connection with new facilities. These expansions will increase our fixed costs. If we are unable to grow our business and revenues
proportionately, our profitability will be reduced.
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We are subject to risks arising from exchange rate fluctuations.

Although our functional currency is the Indian rupee, we transact a significant portion of our business in several other currencies, particularly the
U.S. dollar. Our exchange rate risk primarily arises from our foreign currency revenues, receivables, payables and other foreign currency assets
and liabilities. We expect that a majority of our revenues will continue to be generated in U.S. dollars for the foreseeable future. In 2004, 2005
and 2006, our dollar denominated revenues represented 94.3%, 90.3% and 87.1% of our total revenues respectively.

A significant portion of our expenses, comprising the cost of revenues and selling, marketing and general administrative expenses, are and will
continue to be denominated and incurred in Indian rupees. In 2004, 2005 and 2006, rupee costs represented 37.6%, 39.1% and 37.0% of these
cost of revenues and selling, marketing and general administrative expenses. Therefore, changes in the exchange rate between the rupee and
other currencies, especially with respect to the U.S. dollar, may have a material adverse effect on our revenues, other income, cost of services,
operating costs and net income, which may in turn have a negative impact on our business, operating results and financial condition. On
December 31, 2006, the exchange rate per U.S. dollar was Rs. 44.11 compared to Rs. 44.95 on December 31, 2005 and Rs. 43.27 on
December 31, 2004. On June 25, 2007, the exchange rate per US$ was Rs. 40.73. The exchange rate between the rupee and the

dollar has changed substantially in recent years and may fluctuate substantially in the future.

We have sought to reduce the effect of exchange rate fluctuations on our operating results by purchasing derivative instruments such as foreign
exchange forward contracts and net written options to cover a portion of outstanding accounts receivables. As of December 31, 2006, we had
outstanding forward contracts in the amount of $182.6 million and outstanding currency written options in the amount of $19.5 million. We have
increased our foreign currency hedging activity given the recent volatility in the value of the Indian rupee against the U.S. dollar. However, we
may not be able to purchase contracts to insulate ourselves adequately from foreign currency exchange risks. In addition, any such contracts may
not perform effectively as a hedging mechanism. See Item 5. Operating and Financial Review and Prospects Exchange Rates.

Our success depends in large part upon our senior management and key personnel and our ability to attract and retain them.

We are highly dependent on our senior management, including Mr. Narendra K. Patni, our Chairman and Chief Executive Officer. Our future
performance will be dependent upon the continued service of these persons. We do not maintain key man life insurance for any of the senior
members of our management team or other key personnel. Competition for senior management in our industry is intense, and we may not be
able to retain such senior management personnel or attract and retain new senior management personnel in the future. The loss of any of the
members of our senior management or other key personnel may adversely affect our business.

Our revenues could be significantly affected if the governments in the United States or other countries in which our customers are based
restrict companies from outsourcing work to non-domestic corporations.

Offshore outsourcing has become a politically sensitive topic in the United States and Europe due to its perceived association with the loss of
jobs in such countries. Current or prospective clients may elect to perform services we offer or may be discouraged from transferring these
services to offshore providers to avoid any negative perception that may be associated with using an offshore provider. These trends could harm
our ability to compete effectively with competitors that operate primarily out of facilities located in the United States. A variety of U.S. federal
and state legislation has been proposed that, if enacted, could restrict or discourage U.S. companies from outsourcing their services to companies
outside the
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United States. In addition, it is possible that legislation could be adopted that would restrict U.S. private sector companies that have federal or
state government contracts from outsourcing their services to offshore service providers. Because most of our clients are located in the United
States, any expansion of existing laws or the enactment of new legislation restricting offshore outsourcing by U.S. companies could adversely
impact our ability to do business.

Our inability to complete fixed-price contracts within budget and at the required level of performance could reduce our revenues and
profitability.

We derived 40.5% and 35.2% of our revenues from fixed-price contracts in 2005 and 2006. We bear the risk of cost overruns, completion delays
and wage inflation in connection with all fixed-price projects, any of which may result in a decrease in our margins from work performed on
fixed-price contracts. Our revenues from fixed-price contracts also include revenues from fixed-price SLAs, which are conditioned upon our
meeting predetermined performance levels. Any failure to meet such performance levels could result in a reduction in our revenues. Any failure
to accurately estimate the resources and time required for a project or any failure to complete our contractual obligations at the committed
performance level could adversely affect our revenues and profitability.

Our ability to expand our business and procure new contracts or enter into beneficial business arrangements may be affected by
non-competition clauses in our agreements with existing clients or business partners.

Certain of our existing MSAs and other agreements have non-competition clauses, which restrict us from providing services to competitors of
our existing clients or entering new markets where a business partner may already have a presence. Many of our MSAs contain clauses that
restrict our employees working for a particular client from providing services to a competitor of that client. Such clauses may restrict our ability
to offer services to clients in a specific industry in which we have acquired expertise and may adversely affect our business and growth.

We may be liable to our clients for damages caused by system failures or breaches of security obligations.

Many of our contracts involve projects that are critical to the operations of our clients businesses. Further, our client contracts may require us to
comply with certain security obligations including maintaining network security and back-up data, ensuring our network is virus free and
verifying the integrity of employees that work with our clients by conducting background checks. Any failure in a client s system or breach of
security relating to the services we provide to the client could damage our reputation or result in a claim for substantial damages against us. We
cannot assure you that any limitations of liability set forth in our service contracts will be enforceable in all instances or will otherwise protect us
from liability for damages in the event of a claim for breach of our obligations. Our insurance coverage may not be sufficient for all such claims
or damages and additional insurance coverage may not be available in the future on reasonable terms or in amounts sufficient to cover large
claims. Successful assertions of one or more large claims against us could have a significant adverse effect on our business, results of operations
and financial condition.

Our clients proprietary rights may be misappropriated by our employees or subcontractors in violation of applicable confidentiality
agreements.

We require our employees and subcontractors to enter into non-disclosure arrangements to limit access to and distribution of our clients
intellectual property and other confidential information as well as our own. We can give no assurance that the steps taken by us in this regard

will be adequate to enforce our clients intellectual property rights. If our clients proprietary rights are misappropriated by our employees or our
subcontractors or their employees, in violation of any applicable confidentiality agreements or otherwise, our clients may consider us liable for
that act and seek damages and compensation from us.
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We may be subject to third party claims of intellectual property infringement.

Although there are currently no material pending or threatened intellectual property claims against us, infringement claims may be asserted
against us in the future. Our contracts contain broad indemnity clauses, and under most of our contracts, we are required to provide specific
indemnity relating to third party intellectual property rights infringement. In some instances, the amount of these indemnities may be greater
than the revenues we receive from the client. If we become liable to third parties for infringing their intellectual property rights, we could be
required to pay a substantial damage award and be forced to develop non-infringing technology, obtain a license or cease selling the applications
or products that contain the infringing technology. We may be unable to develop non-infringing technology or to obtain a license on
commercially reasonable terms, or at all. We may also be required to change our methodologies so as not to use the infringed intellectual
property, which may not be technically or commercially feasible and may cause us to expend significant resources. Any claims or litigation in
this area, irrespective of the outcome, could be time-consuming and costly and/or injure our reputation.

As the number of patents, copyrights and other intellectual property rights in our industry increases, we believe that companies in our industry
will face more frequent infringement claims. Defending against these claims, even if not meritorious, could be expensive and divert our attention
and resources from operating our company.

We have a limited ability to protect our intellectual property rights, and unauthorized parties may infringe upon or misappropriate our
intellectual property.

We rely on a combination of copyright, trademark and design laws, confidentiality procedures and contractual provisions to protect our
intellectual property, including our brand identity. However, the laws of India may not protect intellectual property rights to the same extent as
laws in the United States. Therefore, our efforts to protect our intellectual property may not be adequate and we may not be able to detect
unauthorized use or take appropriate and timely steps to enforce our intellectual property rights. Our competitors may independently develop
proprietary methodologies similar to ours or duplicate our products or services. Unauthorized parties may infringe upon or misappropriate our
services or proprietary information. The misappropriation or duplication of our intellectual property could disrupt our ongoing business, distract
our management and employees, reduce our revenues and increase our expenses. We may need to litigate to enforce our intellectual property
rights or to determine the validity and scope of the proprietary rights of others. Any such litigation could be time consuming and costly and the
outcome of any such litigation cannot be guaranteed. For more information regarding our intellectual property, see Item 4.B. Information on the
Company Business Overview Intellectual Property.

An economic downturn may impair our growth and operating results.

Discretionary spending on IT products and services in many parts of the world has increased after a period of decreased spending resulting from
a challenging global economic environment. If economic growth slows or the current trend reverses, companies may cancel, reduce or defer
expenditures for IT services. In an economic downturn, our utilization and billing rates for our software professionals could decline, which may
adversely affect our growth and profitability.

Risks Related to Investments in Indian Companies and International Operations Generally

We are incorporated in India and a substantial portion of our assets and our employees are located in India. Consequently, our financial
performance and the market price of our ADSs will be affected by changes in exchange rates and controls, interest rates, Government of India
policies, including taxation policies, as well as political, social and economic developments affecting India.
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Immigration restrictions could limit our ability to expand our operations in the United States. We derive a high proportion of our revenues
Jrom clients located in the United States which may be affected materially by such restrictions.

Most of our employees are Indian nationals. The ability of our software professionals to work in the United States, Europe and in other countries
depends on our ability to obtain necessary visas and work permits. As of December 31, 2006, a majority of our software professionals in the
United States held H-1B visas, a temporary visa which allows the employee to remain in the United States while he or she remains an employee
of the sponsoring firm, and L-1 visas, an intra company transfer visa allowing managers and executives or employees with specialized
knowledge to stay in the United States only temporarily. An H-1B visa may be granted to certain categories of persons in several specialty
occupations including software professionals such as our employees, so long as their compensation meets annually adjusted minimums. Those
adjustments may force increases in the salaries we pay to our employees with H-1B visas, resulting in lower profit margins. Although there is
currently no limit to new L-1 visas, there is a limit to the aggregate number of new H-1B visas that may be approved by the United States
government in any fiscal year. Such annual limit is fixed at 65,000 and has already been reached for the year 2007 (October 1, 2006 to
September 30, 2007) as well as for the year 2008 (October 1, 2007 to September 30, 2008). We believe that the demand for H-1B visas will
continue to be high. Further, the United States government has increased the level of scrutiny in granting visas. This may lead to limits on the
number of L-1 visas granted. The U.S. immigration laws also require us to comply with other legal requirements including those relating to
displacement and secondary displacement of U.S. workers and recruiting and hiring of U.S. workers, as a condition to obtaining or maintaining
work visas for our software professionals working in the United States.

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

Wage pressures in India may prevent us from sustaining our competitive advantage and may reduce our profit margins.

Wage costs in India have historically been significantly lower than wage costs in the United States and Europe for comparably skilled
professionals, which has been one of our competitive strengths. However, wage increases in India may prevent us from sustaining this
competitive advantage and may negatively affect our profit margins. Wages in India are increasing at a faster rate than in the United States,
which could result in increased costs for software professionals, particularly project managers and other mid-level professionals. We may need
to continue to increase the levels of our employee compensation to remain competitive and manage attrition.

Clients may seek to reduce their dependence on India for outsourced IT services or take advantage of the services provided in countries with
labor costs similar to or lower than India.

Clients who presently outsource a significant proportion of their IT services requirements to vendors in India may, for various reasons, including
to diversify geographic risk, seek to reduce their dependence on one country. We expect that future competition will increasingly include firms
with operations in other countries, especially those countries with labor costs similar to or lower than India, such as China, the Philippines and
countries in Eastern Europe. Since wage costs in our industry in India are increasing, our
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ability to compete effectively will become increasingly dependent on our reputation, the quality of our services and our expertise in specific
industries.

Our net income would decrease if the Government of India reduces or withdraws tax benefits and other incentives it currently provides to us
or otherwise increases our effective tax rate.

Presently, we benefit from the tax holidays given by the Government of India for the export of IT services from specially designated software
technology parks and special economic zones in India. As a result of these incentives, which include a 10-year tax holiday from Indian corporate
income taxes for the operation of most of our Indian facilities and a partial taxable income deduction for profits derived from exported IT
services, our operations have been subject to relatively low tax liabilities.

In December 2006, we received an assessment order disallowing deduction in respect of the profits earned by our various software development
units, along with a demand notice for approximately Rs. 630.16 million ($14.20 million), including interest. As required by the tax authorities,
we have made a payment of $2.5 million as deposit in this regard during the three months ended March 31, 2007. Additionally, a deposit of Rs.
220 million (approximately $5.4 million) is required to be paid in monthly instalments of Rs. 20 million (approximately $0.5 million) each,
commencing May 2007. We have filed an appeal challenging the assessment order, which is currently pending before the income tax appellate
authority. Considering the facts and nature of disallowances and based on the advice given by the our legal counsel, we believe that the
disallowance is not tenable and we are confident of a favourable outcome in the appeal proceedings.

Further, provisions of the Income Tax Act of India are amended on an annual basis by enactment of the Finance Act. The Finance Bill, 2007 has
marginally increased the corporate income tax rate from an effective rate of 33.66% to 33.99%. Further, it has extended the scope under fringe
benefit tax to cover benefits given to employees to subscribe for shares under an employee stock option plan. The Finance Bill, 2007 has also
extended the scope of service tax to cover renting, leasing or licensing of immoveable property as office building, warehouse and factories for
use in business or commerce. These changes, if implemented in their current form, are likely to increase our operating expenses.

In addition, we may also be subject to changes in taxation resulting from the actions of applicable income tax authorities in India or from Indian
tax laws that may be enacted. For example, we may incur increased tax liability as a result of a determination by applicable income tax
authorities that the transfer price applied to transactions involving our subsidiaries and us was not appropriate.

Any increases in our effective tax rate as a result of the expiration of tax benefits we currently enjoy, changes in applicable tax laws or the
actions of applicable income tax or other regulatory authorities could materially reduce our profitability. For more information, see Item 5.A.
Operating and Financial Review and Prospects Operating Results Taxes.

Any disruption in the supply of power, IT infrastructure and telecommunications lines to our facilities could disrupt our business process or
subject us to additional costs.

Any disruption in basic infrastructure, including the supply of power, could negatively impact our ability to provide timely or adequate services
to our clients. We rely on a number of telecommunications service and other infrastructure providers to maintain communications between our
various facilities in India and our clients operations in the United States and elsewhere. Telecommunications networks are subject to failures and
periods of service disruption which can adversely affect our ability to maintain active voice and data communications among our facilities and
with our clients. Such disruptions may cause harm to our clients business. We do not maintain business interruption insurance and may not be
covered for any claims or damages if the supply of power, IT infrastructure or telecommunications lines is disrupted. This could disrupt our
business process or subject us to additional costs.
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Anti-takeover provisions under Indian law could prevent or deter an entity from acquiring control of us.

Indian takeover regulations contain certain provisions that may delay, deter or prevent a future takeover or change in control of us. These
provisions may discourage a third party from attempting to take control of our company, even if a change in control would result in the purchase
of ADSs at a premium to the market price or would otherwise be beneficial to our ADS holders. See Item 10. B. Additional

Information Takeover Code.

There are certain differences in shareholder rights and protections between the laws of India and the United States and between governance
standards for a U.S. public company and a foreign private issuer such as us.

We are incorporated in India and investors should be aware that there are certain differences in shareholder rights and protections between the
laws of India and the United States. There are also certain differences in the governance standards for a U.S. company and those applicable to a
foreign private issuer such as us. A U.S. investor should consider such differences in shareholder rights and governance.

In certain circumstances, our ability to acquire companies organized outside India may require the approval of the Government of India
and/or the Reserve Bank of India and we may fail to obtain such approvals in a timely manner or at all.

As part of our strategy, we intend to acquire companies, in India or abroad, which have a synergistic fit with our operations.

Subject to compliance with certain Indian laws and regulations, including Indian exchange control laws and regulations, we are permitted

e to make overseas direct investments in a joint venture or wholly-owned subsidiary outside India of up to 200% of
our net worth as of the date of our last audited balance sheet;

e to make overseas direct investments, without limits on net worth, in any foreign security from the proceeds of an
international offering of ADRs or GDRs or from the account balances held in our exchange earner s foreign currency
bank accounts; and

e subject to certain conditions, to acquire shares of a foreign company engaged in a bona fide business activity in
exchange for our ADRs or GDRs, provided that such an investment, taken together with all our overseas direct
investments, does not exceed an amount equivalent to ten times our export earnings during the preceding financial
year as reflected in our audited balance sheet.

In certain other cases, we are required to obtain the approval of the Reserve Bank of India to acquire shares of a foreign company for cash
consideration.

Additionally, if we are to invest in a foreign company through a share swap transaction, other than by way of an exchange of our ADRs or
GDRs, we are required to obtain the approval of the Government of India and/or the Reserve Bank of India.

In certain circumstances, we may not be able to meet the Indian regulatory requirements with respect to certain acquisitions of foreign
companies and may require the prior approval of the Reserve Bank of India and/or the Government of India to consummate acquisitions of such
foreign companies. We may not be able to obtain some or all of these approvals in a timely manner or at all, and thereby may be impeded in our
efforts to acquire companies organized outside India. This inability may limit our growth, render us uncompetitive relative to our competitors
and adversely affect our business, revenues and profitability.
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You may have difficulty enforcing any judgment obtained in the United States against us or our directors or executive officers in India.

We are incorporated under the laws of India and many of our directors and executive officers reside outside the United States. Furthermore, most
of our assets and the assets of our directors and executive officers are located outside the United States. As a result, you may be unable to:

o effect service of process upon us or our directors and executive officers; or

e enforce judgments obtained in the United States courts against us or such persons in the United States, including
judgments predicated upon the civil liability provisions of the federal securities laws of the United States.

The United States and India do not currently have a treaty providing for reciprocal recognition and enforcement of judgments (other than
arbitration awards) in civil and commercial matters.

Incidents such as terrorist attacks and other acts of violence or war involving India, the United States, and other countries could adversely
affect the financial markets, result in loss of client confidence, and adversely affect our business, results of operations and financial
condition.

Incidents such as the terrorist attacks that occurred in the United States, India and other countries and other acts of violence or war, including
those involving India, the United States or other countries, may adversely affect global equity markets and economic growth. These acts may
also result in a loss of business confidence and have other consequences that could adversely affect our business, results of operations and
financial condition. Travel advisories, reluctance to travel and increased visa scrutiny for travelers as a result of such attacks may have an
adverse impact on our ability to operate effectively. Any of these events could adversely affect client confidence in India as an outsourcing base.

Regional conflicts in South Asia could adversely affect the Indian economy, disrupt our operations and cause our business to suffer.

South Asia has, from time to time, experienced instances of civil unrest and hostilities among neighboring countries, such as between India and
Pakistan. In recent years there have been military confrontations along the India-Pakistan border. The potential for hostilities between the two
countries is high due to past terrorist incidents in India and troop mobilizations along the border, and the geopolitical situation in the region.
Military activity or terrorist attacks in the future could influence the Indian economy by disrupting communications and making travel more
difficult. Political tensions could increase the perception that investments in Indian companies involve a higher degree of risk than companies in
other countries such as the United States. This, in turn, could have a material adverse effect on the market for securities of Indian companies,
including our equity shares and our ADSs, and on the market for our services.

Our performance is linked to the stability of policies and the political situation in India.

The role of the Indian central and state governments in the Indian economy and their effect on producers, consumers and regulators has
remained significant over the years. Since 1991, successive governments of India have pursued policies of economic liberalization, including
significantly relaxing restrictions on the private sector. The current Government of India, which was formed in May 2004, has announced
policies and taken initiatives that support the continued economic liberalization policies pursued by previous governments. We cannot assure
you that these liberalization policies will continue in the future. The rate of economic liberalization could change, and specific laws and policies
affecting technology companies, foreign investment, currency exchange rates and other matters affecting investment in our securities could
change as well. A significant change in India s economic liberalization and
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deregulation policies could adversely affect business and economic conditions in India generally, and our business in particular.

Since 1996, the Government of India has changed several times. The current Indian government is a coalition of many parties, some of which
are communist and other far left parties in India. The withdrawal of one or more of these parties or any dispute between groups of those parties
could result in political instability. Any political instability could delay or otherwise adversely affect the reform of the Indian economy and could
have a material adverse effect on the market for our equity shares and our ADSs and on the market for our services.

We are vulnerable to natural disasters that could severely disrupt the normal operation of our business and adversely affect our earnings.

India is susceptible to natural disasters, including tsunamis, floods and earthquakes. On December 26, 2004, southeast Asia, including the
eastern coast of India, experienced a tsunami that caused significant loss of life and property damage. While our facilities were not damaged, the
tsunami struck Chennai and other areas in which we operate. Substantially all of our facilities and IT professionals are located in India including
Mumbai, which has also experienced heavy flooding in recent years. If our facilities are damaged by a tsunami, flood, earthquake or other
natural disaster, our global delivery capability could be interrupted or delayed significantly. Although we maintain comprehensive natural perils
insurance up to policy limits our insurance coverage may not be sufficient to cover all of our potential losses. In addition, disaster management
facilities in India may not be adequate to protect against potential losses. As a result, a natural disaster in India could have a material adverse
effect on our business, financial condition and results of operations.

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

Laws, regulations and standards relating to accounting, corporate governance and public disclosure, new SEC regulations, NYSE rules,
Securities and Exchange Board of India rules, and Indian stock market listing regulations are subject to change and can create uncertainty for
companies like ours. New or changed laws, regulations and standards could lack specificity or be subject to varying interpretations. Their
application in practice may evolve over time as new guidance is provided by regulatory and governing bodies. This could result in continuing
uncertainty regarding compliance matters and higher costs of compliance as a result of ongoing revisions to such governance standards.

In particular, our efforts to comply with Section 404 of the Sarbanes-Oxley Act of 2002 and the related regulations regarding our required
assessment of our internal controls over financial reporting and our external auditors audit of that assessment requires the commitment of
significant financial and managerial resources. Our independent auditors may be unable to issue unqualified attestation reports on management s
assessment on the operating effectiveness of our internal controls over financial reporting.

We are committed to maintaining high standards of corporate governance and public disclosure, and our efforts to comply with evolving laws,
regulations and standards in this regard have resulted in, and are likely to continue to result in, increased general and administrative expenses.

Risks Relating to Our ADSs and our Trading Market
Sales and issuances of our equity shares or ADSs may adversely affect the market price of the ADSs and our equity shares.

Sales of a substantial number of equity shares, including sales by our insiders, into the public market, whether on the Indian Stock Exchanges or
into the United States by issuances of ADSs, or the perception
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that such sales may occur, could adversely affect the market price of the ADSs and our equity shares or our ability to raise capital through an
offering of our securities. In the future, we may also sponsor the sale of shares currently held by some of our shareholders, or issue new shares.
We can make no prediction as to the timing of any such sales or the effect, if any, that future sales of our equity shares, or the availability of our
equity shares for future sale, will have on the market price of our equity shares or ADSs prevailing from time to time. In addition, we have
adopted an employee stock option plan as a means to reward and motivate our employees. You may experience dilution of your shareholding to
the extent that we make future equity offerings or issue equity shares pursuant to the exercise of stock options under our employee stock option
plan.

We have controlling shareholders who have the ability to exercise significant control over us, and whose interests may conflict with the
interests of our other shareholders.

Mr. Narendra K. Patni, Mr. Gajendra K. Patni and Mr. Ashok K. Patni, together with their families and entities controlled by them, and General
Atlantic own 14.69%, 14.42%, 14.87% and 16.52% of our outstanding equity shares.

Our Articles of Association confer certain rights on our controlling shareholders relating to our governance, including representation on our
board of directors and an ability to adjourn a shareholder or board of directors meeting for lack of quorum if their representative is not present at
the first such meeting. In addition, our Articles of Association can only be amended if members holding not less than 75% of our equity shares
(and who are entitled to vote) cast votes in favor of such amendments and such votes include the favorable votes of each of the controlling
shareholders so long as the respective groups hold at least 10% of our equity shares and vote on such amendment. Pursuant to the terms of our
Articles of Association, Mr. Narendra K. Patni is the permanent Chairman of our Board, with a casting vote in the event of a tie.

Pursuant to an employment agreement with our U.S. subsidiary, Patni Computer Systems, Inc., and a consultancy agreement between our U.S.
subsidiary and us, Mr. Narendra K. Patni serves as our chief executive officer and the chief executive officer of our U.S. subsidiary. So long as
our consultancy agreement is in effect, Mr. Narendra K. Patni will act as our chief executive officer and, pursuant to our Articles of Association,
so long as he remains our chief executive officer, he will have the right to appoint and remove all key senior personnel and senior management,
following consultation with General Atlantic. The employment agreement with Mr. Narendra K. Patni has an initial term expiring on

December 31, 2008, which can be extended at Mr. Patni s option for an additional five year term. In addition, our board of directors has approved
the extension of the consultancy agreement to December 31, 2010.

We have entered into employment agreements with each of Mr. Gajendra K. Patni and Mr. Ashok K. Patni pursuant to which each serves as one
of our executive directors. The employment agreement with each of Mr. Gajendra K. Patni and Mr. Ashok K. Patni had an initial term which
expired on October 23, 2005. Our board of directors had resolved that, in accordance with our Articles and subject to the provisions of the
Companies Act, 1956, or Indian Companies Act, and approval of our shareholders, to reappoint each of Messrs. Gajendra K. Patni and Ashok K.
Patni as our executive directors for a further period of five years beginning October 24, 2005. Our shareholders at the Annual General Meeting
held on June 21, 2006 approved these re-appointments for a further period of five years beginning October 24, 2005.
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In addition, the agreements with each of Messrs. Narendra K. Patni, Gajendra K. Patni and Ashok K. Patni can be terminated only upon payment
of additional compensation. Our Articles of Association required that each of Messrs. Narendra K, Patni, Gajendra K. Patni and Ashok K. Patni
not compete against us; however, these non-compete provisions expired in February 2005. None of Messrs. Narendra K. Patni, Gajendra K.
Patni or Ashok K. Patni has entered into a standard non-solicitation and non-compete agreement that all of our other employees are required to
sign as a condition of employment. In addition, Mr. Gajendra K. Patni and Mr. Ashok K. Patni, together with their family members, have
management control of certain companies, which include PCS Technology Limited, PCS International Limited, PCS Cullinet Private Limited,
PCS Finance Private Limited, Ashoka Computer Systems Private Limited, Raay Software Private Limited and Raay Global Investments Private
Limited. We have not entered into any non-solicitation or non-compete agreements with any of these companies. While these companies
currently are not competing with us to a material extent, we cannot assure you that in the future they may not compete with us, may not solicit
our employees or otherwise have interests that may not conflict with ours.

Each of the four controlling shareholders has the right to appoint one director to our board of directors so long as such controlling shareholder
holds 5% or more of our equity shares. In addition, two of our directors formerly served as special advisors to General Atlantic.

Accordingly, our controlling shareholders have the ability to exercise significant influence over our management, including over matters
requiring shareholder approval or approval by our board of directors. This could delay, defer or prevent a change in control, impede a merger,
consolidation, take-over or other business combination involving us, or discourage a potential acquirer from making a tender offer or otherwise
attempting to obtain control of us.

Certain of our shareholders also have certain additional rights with respect to SEC registration for resale of our equity shares. See Item 7.B.
Related party transactions Registration Rights Agreement.

Trading suspensions and closures at the Indian Stock Exchanges may adversely affect the trading price of ADSs.

Our equity shares are listed and traded in India on the Indian stock exchanges. The regulation and monitoring of Indian securities markets and
the activities of investors, brokers and other participants differ, in some cases significantly, from those in the United States. Indian stock
exchanges have in the past experienced problems, including temporary exchange closures, broker defaults, settlement delays and strikes by
brokerage firm employees, which, if continuing or recurring, could affect the market price and liquidity of the securities of Indian companies,
including our equity shares and ADSs, in both domestic and international markets.

The two Indian stock exchanges on which our equity shares are listed, The Bombay Stock Exchange Limited and the National Stock Exchange
of India Limited, also have a specific price band for each security listed. When a price fluctuation exceeds the specific limits of the price band,
trading of the security is stopped for that trading session. Such price volatility controls and the specific price bands are decided by each
individual exchange and may differ from exchange to exchange. A closure of or trading stoppage on the Indian Stock Exchanges could adversely
affect the trading price of the ADSs. In addition, the liquidity and trading patterns of securities quoted on the Indian Stock Exchanges may be
substantially different from those of securities listed on the NYSE. Historical trading prices, therefore, may not be indicative of the prices at
which the ADSs will trade in the future.

Exchange rate fluctuations between the dollar and the rupee will affect the value of the ADSs.

Fluctuations in the exchange rate between the rupee and the dollar will affect the dollar value of any cash dividends paid in rupees on our equity
shares represented by the ADSs. In addition, these fluctuations will affect the dollar equivalent of the rupee price of our equity shares on the
Indian Stock Exchanges and, as a result, the prices of our ADSs in the United States, as well as the dollar value of the proceeds a holder
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would receive upon the sale in India of any equity shares withdrawn from the depositary under the deposit agreement. Holders may not be able
to convert rupee proceeds into dollars or any other currency, and there is no guarantee of the rate at which any such conversion will occur, if at
all.

Indian law imposes certain restrictions that limit a holder s ability to transfer the shares obtained upon surrender of ADSs and repatriate
the proceeds of such transfer, which may cause our ADSs to trade at a premium or a discount to the market price of our equity shares.

Under certain circumstances, the Reserve Bank of India must approve the sale of equity shares underlying ADSs by a non-resident of India to a
resident of India. The Reserve Bank of India has given general permission to effect sales of existing shares or convertible debentures of an
Indian company by a resident to a non-resident, subject to certain conditions, including the price at which the shares may be sold. Additionally,
except under certain limited circumstances, if an investor seeks to convert the rupee proceeds from a sale of equity shares in India into foreign
currency, approval from the Reserve Bank of India will have to be obtained for each such transaction. Required approval from the Reserve Bank
of India or any other government agency may not be obtained on terms favorable to a non-resident investor or at all.

An investor in our ADSs may not be able to exercise preemptive rights for additional equity shares and may thereby suffer dilution of its
equity interest in us.

Under the Indian Companies Act a company incorporated in India must offer its holders of equity shares preemptive rights to subscribe and pay
for a proportionate number of shares to maintain their existing ownership percentages prior to the issuance of any new shares, unless such
preemptive rights have been waived by holders of three-fourths of the shares voting on the resolution to waive such rights. A holder of ADSs
may be unable to exercise preemptive rights for equity shares underlying ADSs unless a registration statement under the Securities Act is
effective with respect to such rights or an exemption from the registration requirements of the Securities Act is available. We are not obligated to
prepare and file such a registration statement and our decision to do so will depend on the costs and potential liabilities associated with any such
registration statement, as well as the perceived benefits of enabling the holders of ADSs to exercise their preemptive rights, and any other factors
we consider appropriate at the time. We cannot assure you that we would file a registration statement under these circumstances. If we issue any
such securities in the future, such securities may be issued to the depositary, which may sell such securities for the benefit of the holders of the
ADSs. There can be no assurance as to the value, if any, the depositary would receive upon the sale of such securities. To the extent that a holder
of ADS is unable to exercise preemptive rights granted in respect of the equity shares represented by the ADSs, his proportional interest in us
would be reduced.

ADS holders may be restricted in their ability to exercise voting rights.

At our request, the depositary will mail the holders of ADSs any notice of a shareholder meeting received from us together with information
explaining how to instruct the depositary to exercise the voting rights of our shares represented by the ADSs. If the depositary receives voting
instructions from the holders in time, relating to matters that have been forwarded to them, it will endeavor to vote the shares represented by the
ADSs in accordance with such voting instructions. However, the ability of the depositary to carry out voting instructions may be limited by
practical and legal limitations and the terms of the securities on deposit. We cannot assure that the holders will receive voting materials in time
to enable them to return voting instructions to the depositary in a timely manner. Shares for which no voting instructions have been received will
be voted by our management. There may be other communications, notices or offerings that we only make to holders of our shares, which will
not be forwarded to holders of
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ADSs. Accordingly, the holders of ADSs may not be able to participate in all offerings, transactions or votes that are made available to holders
of our shares.

An active or liquid trading market for our ADSs is not assured.

An active, liquid trading market for our ADSs may not be maintained in the long term. We cannot predict the extent to which an active, liquid
public trading market for our ADSs will exist. If there is no longer any active trading market for our ADSs, or if we fail to meet eligibility
requirements, we may be required to delist from the NYSE, which could adversely affect the price of our ADSs and, potentially, our equity
shares. Although ADSs holders are entitled to withdraw the equity shares underlying our ADSs from our Depositary at any time, there is no
public market for our equity shares in the United States.

ITEM 4. INFORMATION ON THE COMPANY

4.A. History and development of the Company

We were incorporated as Patni Computer Systems Private Limited on February 10, 1978 under the Indian Companies Act. We are registered
with the Registrar of Companies, Pune, Maharashtra, India. Our company registration number is 11-020127 (CIN U72200MH1978PLC020127).
In 1988, since our turnover exceeded prescribed limits under the then-applicable Section 43A of the Indian Companies Act, we became a
deemed public company and subsequently on April 15, 1991 we were converted into a private limited company. In 1995 we once again became
a deemed public company and upon the deletion of Section 43A from the Indian Companies Act, we were converted to a private limited
company on June 27, 2002. We were again converted to a public limited company on September 18, 2003 and changed our name to Patni
Computer Systems Limited. Our registered office is located at S-1A Irani Market Compound, Yerawada, Pune 411 006, Maharashtra, India and
the telephone number of our registered office is +91 20 2669 3457.

The original activities of the Company were computer time rental, the resale of imported computer hardware, and software exports. In 1981, we
promoted PCS Data Products (Private) Limited, or PCSDP, for the sale and marketing of computer equipment and hardware maintenance. In
1987, we promoted PCS Data General India, or PCSDG, a joint venture with The Data General Corporation, USA, for the manufacture and
maintenance of computer hardware. In 1994, the name of PCSDP was changed to PCS Industries Limited, or PCSIL, and PCSDG was merged
into PCSIL. Since 1994, we have been entirely focused on software exports. In 1999, the shares of PCSIL held by us and other non-operating
assets were de-merged into other group companies and our Company emerged as a focused IT services company.

Our corporate headquarters are located at Akruti Softech Park, MIDC Cross Road No. 21, Andheri East, Mumbai 400 093, India, and our North
American headquarters are located at One Broadway Cambridge, MA 02142. General Atlantic made a significant investment in our company in
2002. To enhance our domain expertise in financial services and telecommunications, we made selective acquisitions such as Patni Telecom
(formerly Cymbal Corporation), which we acquired in November 2004. We completed our initial public offering of equity shares in India in
February 2004 and our initial offering of ADSs listed on the New York Stock Exchange in December 2005.

Our capital expenditures for 2004, 2005 and 2006 were $22.5 million, $55.4 million and $53.4 million, respectively. These capital expenditures
were primarily to finance the expansion of our existing facilities as well as the construction of new facilities in India. We anticipate capital
expenditures of between approximately $150 million to $175 million through 2008, principally to finance the construction of our new
knowledge park facilities in Navi Mumbai and Chennai and other facilities and physical infrastructure in India. We are obliged under a number
of contracts relating to capital expenditure. Estimated amounts remaining to be executed on such contracts (net of advances), aggregated
approximately $31.9 million at
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December 31, 2006. We currently intend to finance our planned capital expenditure entirely from the proceeds of our ADS offering and funds
generated from operations.

4.B. Business overview

We are a leading Indian provider of information technology services. We deliver a comprehensive range of IT services through globally
integrated onsite and offshore delivery locations primarily in India, which we call our global delivery model. We offer our services to customers
through industry-focused practices, including insurance, manufacturing, financial services and telecommunications, and through
technology-focused practices. Within these practices, our service lines include application development, application maintenance and support,
packaged software implementation, infrastructure management services, product engineering services, business process outsourcing and quality
assurance services.

We have in-depth knowledge in our industry and technology practices. Insurance, manufacturing, telecommunications and financial services
accounted for 27.7%, 21.9%, 15.3% and 16.0% of our revenues in 2005, and 23.2%, 21.7%, 18.9% and 15.3% in 2006. We also have
knowledge, experience and a growing presence in other industries including retail, energy and utilities, logistics and transportation, and media
and entertainment. Our technology practices offer research, design and development services for product engineering and to independent
software vendors, or ISVs. Through our dedicated sales and management teams in each of our industry and technology practices, we believe we
are able to provide better client service, effectively cross-sell services to our existing clients and develop new client relationships.

We have a track record of successfully developing and managing large, long-term client relationships with some of the world s largest and best
known companies. Our customer base has increased significantly from 87 clients as of December 31, 2002 to 239 clients as of December 31,
2006. Several of our key executives are located in our client geographies to better develop and maintain client relationships at senior levels.
Repeat business accounted for 90.3% in 2003, 88.8% in 2004, 91.7% in 2005 and 91.5% of our revenues in 2006.

Our revenues grew from $188.3 million in 2002 to $578.9 million in 2006, representing a compound annual growth rate of 32.4%. Our net

income grew from $31.5 million in 2002 to $59.3 million in 2006, representing a CAGR of 17.1%. Our total number of employees was 5,570 as

of December 31, 2002 and 12,804 as of December 31, 2006. We are investing in new high-tech facilities, which we refer to as knowledge parks ,
designed for expanding our operations and training our employees. As of December 31, 2006 we had 205 sales and marketing personnel

supported by dedicated industry specialists in 21 sales offices around the globe, including North America, Europe, Japan and the rest of the
Asia-Pacific region.

We have a highly qualified management team with a broad range of experience in the IT industry. Our Chief Executive Officer is an
entrepreneur and engineer who has been in this industry for over 30 years and has led us from our inception in 1978. Most of our senior
management has worked as a team with us for over 20 years. We use our competitive recruitment program to select the best talent from India s
premier engineering institutions.

Industry Background

Businesses are increasingly relying on IT service providers to help manage the growing complexity, cost, and risk of today s IT infrastructure.
Client engagements have evolved from simple staff augmentation and generic technology services to customized IT solutions requiring skilled
IT professionals with in-depth industry knowledge. Further, the maturity of outsourced and offshore service delivery has generated client
demand for more sophisticated engagement models combining onsite and offshore IT management. We believe these trends will continue to
drive growth generally in the worldwide market for IT services and specifically in the Indian IT services industry.
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Expectation for accelerated global IT spending

Changing market conditions, rapid technological innovation, the impact of the internet and increasing globalization are creating an increasingly
competitive business environment requiring businesses to transform the manner in which they operate. Customers are increasingly demanding
improved service and accelerated delivery times at lower costs. To adequately address these needs, businesses are using IT service providers to
help create sustainable competitive advantages.

According to Gartner IT Services Worldwide forecast 2003-2010, end-user spending on IT services will grow at a 6.4% compound annual
growth rate through 2010 to reach $855.6 billion, with positive growth in nearly all market segments. (Source: Forecast: IT Services,
Worldwide, 2003-2010 (Update) 30 November, 2006 Ellie Babaie, Kathryn Hale, Robert De Souza, Yuko Adachi Freddie Ng .)

Increased IT outsourcing as a means to optimize costs

Businesses are outsourcing their IT requirements to better manage their IT spending and reduce costs. Outsourcing enables businesses to
optimize their IT cost structures by converting a portion of their fixed costs to variable costs. Consequently, we believe outsourcing presents
significant long-term growth potential. The following table shows Gartner s worldwide forecast for core outsourcing by vertical market for 2005
to 2009.

Source : Publication Date: 14 December 2005 ID Number: G00131095, Gartner on Outsourcing, 2005 By Lorrie Scardino, Dane S. Anderson,
Robert H. Brown, Claudio Da Rold, Cassio Dreyfuss, Frances Karamouzis, John-David Lovelock, William Maurer, Cynthia Moore, Allie
Young

Trend towards offshore IT services

Macroeconomic trends of globalization and industrialization, and a rapidly evolving economic and business environment have driven the trend
towards offshoring of IT services. To acquire high quality IT services more cost effectively, businesses are increasingly using offshore IT
providers. It has become common for requests for proposals to require significant detail about the IT services providers offshore capabilities. As
a result, over the last few years a large number of global technology and IT services companies have begun to incorporate offshore operations as
part of their business models.

According to an IDC report published in 2006, worldwide spending on offshore IT services is expected to grow from $13.1 billion in 2005 to
$29.4 billion in 2010. This represents a CAGR of 17.6%. [Source : IDC Worldwide & U.S. Offshore IT Services 2006-2010 Forecast Barry
Rubenstein, Jason Bremner, Marianne Kolding, Phil Hassey, Christopher Real, Vladimir Kroa, Nigel Wallis]
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Growing Indian IT services sector
India is a premier source for offshore IT services.

We believe that there are several key factors favoring India:

e High quality delivery: The development centers at several of the Indian IT services providers have been assessed
at SEI-CMM Level 5;

e Significant cost benefits: The NASSCOM 2007 Strategic Review states that India has a strong track record of
delivering a significant cost advantage, with clients regularly reporting savings of 25-50% over the original cost base.

e Abundant skilled resources: With over half the population of India aged less than 25 years, India has an abundant,
highly-skilled, English-speaking labor pool. According to the NASSCOM 2007 Strategic Review, Indian educational
institutions turn out approximately 4,95,000 technical graduates (including 264,000 engineering graduates), nearly 2.3
million other graduates and over 300,000 post graduates annually. NASSCOM estimates that direct employment in the
IT-BPO sector in India will cross 1.6 billion this year.

Our Delivery Model

We address our clients needs with our global delivery model, through which we allocate resources in a cost-efficient manner using a
combination of onsite client locations in North America, Europe and Asia and offshore locations in India. We believe an integral part of our
delivery is our industry knowledge, which we refer to as our domain expertise.

We refer to our own industry experts, business analysts and solutions architects who are located primarily onsite with the client as our domain
wedge . These experts are supported by additional personnel who provide technical services onsite on a temporary basis, and by our trained
professionals located normally at one or more of our eight offshore centers in India. Typically, at the initial stage of a project, we provide
services through our onsite industry and technology experts and our transient onsite delivery personnel. By applying our domain wedge
approach, we deliver solutions that can be structured to scale to suit our clients needs. In certain cases we provide dedicated offshore
development centers, set up for a particular client. Through these offshore development centers we integrate our clients processes and
methodologies and believe we are better positioned to provide comprehensive and long-term support. We maximize the cost efficiency of our
service offerings by increasing the offshore portion of the work as the client relationship matures. To complement our domain wedge, we have
aligned a majority of our sales and marketing teams to focus on specific industry sectors.

Our Competitive Strengths
We believe our competitive strengths enable us to deliver high-quality, efficient and scalable services. These strengths include:
Focused Industry Expertise

We concentrate on industries where we believe we can generate sustained revenue growth, such as insurance, manufacturing, financial services
and telecommunications. Through our extensive experience in these industries, we provide solutions that respond to technological challenges
faced by our clients. For example, to enhance our domain expertise in telecommunications, we acquired Cymbal in 2004. We also focus on
technology practices, specifically in product engineering and for ISVs.
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Successful Client Relationships

We have demonstrated the ability to build and manage large client relationships. Our long-term relationships typically develop from performing
discrete projects to providing multiple service offerings spread across the client s businesses. For example, we have a sixteen-year relationship
with our largest client General Electric, which had $84.4 million in revenues in 2006. Through our flexible approach, we believe we offer
services that respond to our clients needs irrespective of their size. By leveraging our industry experience with our project management
capabilities and breadth of technical expertise, we solidify and expand our client relationships.

Extensive Suite of IT Services

We provide a comprehensive range of IT services, including application development, application maintenance and support, packaged software
implementation, infrastructure management services, product engineering, business process outsourcing and quality assurance services. Our
knowledge and experience span multiple computing platforms and technologies, which enable us to address a range of business needs and to
function as a virtual extension of our clients IT departments. We offer a broad spectrum of services in select industry sectors, which we leverage
to capitalize on opportunities throughout our clients organizations.

Delivery and Operational Excellence

Through our mature global delivery model, we deliver high quality and cost-effective IT services from multiple locations in a reduced
timeframe. We vary the composition of our employee resource pool, in terms of seniority and location, to maximize our productivity and
efficiency. Our processes and methodologies have achieved Capability Maturity Model Integrated (CMMi) Level 5, the highest attainable
certification. We use project management tools to deliver services to client specifications in a timely and reliable manner while maintaining a
high level of client satisfaction.

Highly-skilled Professionals

We have a highly qualified management team with a broad range of experience in the IT industry. Our Chief Executive Officer is an
entrepreneur and engineer who has been in the IT industry for over 30 years and has led us from our inception in 1978. Most of our senior
management team has worked as a team for over twenty years. We use our competitive recruitment program to select the best talent from India s
premier engineering institutions.

Our Strategy

We seek to further enhance our position as a leading Indian provider of integrated IT services and solutions through our global delivery model.
To achieve this we intend to:

Penetrate and Grow Strategic Client Accounts

We have achieved strong revenue growth by focusing on select, long-term customer relationships which we call strategic accounts. We aim to
expand the scope of our client relationships by leveraging our focused industry sector expertise with delivery excellence, responsive engagement
models and breadth of services. We intend to focus on adding new strategic clients and further penetrating our existing customer relationships.
We address the needs of our larger strategic relationships through dedicated account managers who have responsibility for increasing the size
and scope of our service offerings to such clients. We aim to strengthen our sales and marketing teams, a majority of whom are aligned to focus
on specific industries.
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Strengthen and Broaden our Industry Expertise

We intend to strengthen our understanding of key industries by investing in a strong base of industry experts, business analysts and solutions
architects as well as considering select, targeted acquisitions. We believe that we can add more value than a general service provider because we
understand the specific industry requirements of our clients.

Strengthen and Broaden our Service Lines

We aim to deepen our existing client relationships through new and more comprehensive service lines. In recent years we have added new
capabilities in line with our growth and customer needs. We continually explore new initiatives through our internal centers of excellence, which
focus on innovation in specific technology platforms or services. For example, we added quality assurance services as a new service line, and
developed increased capabilities such as business intelligence, database administration and legacy system modernization in other service lines.

Optimize and Expand Delivery Capability

We are committed to enhancing our processes and methodologies by investing in project management tools that improve our efficiency. We aim
to develop new productivity tools, refine our software engineering techniques and maximize reuse of our processes. For example, we use
automation testing to increase the efficiency of our project methodologies and for process management, defect tracking, audit management and
contract management. We also apply this commitment to our infrastructure and we are constructing new knowledge park campuses in India to
provide world-class infrastructure, high standards of quality and secure delivery.

Build our Brand Globally

While our Patni brand is an established and recognized brand in India, we intend to increase recognition of our brand elsewhere in our client
markets. We seek to achieve this through targeted analyst outreach programs, trade shows, white papers, sponsorships, workshops, road shows,
speaking engagements and global public relations management. We believe that a stronger brand will facilitate our ability to gain new clients
and to attract and retain talented professionals.

Pursue Strategic Acquisitions

We seek to pursue selective strategic acquisitions to augment our capabilities and to address gaps in industry expertise, technical expertise,
service lines and geographic coverage. We will continue to consider and seek acquisition opportunities such as Cymbal, which considerably
increased our capabilities in the telecommunications sector.

Industry Practices, Technology Practices and Service Lines

We offer our services to customers through industry practices in insurance, manufacturing, financial services and telecommunications, as well as
in other industries. We also have technology practices that offer services in product engineering and for ISVs. Our industry practices and
technology practices are complemented by our service lines, which we develop in response to client requirements and technology life cycles.
Our service lines include application development, application maintenance and support, packaged software implementation, infrastructure
management services, product engineering, business process outsourcing and quality assurance services.

27

36



Edgar Filing: Patni Computer Systems LTD - Form 20-F

Industry Practices
Insurance

We offer a range of integrated services to global insurance companies. Our industry experts employ their knowledge in all stages of the
insurance business cycle, from underwriting to compliance. Our offerings include a broad spectrum of services to insurance carriers including
life and health, property and casualty and reinsurance companies. The IT services we provide span several functions, including sales and
marketing, distribution, policy services, claims, compliance, accounting and reinsurance. Our core services include:

systems consolidation and integration of mergers and acquisitions;

e policy administration conversions;

e development of frameworks that reduce the cycle time and cost for policy issue and claim handling;
e new product (life and retirement) introductions;

e Dbatch system optimization;

e data mining;

e development of business intelligence applications; and

e legacy support of several applications.

We are a member of global insurance industry organizations such as Life Office Management Association, or LOMA, the Association for
Cooperative Research and Development, or ACORD, and the Insurance and Accounting Systems Association. Several of our business analysts
are LOMA certified and certified by the American Institute for Chartered Property and Casualty Underwriters.

Manufacturing

Our manufacturing practice offers IT and business process outsourcing services that support the purchase, sales, production, engineering,
finance, human resources and legal functions of a manufacturing company. Within the manufacturing industry, the sectors we service include
consumer goods and durables, electronics, engineering, food and beverages, personal care products, paper and rubber products. To businesses in
these sectors, we provide services in the following areas:

e supply chain management;

e demand chain management;

e manufacturing applications and core manufacturing systems (including package implementation);
e data warehousing; and

e Dbusiness intelligence.

Our initiatives in this sector include application development using radio frequency identification, or RFID, technologies and business process
monitoring solutions.
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Financial Services

Our financial services practice focuses on clients in the banking, financial services and securities industries. We provide consulting and software

services for consumer and corporate banking, treasury and risk management, mutual funds and investment management and securities. Our
software services to these areas include:

e architecture design;

e application integration and development;

e information security assessments;

e legacy system maintenance;

e Dbusiness intelligence;

e customer relationship management;

e mutual funds and capital markets solutions;

e portfolio accounting and reporting;

e stock exchange and brokerage house solutions; and

e business process outsourcing.
Telecommunications

Our telecommunications practice provides domain expertise in a wide spectrum of IT operations and business support systems used by
telecommunications service providers across various segments including mobile, wireline, cable, broadband and media. We have expertise
particularly in the newer business models that are emerging in these markets such as mobile virtual network operations or integrated

voice/data/entertainment content services over broadband and 3G networks. Our telecommunications experts provide solutions that combine a

wide variety of services including:

IT strategy;

e gsystem consulting and design;

e application development;

e implementation and maintenance;

e quality assurance;

e new product development and launch;

e infrastructure management services; and

e business process outsourcing.

Other Industries
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In addition, we offer services to clients in the following industries:
Retail

Our experience in the retail practice includes specialty and national chains, and catalogue and internet retailing. We also offer standard services
such as global trade item number assessment and redemption.
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Energy & Utilities

Our experience in the energy and utilities industry includes product development support, concept to implementation project expertise and
geographic information systems and related services.

Logistics & Transportation
We provide services to logistics and transportation companies covering operational applications such as fleet management, repairs and spares
management, vendor management, reservations, flight operations, inventory management, passenger check-in applications, tracking, logistic

applications such as warehouse management, business applications such as human resources and payroll and revenue, sales and financial
management.

Media & Entertainment

The services we provide within the media and entertainment industry and television broadcasting include broadcast station management and
automation applications, and traffic and billing systems. Our services for publishing companies cover content layout software and search
systems. Our services for online gaming and casinos primarily involve accounts management.

Technology Practices
sV

Our ISV technology practice offers outsourcing services that focus on design and development of software products. Our key engagements are
with packaged software and engineering software vendors. We help ISVs shorten upgrade release cycles and reduce the time for a new product
to be launched while maintaining cost efficiencies. We leverage the latest tools and technologies to assist in re-engineering and migrations to
newer technology programs. These services include:

e  prototyping;

design and development for new software products;

testing, maintenance and sustenance engineering support; and

deployment support.
Product Engineering

Our product engineering technology practice offers our clients complex design and development services in a wide range of industry sectors
such as electronics, industrial automation, information storage, mobile and wireless and semiconductors. These services include:

e industrial design;

e electronic system design (chip design, hardware board design and real time embedded software design and
development);

multilingualization;

technical help desks;

product prototyping; and

regulatory compliance.

From January 1, 2007, we have combined our ISV and Product Engineering technology practices.
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Service Lines
Application Development

We custom design, develop and implement software solutions for a variety of client needs. We offer services across the software development
lifecycle, including requirements analysis, design, implementation, integration and testing for our projects. We typically perform application
design, implementation and testing primarily in our offshore delivery centers located in India, while requirements analysis, transition planning,
user training and deployment are performed at our clients sites. In specific situations, we may work jointly with our clients teams. Our projects
range from single-platform, single-site systems to multi-platform, multiple-site systems and typically include new development and/or
significant functional enhancements to existing software applications. We have developed expertise in mainframe, client-server and internet
technologies and on emerging platforms such as .NET and J2EE.

Application Maintenance and Support

Our application maintenance and support services include performance optimization and system modification, product and system support,
preventive maintenance and migration to newer technologies and platforms. We perform most of our maintenance and re-engineering
assignments at our offshore delivery centers located in India. In addition, we maintain small teams at our clients premises to coordinate support
functions. We perform diagnostics to assess offshore outsourcing potential and prepare a customized offshore road-map. We share the benefits
of our continuous improvement initiatives to reduce recurring maintenance costs for our clients. Our application maintenance projects are
typically long-term in nature.

Packaged Software Implementation

We assess, evaluate, implement and maintain packaged software developed by global vendors in the areas of enterprise resource planning,
customer relationship management or CRM, supply chain management, business intelligence and enterprise application integration. Our
offerings comprise:

e consulting services, which include functional and technical assessment, architecture and technology consulting
and training;

e implementation services, which include product implementation and rollout;

e application care services, which include post-implementation support, product customization, interface
development and version upgrade; and

e functional extensions and integration of diverse enterprise applications.
Infrastructure Management Services

We offer full support services of the IT infrastructure and remote managed services of applications, network and hardware infrastructure for our
clients. These services are delivered both at customer locations and from our offshore facilities located in India. We specialize in mainframe and
client-server operating systems, a wide range of data and voice networks, enterprise management systems, infrastructure products from
well-known vendors, web-server products, network security products, disaster recovery and business continuity management. From our network
operations center in India we have the facility, hardware and technology to deliver remote managed services to our customers. Our service
offerings address several managed services configurations such as traditional, integrated and automated remote monitoring, and management
and reporting for enterprise-wide infrastructure environments including hardware, communications and software environments.
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Product Engineering Services

Our product engineering services support the various industry requirements of multiple disciplines such as utilities, manufacturing, insurance,
banking and finance. Our primary product engineering services include engineering design and modeling, electronic design, embedded software
development, product lifecycle management which includes re-engineering, maintenance and sustenance of legacy products, testing and
migrations to new technologies. We offer these services to clients in industry sectors such as consumer electronics, automotive, medical
electronics, industrial automation, office automation, handheld/mobile device manufacturing and semiconductor manufacturing. Our technology
expertise spans multiple computing languages including assembly language for various micro-controllers and processors, real-time operating
systems, various computer aided design and manufacturing platforms, GIS platforms, communication protocols and digital signal processing.
We also offer document conversion services and GIS services especially to our customers in the utilities industry.

Business Process Outsourcing

We started offering business process outsourcing services in 2002. Since then we have been enhancing our expertise and concentrating on
transaction processing for our insurance, financial services and telecommunication clients and administrative processes in the areas of finance
and accounting, payment processing, human resource management and technical help-desks.

Quality Assurance Services

Our quality assurance services include functional testing, test automation, performance testing, remote testing and test process consultancy.
Apart from testing custom-built applications, we have experience in testing operating systems, utilities, specialized application servers and
middleware products. With respect to automation, we have partnerships with leading vendors and expertise in leading commercial and open
source tools.

Quality and Project Management

While quality always has been an integral part of our operations at Patni, we became formally certified and assessed for quality models in 1995.
We started with ISO 9000-1994, underwent SEI-CMM level 4 and 5 assessments and as of today are ISO 9001-2000 certified and are assessed
for P-CMM Level 3 and SEI-CMMi Level 5. ISO 9001 is an international standard for quality management systems maintained by the
International Organization of Standardization. The Capability Maturity Model (CMM) is a method for evaluating the quality of a company s
management and software engineering practices, with Level 5 being the highest attainable certification. The CMM was developed by the
Software Engineering Institute (SEI) at Carnegie Mellon University. The Software Engineering Institute subsequently released a revised version
known as the Capability Maturity Model Integration (CMMi). We have been using the Six Sigma Program to implement process changes
including the above. We continuously strive to better our quality management system with the help of industry best practices and research
findings. Our quality management system involves the review and continuous improvement of software development and related processes,
testing of work products and regular internal and external quality audits. We apply sophisticated project management and solution deployment
methodologies that we have developed to help ensure timely, consistent and accurate delivery of IT solutions to our clients. We were ranked
highest among Indian offshore supply chain solution providers in a customer satisfaction survey conducted by Forrester Research Inc. In 2006,
we were also recognized as one of The Giant 100 companies at the first CIO 100 awards in India for demonstrating excellence in deploying
technology solutions to deliver optimum business value.

32

44



Edgar Filing: Patni Computer Systems LTD - Form 20-F

Centers of Excellence. 'We have developed internal centers of excellence to create expertise in emerging technologies.
We currently have centers of excellence that focus on middleware integration, legacy systems modernization, business
intelligence, RFID, process consulting and service oriented architectures based on technologies such as J2EE and
.NET. For example, we use our center of excellence on legacy systems modernization to develop solutions for our
clients who want to maintain their current business-critical systems but at the same time want to utilize the latest
technologies for new systems. We partner with leading technology vendors such as IBM and Microsoft to implement
technology solutions soon after they are made available in the market.

Sales and Marketing

Our sales teams use a multi-pronged approach to market our services. They target certain industries and service lines through focused sales
executives, geographies through regional sales executives and large clients through dedicated account managers. We have aligned a majority of
our sales and marketing teams to focus on specific industries. In addition to our sales executives, we have industry experts and solution
architects who complement our sales efforts by providing specific industry and service line expertise. Our sales efforts are also supported by our
marketing professionals, who assist in brand-building and tracking our expertise. Our senior management and dedicated account managers are
actively involved in managing client relationships and business development through targeted interaction with multiple contacts throughout our
clients organizations. We aim to develop our client relationships into partnerships by working closely with our clients managers and senior
executives to formulate and execute an offshore outsourcing strategy, implement engagement models that suit their particular challenges and
explore new service lines.

We undertake detailed periodic reviews to identify existing and prospective clients that we believe can develop into large, strategic clients. We
intend to focus on adding more strategic accounts, which we define as those who provide $4.0 million or more in annual revenues or those with
whom we believe we have the potential to achieve such annual revenue amounts over a 24 to 30 month period. For each strategic client, a senior
executive is identified and charged with managing the overall client relationship and leading periodic reviews with the client. The number of
strategic clients has grown from 17 as of December 31, 2002 to 31 as of December 31, 2006.

We have 21 sales offices across North America, Europe, Japan and rest of the Asia-Pacific region. As of December 31, 2006, we had 205 sales
and marketing personnel who are supported by dedicated industry specialists. We set targets for our sales personnel at the beginning of each
year, which are subject to periodic reviews. In addition to a base salary, our compensation package for sales personnel includes an
incentive-based compensation plan driven by achievement of the prescribed sales targets.

Our sales and marketing professionals help promote the Patni brand through targeted analyst outreach programs, trade shows, white papers,
sponsorships, workshops, road shows, speaking engagements and global public relations management. We believe that a stronger brand will
facilitate our ability to gain new clients and to attract and retain talented professionals.
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India) and the rest of the world. A significant proportion of our revenues is derived from clients located in the United States, as illustrated in the
table below:

Further, a significant proportion of our revenues has been derived historically from the insurance, manufacturing and financial services
industries, as illustrated in the table below. Since our acquisition of Cymbal, we have considerably increased our revenues from the

United States

Europe

India

Japan

Asia-Pacific (excluding Japan and India)
Rest of the World

Total

Fiscal year ended

December 31,

2004 2005
878 % 848 %
79 % 9.1 %
02 % 03 %
33 % 43 %
04 % 04 %
04 % 1.1 %

100.0 % 100.0 %

2006

80.8 %
11.6 %
03 %
38 %
20 %
15 %
100.0 %

telecommunications industry. We also derive a small proportion of our revenues from clients in other industries, which include retail, energy and
utilities, logistics and transportation, media and entertainment and from our technology practices, ISV and product engineering.

Insurance
Manufacturing
Financial Services
Telecommunications
Others

ISV(1)
Product Engineering(1)
Total

ey

Fiscal year ended

December 31,

2004 2005

328 % 217 %
283 % 219 %
192 % 160 %
26 % 153 %
66 % 65 %
59 % 50 %
46 % 176 %

100.0 % 100.0 %

2006

232 %
217 %
153 %
189 %
6.7 %
41 %
10.1 %
100.0 %

In January 2007, we have combined our ISV and Product Engineering technology practices.

A significant proportion of our revenues is derived from a small number of clients, as illustrated in the table below, although we believe we have

successfully diversified our client base over the past three years:
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General Electric
State Farm Insurance
Top 5 Clients

Top 10 Clients

Fiscal year ended

December
2004
31.7 %
149 %
57.6 %
69.0 %

31,
2005

22.1 %
11.5 %
46.8 %
59.3 %

2006

14.6 %
9.6 %
37.1 %
53.1 %

46



Edgar Filing: Patni Computer Systems LTD - Form 20-F

The following table illustrates a breakdown of our largest clients by revenue categories on a cumulative basis:

Fiscal year ended

December 31,

2004 2005 2006
No. of $1 million + clients 46 61 74
No. of $5 million + clients 12 19 26
No. of $10 million + clients 4 9 13
No. of $25 million + clients 2 2 3
No. of $50 million + clients 1 2 2

The General Electric Association

Our association with General Electric commenced in 1990. We provide services to a number of entities within the General Electric group of
companies. For these businesses, we provide services in the areas of multi-year application support, new program development, infrastructure
management, business intelligence solutions and software package implementation Our largest General Electric engagement is with GE
Consumer Finance, for which we act as the preferred IT services supplier for application development and maintenance to its credit card
processing business.

Our engagement model with General Electric includes a dedicated development center, integrated telecommunications networks, quality
program targets and highly integrated program management and reporting. Most projects are on the basis of fixed-price SLAs, with our
responsibilities likewise fixed, and are bid on a competitive basis against other third-party IT service providers. Accordingly, our pricing for
these projects is based on our cost and margin expectations for completing the project, which is the same basis that we bid for fixed price
projects with other customers. Individual projects under the agreement are separately bid and negotiated by us.

On August 3, 2006, we entered into a new master Information Technology Services Agreement with General Electric, with a term from

January 1, 2007 to December 31, 2009. The terms of this agreement generally reflect the provisions described below under Contractual
Arrangements. In addition, the agreement provides that we will support General Electric s aim to have (i) at least 90% of all task orders under the
agreement on a fixed price basis; (ii) no fewer than 85% of personnel assigned to work on a specific project to remain on such project; and

(iii) at least 70% of work under the agreement undertaken at our offshore development centers.

General Electric became a shareholder in 2000, and its shareholding has declined from 9.99% as of December 31, 2000 to 1.9% as of March 31,
2007. See Item 7. B. Related Party Transactions General Electric.

Contractual Arrangements

We enter into non-exclusive MSAs with clients that typically have a specified term and contain general rights and obligations governing our
relationship with the client. The MSAs specify the broad scope of work and typically do not include any commitment by the client to give us a
specific volume of business or future work. For each work assignment, the client and we enter into separate work orders that specify the types of
services we are required to provide to the client, the performance levels and the price terms. Although some of our MSAs contain the billing
rates for time and materials work orders, for most of the services we provide, whether on a time and materials basis or on a fixed-price basis, the
separately agreed work order contains the specific pricing and other commercial terms.

35

47



Edgar Filing: Patni Computer Systems LTD - Form 20-F

Most of our MSAs, including the MSAs with our two largest customers, can be terminated with or without cause, with 0 to 90 days notice and
without termination-related penalties. The MSAs typically contain terms that:

e require us to provide various representations and warranties, including those relating to the services we perform;

e require us to maintain confidentiality relating to the client and the contract, including compliances with various
laws relating to privacy and data protection;

e require us to protect the intellectual property of our clients;

e require us to comply with certain security obligations, including maintaining network security and back-up data,
ensuring our network is virus free and verifying the integrity of employees that work with our clients by conducting
background checks;

e require us to indemnify the client, including for third party intellectual property infringement;
e limit the liabilities of both parties under the contract; and

e provide for reciprocal non-solicitation of employees by our clients and us.

The MSAs typically do not stipulate that we are the preferred supplier for the customer and do not provide that we are entitled to any minimum
amount of work or revenues from the customer.

Competition

The market for IT services is rapidly evolving and highly competitive. We expect that competition will continue to intensify. We face
competition or competitive pressure from:

e Indian IT services companies, such as HCL Technologies Limited, Infosys Technologies Limited, Satyam
Computer Services Limited, Tata Consultancy Services Limited and Wipro Limited;

e international IT services companies, such as Accenture, Cognizant, Computer Sciences Corporation, Sapient
Corporation and Electronic Data Systems;

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

e in-house IT departments of large corporations;

e other international, national, regional and local firms from a variety of market segments, including major
international accounting firms, systems consulting and implementation firms, applications software firms, service
groups of computer equipment companies, general management consulting firms, programming companies and

temporary staffing firms;

e offshore service providers in other countries with low wage costs such as China, the Philippines, and Eastern
Europe; and

e involvement of third party intermediaries who negotiate IT services and outsourcing contracts on behalf of their
clients.
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A number of our international competitors are setting up operations in India. Further, a number of our international competitors with existing
operations in India are ramping up their presence in India as offshore operations in India have become an important element of their delivery
strategy. This has resulted in increased employee attrition among Indian vendors and increased wage pressure to retain software professionals.
We believe that price alone is not a sustainable competitive advantage in an environment where IT solutions are becoming increasingly critical
to clients core corporate strategy. We have therefore built our competitive position on our ability to leverage our industry specific knowledge
and experience in
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a broad range of IT services, to manage and maintain large client relationships, to continually monitor and improve our delivery excellence and
to attract and retain highly-skilled software professionals.

Innovation

We believe innovation should be institutionalized so as to ensure our ability to help clients meet emerging challenges. We have two groups
involved in our research and development activity initiatives, the product and technology initiatives group and the delivery innovation group.
We also have a business analysis group that serves as a channel between our clients and our innovation groups to provide analysis on the trends
in client requirements and evolving needs.

Service and Technology Initiatives

The product and technology initiatives group is focused on applied research and development initiatives and employs emerging technologies to
create new technology service offerings. The group has established systems to harness talent among our employees by providing a shared
framework for idea generation. The group is responsible for identifying, evaluating and incubating new technology service offerings and later
converting relevant technology offerings into centers of excellence. The current focus areas of the group include service oriented architectures
and their usage in building next generation applications, mobile computing and its applications, usage of RFID technologies and legacy systems
modernization.

Delivery Innovation

Our delivery innovation group is focused on providing operational excellence and serving our customers in the most efficient manner. This
group s activities include developing best practices and refining our methodologies, tools and techniques used in the software engineering and
project management activities, improving estimation processes and adopting new technologies for improving productivity. The delivery
innovation group consists of professionals who are experts in process improvement and automation and who also act as a resource center for our
nascent service lines such as our quality assurance services.

Human Resources

We employed 9,661, 11,802 and 12,804 employees as of December 31, 2004, 2005 and 2006, respectively. As of December 31, 2006, we had
10,586 software professionals. Of these software professionals, 2,546 employees were categorized as onsite and 8,040 as offshore. The
geographic breakdown for our employees as of December 31, 2006 is as follows:

Location Number of Employees
India 10,009

North America 2,329

Rest of World 466

We believe that our ability to maintain and continue our growth depends to a large extent on our strength in attracting, training, motivating and
retaining our employees. We operate in eight major cities in India, which enables us to recruit technology professionals from different parts of
the country. The key elements of our human resource management strategy include recruitment, training and development, compensation and
retention.
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Recruitment

We have developed processes to evaluate and recruit large numbers of talented employees. Our hiring is driven by an annual budgeting process,
which is monitored and adjusted on a monthly basis based on business visibility. We recruit talent from premier universities, colleges and
institutes in India, including the Indian Institutes of Technology, known as IITs, regional engineering colleges, or RECs, and Indian Institutes of
Management, or IIMs. For our offshore facilities located in India, our campus recruiting team visited over 149 campuses in 2006. Our rigorous
selection process involves a series of activities including case interviews and technical and psychometric tests. We have a similarly competitive
recruitment program for our lateral hires. All new hires are inducted into our organization through a structured program, which involves
extensive training as well as mentoring.

Our software employees are highly-skilled and have diverse educational backgrounds. As of December 31, 2006, graduate engineers comprised
66.8%, post graduate engineers comprised 5.6%, employees with masters degrees in computer applications or computer management comprised
13.8% and employees with a masters in business administration and equivalent qualifications comprised 4.3% of our software professionals.
Other degrees comprised 9.2% of our software professionals. We believe that we have a balanced mix of experience with approximately 44.8%,
25.1% and 30.0% of our software professionals with work experience of under 3 years, 3 to 6 years and over 6 years, respectively, as of
December 31, 2006.

Training and Development

We are committed to investing in training programs to continually enhance the capabilities of our employees. We have a transparent evaluation
system for tracking performance and identifying potential that results in individual development plans that help build capabilities and recognize
preferences of our employees. We offer our employees multiple avenues and choices for personal and professional growth, including several
distinct career paths. In addition, our innovative program, Leadership Excellence at Patni , communicates leadership attributes and helps us
identify and develop future leaders necessary for our growth. Our training plans are personalized and address both technical and soft-skill
requirements. For each software professional, we plan a minimum of 10 working days of training per year. As of December 31, 2006, we had
over 30 faculty members in our training division, 10 dedicated classrooms, 8 computer labs and 11 online labs.

Compensation

Our software professionals currently receive salaries and benefits which we believe are competitive in the industry. We adjust our compensation
packages annually based on industry salary correction, compensation surveys and individual performance. Compensation also includes a
variable component which is linked to our performance as a company. Senior employees are eligible for variable compensation depending upon
attainment of pre-defined quarterly objectives. Our employees are also eligible for stock option grants. For more information on the terms of our
stock option plan, see Item 6. E. Directors, Senior Management and Employees Share Ownership Employee Stock Option Plan.

Retention

We endeavor to provide a challenging and entrepreneurial work environment and multiple growth opportunities for our employees. This

includes an annual salary review, the implementation of the Leadership Excellence At Patni program, the introduction of skill-related bonuses,
the creation of an online grievance redressal mechanism, rotation into growth opportunities, higher employee contacts and the adoption of an
employee stock option plan in June 2003, which was amended in June 2006 to enable us to issue ADR linked options to our employees. Through
the various programs described above, we seek to
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identify and develop high-performers early in their careers. The first phase of our scalable knowledge park, a high-tech business facility fitted
with lifestyle amenities for our employees, is ready and under partial occupation.

In line with the Indian IT industry, none of our employees are represented by a union. We believe we have positive relations with our
employees.

Seasonality
Our IT services business is not affected by seasonality.
Government Regulation

Regulation of our business by the Indian government affects our business in several ways. Currently, we benefit from tax holidays given by the
Government of India for the export of IT services from specially designated software technology parks, or STPIs, and special economic zones,
or SEZs, in India. These tax incentives currently include a 10-year holiday from the payment of Indian corporate income tax for the operations
of most of our Indian facilities and a partial taxable income deduction for profits derived from exported IT services. As a result of these two tax
incentives, a substantial portion of our pre-tax income has not been subject to significant tax in recent years. However, on December 31, 2006,
we received an assessment order together with a notice of demand from the Income Tax Officer (Technical)-II, Pune, India in connection with
the assessment of our income tax return for the assessment year ended March 31, 2004. The assessment order has among other things disallowed
our claim for income tax deduction under Section 10A of the Income Tax Act, 1961 for various of our software development units located in
India and raised a demand of Rs. 630.16 million (inclusive of interest), or approximately US$ 14.20 million. On January 22, 2007 we filed an
appeal challenging the assessment order before the Commissioner (Appeals). As required by the tax authorities, we have made a payment of
$2.5 million as deposit in this regard during the three months ended March 31, 2007. Additionally, a deposit of Rs. 220 million (approximately
$5.4 million) is required to be paid in monthly instalments of Rs. 20 million (approximately $0.5 million) each, commencing May 2007.

The aggregate benefit of these tax holidays and deductions with respect to our net income was $20.6 million, $19.0 million and $25.3 million for
2004, 2005 and 2006, respectively. Our current tax holidays for STPI units expire in stages by 2009 and our partial taxable income deduction for
profits derived from exported IT services expired in March 2005. The tax benefits available for some of our facilities have expired and certain
others will expire upon completion of 10 years, however the tax holiday for the export of IT service will expire on March 31, 2009.
Consequently, we expect our effective tax rate to increase.

We are also subject to other government regulations, including those relating to acquisition of foreign securities, raising capital outside India and
conversion of our equity shares into ADSs.

Please see Item 10. Additional Information , as well as Item 3. D. Key Information Risk Factors for additional information on the effects of
governmental regulation of our business.

Intellectual Property

We rely on a combination of copyright, trademark and design laws, confidentiality procedures and contractual provisions to protect our
intellectual property, including our brand identity. We currently do not have any patents. We have registered our trademark and servicemark

Patni in the U.S., U.K., Germany, Sweden, Japan, Singapore, Korea, Australia, Canada, the Netherlands and in Class 9 and 16 in India and have
applied to register our trademark and/or service mark in India (in other classes) and China . However, we cannot guarantee that our applications
will be successful or that our efforts to protect our intellectual property will be adequate.
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We require our employees and subcontractors to enter into non-disclosure arrangements to limit access to and distribution of our clients
proprietary and confidential information as well as our own. Generally we are responsible to our clients for complying with certain security
obligations including maintaining network security, backing-up data, ensuring our network is virus free and verifying the integrity of those
employees that work with our clients by conducting background checks. We cannot assure you that we will be able to comply with all such
obligations without incurring any liability.

In addition, the terms of our client contracts often impose particular confidentiality and security standards. We have independently established a
system of security measures to protect our computer systems from security breaches and computer viruses that may attempt to gain access to our
communications network. We have deployed advanced technology and process-based methods to ensure a high level of security and we
continually monitor such technologies to ensure that we maintain such levels consistently. Some of these components include clustered and
multilevel firewalls, intrusion detection mechanisms, vulnerability assessments, content filtering, antivirus software and access control
mechanisms. We use encryption techniques as required. We control and limit access to client-specific project areas.

Although we believe that our intellectual property rights do not infringe on the intellectual property rights of any other party, infringement
claims may be asserted against us in the future. There are currently no material pending or threatened intellectual property claims against us.

4.C. Organizational structure

We have the following direct and indirect subsidiaries as of December 31, 2006, all of which are wholly-owned:

Name Country of Incorporation
Patni Computer Systems, Inc. USA

Patni Computer Systems (UK) Limited UK

Patni Computer Systems GmbH Germany

Patni Telecom Solutions Inc.(1) USA

Patni Telecom Solutions Private Limited(2) India

Patni Telecom Solutions (UK) Limited(2) UK

(1) Owned through Patni Computer Systems, Inc.

) Wholly-owned subsidiary of Patni Telecom Solutions Inc.

During 2006, The Reference Inc., which was a subsidiary of Patni Computer Systems, Inc., and Cymbal Information Services (Thailand) Ltd.,
which was a subsidiary of Patni Telecom Solutions Inc., were dissolved.

4.D. Property, plant and equipment

A key component of our global delivery model is the telecommunication linkages between client sites and our sites and between our distributed
sites in India. We have designed a global network architecture which provides client connectivity, offshore development center connectivity and
internet connectivity. This network provides seamless access and uses high availability networks and advanced routing protocols for redundancy
and availability. Although we rely on third parties, such as telecommunications providers and internet service providers to provide such services,
we ensure that we have multiple service providers using multiple routes and media to attain high levels of redundancy, availability and
performance. We have dedicated teams to monitor the operations of our network operations 24 hours a day and seven days a week. We use
encryption techniques for confidentiality of data as required.
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Our principal executive offices are located at Mumbai, India. Our North American headquarters are located in Cambridge, Massachusetts. These

facilities are used primarily for management functions and support functions such as sales, marketing and general administration.

We have state-of-the-art facilities in eight locations in India where our technical staff is located and which serve as our primary delivery centers.

We also have imaging centers and distribution centers in the United States and in the United Kingdom for handling the digital processing of
documents.

Our locations in India are as follows (as at December 31, 2006):

No.

1.

Property

Mumbai
Owned
Leased

Total Mumbai

Pune
Owned
Leased
Total Pune

Gandhi Nagar
Owned
Chennai
Owned

Noida

Leased
Hyderabad
Owned
Leased

Total Hyderabad

Bangalore
Leased
Thane
Owned
Leased
Total Thane

Airoli
Owned

Total

Square Feet

130,474
53,174
183,648

75,477
232,473
307,950

37,014

148,000

143,000

8,497
80,476
88,973

114,330

91,159
176,252
267411

195,444

1,485,770

Industry/Technology Practices Covered/Services Provided

Manufacturing, Financial Services, ISV, Other, Product
Engineering Services

Insurance, Manufacturing, Telecommunications, ISV,
Other, Enterprise Application Systems, Enterprise
Systems Development

Insurance, ISV, Other

Financial Services, Manufacturing

Financial Services, BPO

Telecommunications

Manufacturing, Product Engineering Services

Insurance, Manufacturing, Financial Services, Enterprise
Application Systems

Enterprise Application Systems, Product Engineering
Services, Financial Services, Others

We currently have capacity for approximately 15,000 professionals at these facilities. As of December 31, 2006, we used approximately 85.3%
of our existing office space in our operations.

Most of our global branch offices located outside of India are used for sales and marketing.
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We have 21 sales and marketing offices located in the following locations:

In keeping with our plans for expansion, we have begun construction of new facilities in India, including in particular two knowledge parks in
Navi Mumbai and Chennai. We anticipate that expenditures for our expansion plans will total approximately $150.0 million to $175.0 million
through 2008. We intend these knowledge parks to have state-of-the-art resources with extensive workspace and training facilities and a modular
design for ease of segregation of dedicated projects. These campuses will have secure, redundant infrastructure with the ability to provide scale
and service to clients from one location. The initial phase of the construction has already begun at each site. The Navi Mumbai and Chennai
facilities are expected to accommodate up to 14,000 and 10,000 people, respectively, when completed. We estimate that we may spend an
aggregate of approximately $140 million to complete these two projects. Phase I of the Navi Mumbai facility, having a capacity of 1,800 seats,
is complete and under partial occupation. Phase I of the Chennai facility, having a capacity of 1,200 seats, is complete and under partial
occupation. Another building in the Chennai facility with a capacity of 1,200 seats is complete and will be furnished as per future requirements.
As of December 31, 2006, we had spent approximately $66.3 million on the knowledge parks.

In continuation of our policy to have our own campus operations, land has been acquired at Pune, Hyderabad, Kolkata and Noida in addition to
our campuses in Mumbai and Chennai. These facilities when fully constructed will have a sitting capacity for approximately 28,000
professionals.

For the Chennai facility, we have entered into a lease dated September 30, 2004 with the State Industrial Promotion Corporation of Tamil Nadu,
or SIPCOT. We have acquired 18.75 acres of land near Chennai for a lease term of 99 years to establish a project in connection with software
development and support services. According to the terms of the agreement, we require SIPCOT s prior approval for any change in the
composition of our board of directors that causes a change in ownership or management.

Further, for the Mumbai facility we have entered into license agreements dated February 10, 2005, with the Maharashtra Industrial Development
Corporation, or MIDC. We have been granted licenses to construct facilities over 50 acres of land in a phased manner in Navi Mumbai. Our
occupation of the land is subject to entering into a lease agreement with a term of 95 years. We have currently entered into lease agreements for
15 acres and will soon be entering into lease agreement for 25 acres. This land may only be used for activities related to the information
technology industry.
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ITEM 4A. UNRESOLVED STAFF COMMENTS
Not applicable
ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The following discussion of the financial condition and results of operations of our company should be read in conjunction with the financial
statements and the related notes included elsewhere in this document. This discussion contains forward-looking statements that involve risks and
uncertainties. For additional information regarding these risks and uncertainties, please see Item 3.D. Key Information Risk Factors.

Overview

We are a leading Indian provider of information technology services. We deliver a comprehensive range of IT services through globally
integrated onsite and offshore delivery locations primarily in India, which we call our global delivery model. We offer our services to customers
through industry-focused practices, including insurance, manufacturing, telecommunications and financial services, and through
technology-focused practices. Within these practices, our service lines include application development, application maintenance and support,
packaged software implementation, infrastructure management services, product engineering services, business process outsourcing and quality
assurance services.

Our revenues grew from $188.3 million in 2002 to $578.9 million in 2006, representing a compound annual growth rate of 32.4%. Our net
income grew from $31.5 million in 2002 to $59.3 million in 2006, representing a compound annual growth rate of 17.1 %. Our total number of
employees was 5,570 as of December 31, 2002 and 12,804 as of December 31, 2006. In light of this growth, we are investing in new high-tech
facilities, which we refer to as knowledge parks, designed for expanding our operations and training our employees. As of December 31, 2006,
we had 205 sales and marketing personnel supported by dedicated industry specialists in 21 sales offices around the globe, including North
America, Europe, Japan and the rest of the Asia-Pacific region.

Our industry segments comprise of financial services, insurance services, manufacturing companies, telecommunications, technology services
and others such as energy and utilities, retail, logistics and transportation and media and entertainment. We evaluate segment performance and
allocate resources based on revenue growth. We categorize revenue in relation to segments based on items that are individually identifiable with
that segment. Costs are not specifically allocable to individual segments as the underlying resources and services are used interchangeably.
Fixed assets used in our business or liabilities contracted have not been identified with any of the reportable segments, as the fixed assets and
services are used interchangeably between segments.

Our management evaluates our results of operations by examining financial and operating data in a variety of categories, including our industry
and technology practices, onsite and offshore revenues, type of contract, type of customer and geographic region. We manage and market our
business according to our industry and technology practices. Our industry practices consist of insurance, manufacturing, financial services and
telecommunications, and a group of other industries (including retail, energy and utilities, logistics and transportation, and media and
entertainment).

We have also developed technology practices that offer research, design and development services for product engineering and to independent
software vendors, or ISVs. Our service lines support both our industry and technology practices. We do not, however, treat our service lines as
separate components of our business for financial reporting purposes.
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5.A. Operating results
Revenues

We discuss below the components of our IT service revenues by onsite and offshore revenues, industry and technology practice, contract type,
customer type and customer geography.

Onsite and Offshore Revenues

We derive revenues from the provision of services offshore and onsite. Offshore revenues consist of revenues from IT services work conducted
in India. Onsite revenues consist of revenues from IT services work conducted at clients premises outside India or from our limited number of
premises outside India. Although a substantial portion of our software personnel are located at our offshore locations, our customers generally
pay higher charges for onsite work, which is consistent with our industry. As a result, our onsite revenues are proportionally higher than our
offshore revenues.

We have not experienced significant changes in our prices since 2002, whether onsite or offshore, principally due to increased competition for
IT outsourcing services. Some of our larger customers receive reduced pricing through volume discounts. In order to provide competitive pricing
to our customers, we have endeavored to shift the delivery of our services from onsite locations to lower cost offshore delivery centres.

As of December 31, 2005, 9,352 of 11,802 total employees were located in India and as of December 31, 2006, 10,009 of 12,804 total
employees were located in India. Our overall employee numbers will increase as we add employees for both onsite and offshore work. We
measure our service efforts that can be billed to clients in units of billed person-months. The number of offshore billed person-months has
increased as a percentage of total billed person-months from 64.6% in 2005 to 67.0% in 2006.

To some extent, the onsite/offshore breakdown by billed person-month varies by industry and technology practices as is illustrated in the table
below. For example, insurance and telecommunications employ a higher level of onsite personnel than other industry and technology practices.
Within our industry and technology practices, our offshore and onsite breakdown by billed person-month is as follows:

Year ended December 31, 2005 Year ended December 31, 2006

Onsite Offshore Onsite Offshore

Billed Billed Billed Billed

Person-months Person-months Total Person-months Person-months Total
Financial Services 4,711 11,123 15,834 5,006 12,389 17,394
Insurance 8,953 11,417 20,369 8,382 13,238 21,620
Manufacturing 6,225 13,060 19,285 7,116 15,661 22,776
Telecommunications 3,977 4,206 8,203 5,484 6,347 11,831
ISv(1) 1,025 4,227 5,253 895 3,983 4,878
Product Engineering(1) 1,804 5,041 6,845 2,721 8,554 11,275
Other 2,076 3,556 5,642 2,452 3,909 6,361
Total 28,791 52,639 81,430 29,603 60,172 89,775
(1) From January 2007 we have combined our ISV and Product Engineering practices.

Certain of our service lines, such as product engineering services and business process outsourcing, employ a greater level of offshore personnel,
whereas our packaged software implementation service line utilizes a larger portion of onsite work compared to most of our other service lines.

Since 2004, we have seen a trend towards greater use of offshore services, which has positively affected our profitability. Services performed at
a client site or our premises located outside India typically generate higher revenues per employee, but at a lower gross margin, than the same
services performed at
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our facilities in India. These differences are attributable to the higher billing rates getting compensated by higher average cost of labor in the

United States and other countries in which work is performed as compared to India. Accordingly, although offshore work (measured by billed
person-months) is expected to increase, we do not expect that the mix of our onsite and offshore revenues will change significantly in the near

future.

The above measurement of work does not reflect the actual revenues derived by us during the relevant period and you are cautioned not to
estimate revenues in a particular period on the basis of these offshore and onsite billed person-months during such period.

Revenues by Industry Segments

Our operations pertain to provision of IT services and solutions to customers belonging to various industries such as insurance, manufacturing

and financial services. and also to technology practices. Accordingly, revenues represented along industry classes comprise the principal basis of

segmental information.

We derive a significant proportion of our revenues from clients in the insurance, manufacturing, telecommunications and financial services

industries. We also provide services to clients in other industries, including retail, energy and utilities, logistics and transportation, and media
and entertainment. In addition, we market our services to clients through our technology practices, comprising our product engineering and ISV
practices. The following table indicates the breakdown of our revenues by our industry and technology practices:

Industry Segments

Year ended December 31,

2004 2005 2006
Industry Practice
Financial Services 192 % 160 % 153
Insurance 328 % 217 % 232
Manufacturing 283 % 219 % 21.7
Telecommunications 26 % 153 % 189
Other 66 % 65 % 6.7
Technology Practice
ISV Practice(1) 59 % 50 % 4.1
Product Engineering(1) 46 % 76 % 10.1
Total 100.0 % 100.0 % 100.0

(1) In January 2007 we have combined our ISV and Product Engineering practices.

Revenues by Contract Type

Our revenues are recorded either on a time-and-material, or T&M, basis or a fixed-price basis. The following table shows our revenues by

contract type:

Time-and-Material
Fixed Price
Total

Year ended December 31,

2004 2005 2006
574 % 595 % 648 %
426 % 405 % 352 %
100.0 % 100.0 % 100.0 %

Although we seek to use our software engineering processes and past project experience to reduce the risks associated with estimating, planning

and performing fixed-price projects, we bear the risk of cost
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overruns and completion delays in connection with fixed-priced contracts. Accordingly, we believe that we bear a greater amount of risk from
our fixed-price contracts than from our T&M contracts.

A large proportion of our revenues from fixed-price contracts are from fixed-price SLAs. A large proportion of our fixed-price SLAs are
application maintenance and support projects, as to which work and cost estimates have been fairly predictable. Our revenues from fixed-price
SLAs were 26.8%, 27.9%, and 24.4% in 2004, 2005 and 2006 respectively. .

Revenues from T&M contracts as a percentage of our overall revenues increased in each of the past three years because a large portion of our
new business is billed on a T&M basis and the proportion of our revenues generated from services provided to General Electric has declined.
Most of our business with General Electric is on the basis of fixed-price contracts.

Revenue with respect to T&M contracts is recognized in the period that the services are performed. Revenue with respect to fixed-price SLA
contracts is recognized on a straight line basis. Revenue with respect to other fixed-price contracts is recognized on a percentage of completion
basis, measured by the percentage of costs incurred to date compared to the estimated total costs for each contract. See Critical Accounting
Policies Revenue Recognition below.

Revenues by Top Customers

As illustrated in the table below, a significant proportion of our revenues is derived from a small number of clients. In recent years, however, we
have diversified our client revenues as a result of various initiatives, including our addition of new strategic clients, our focus on additional
industry practices, our development of technology practices and our expansion of the range of service lines we offer. As of December 31, 2006,
we had 74 clients, each of whom generated revenues of $1.0 million or more, compared to 61 in 2005 and 46 in 2004. We expect that this trend
toward greater client diversification will continue.

Year ended

December 31,

2004 2005 2006
General Electric 317 % 221 % 14.6 %
State Farm Insurance 149 % 115 % 9.6 %
Top 5 Clients 576 % 468 % 37.1 %
Top 10 Clients 69.0 % 593 % 53.1 %

Revenues by New and Existing Customers

Repeat business accounted for 88.8%, 91.7% and 91.5% of our revenues in 2004, 2005 and 2006. Each customer is treated as a new customer for
the quarter that it first starts business with us and continues to remain as a new customer for the four succeeding quarters. The revenues in any
quarter from customers other than new customers are termed as repeat business. We provide services to our largest client, General Electric, in a
number of industries, including financial services, insurance and manufacturing.
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The following table indicates the breakdown of revenues we derive from new customers and existing customers.

Industry Practice
Insurance
Manufacturing
Financial Services
Telecommunications
Other Industries
Technology Practice

ISV(1)
Product Engineering(1)
Total

Year ended December 31, 2006
Existing New
Customers Customers
(in millions)

128.3 6.2
114.3 11.1
82.4 6.0
91.5 17.7
36.9 2.0
20.0 3.8
56.3 23
$ 5298 $ 49.1

(1) In January 2007 we have combined our ISV and Product Engineering practices.

Although we engage in one-time projects in some service lines, the majority of our projects are recurring in nature. Work done in product

Total

134.5
125.4
88.4
109.2
389

23.8

58.6
$ 5789

engineering services and packaged software implementation services, however, tends to be more for non-recurring projects.

Revenues by Geography

We record our revenue based on the location of our clients rather than according to the location where our services are provided. We classify our

revenues into five geographic segments: the United States, Europe, India, Japan and Others. As the table below illustrates, a significant
proportion of our revenues is derived from clients located in the United States. We expect that a substantial majority of our revenues will
continue to be derived from clients located in the United States. We categorize revenues geographically based on the location of the specific
client entity for which the project has been executed, irrespective of the location at which the invoice is rendered or whether the work for a

specific client entity is performed onsite or from our offshore delivery centers in India.

United States

Europe

India

Japan

Others

Asia-Pacific (excluding Japan and India)
Rest of the World

Total

Year ended December 31,
2004 2005

878 % 848 %
79 % 9.1 %
02 % 03 %
33 % 43 %

04 % 04 %
04 % 11 %
100.0 % 100.0 %

2006

80.8 %
11.6 %
04 %
38 %
1.9 %
1.5 %
100.0 %

We have experienced revenue growth in the European market. Revenues in Europe have increased from $25.7 million in 2004 to $41.0 million

in 2005 and were at $67.3 million in 2006.
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Expenses
Cost of Revenues

Cost of revenues represented 62.0%, 64.1% and 63.9% of our revenues in 2004, 2005 and 2006. Our cost of revenues largely consists of costs
relating to our software professionals, including salary and other compensation and benefits expenses, travel expenses, immigration expenses,
data communications expenses, computer and software expenses and depreciation. Cost of revenues also includes the cost of subcontractors.

The principal component of our cost of revenues is the salary cost of our software professionals. A majority of our software professionals are
located in India. However, because labor costs in the IT services industry in India have historically been significantly lower than in the United
States and other countries where our customers are located, a majority of our compensation costs relate to salaries of software professionals
located in the United States and those other countries. As wages in India increase at a faster rate than in the United States, we may experience
increases in our costs of personnel, particularly project managers and other mid-level professionals. We seek to maintain salary levels in
accordance with prevailing trends in our industry.

We hire subcontractors on a limited basis from time to time. We use subcontractors across our industry practices and service lines. The use of
subcontractors is more prevalent in service lines that have a larger onsite element, such as packaged software implementation and infrastructure
management services. We expect to continue to incur subcontractor costs principally to service specific technical requirements of some of our
clients in a timely manner.

The utilization rates of our software professionals also affect our gross profits. We define employee utilization as the proportion of total billed
person-months to total available person-months, including employees in training and holiday and vacation time, and excluding support
personnel. We manage utilization by monitoring project requirements and timetables. The number of software professionals assigned to a project
varies according to the size, complexity, duration, and demands of the project. Our utilization rates for the years ended December 31, 2004, 2005
and 2006 were 69.2%, 67.2% and 71.4%. We try to minimize the cost impact of unutilized capacity by ensuring that a majority of our unutilized
capacity is attributable to software professionals based in India.

We incur immigration costs due to the onsite component of work performed on projects. We expect immigration expenses to increase due to
increases in visa filing costs generally commensurate with our growth and increases in visa filing fees in the United States. We expense costs
related to immigration as incurred.

We do not expect to incur borrowing costs to finance the addition of planned new facilities and physical infrastructure, including our knowledge
parks in Navi Mumbai and Chennai and other facilities in India. These new facilities will increase our depreciation expenses. However, we
expect that the increased depreciation will largely be offset by reduced rental costs resulting from a shift from existing rental facilities to the new
facilities. These new facilities will provide a consolidated location for our existing employees and new employees as we expand our service
offerings.

Selling, General and Administrative Expenses

Selling, general and administrative expenses consist primarily of costs relating to personnel other than software professionals, including salary
and other compensation and benefits expense, depreciation, sales and marketing expenses, telecommunications expenses, office expenses and
traveling expenses. Selling, general and administrative expenses also includes legal and other professional fees and other miscellaneous
administrative costs.
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Selling, general and administrative expenses represented 18.8%,19.9% and 19.3% of our revenues in 2004, 2005 and 2006. These expenses
comprise an important element of our sales strategy, as we seek to ensure that senior management personnel are based in client locations and
continue to invest in developing our sales and marketing presence in key markets. We expect selling, general and administrative expenses to
continue at current levels as a proportion of revenues. We continue to invest in sales and marketing and in building brand awareness, leading to a
slight increase in sales and marketing expenses as a proportion of revenues. We have started to transfer a larger part of our general and
administrative expenses offshore to India as the scale of our operations increases. We expect to achieve improved efficiencies in general and
administrative expenses as a result of this transfer and economies of scale resulting from our recent growth. Accordingly, we expect our
increased selling expenses to be partially offset by a decrease in our general and administrative expenses.

Foreign Currency Translation and Foreign Exchange Regulations

Our consolidated financial statements are reported in U.S. dollars. Our functional currency is the rupee, though the functional currency of our
subsidiaries is the currency of the country in which the subsidiary is located. A substantial portion of our revenues is generated in dollars while a
portion of our expenses are incurred in rupees and we expect that this will continue for the foreseeable future. Consequently, our results of
operations will be affected to the extent the rupee fluctuates against the dollar.

We seek to mitigate the effect of exchange rate fluctuation on our operating results by purchasing foreign exchange forward contracts. However,
these activities do not entirely mitigate the effects of exchange rate fluctuations. Effective May 2004, we designated certain forward contracts as
cash flow hedges in accordance with SFAS 133, Accounting for Derivative Instruments and Hedging Activities. We defer changes in fair value
of designated cash flow hedges and record them as a component of accumulated other comprehensive income until the transactions close, at
which time we recognize the hedges in our consolidated statements of income. The conversion of the rupee, U.K. pound and Euro into U.S.
dollars is performed for balance sheet accounts using the exchange rate in effect at the balance sheet date and for revenues and expense accounts
using an appropriate monthly weighted average exchange rate for the respective periods.

Under the Foreign Exchange Management Act, 1999 or FEMA, as amended, an Indian company is required to take all reasonable steps to realize
and repatriate into India all foreign exchange earned by the company outside India, in accordance with the rules specified by the Reserve Bank
of India, or RBI. FEMA also imposes certain restrictions on capital account transactions by Indian companies. These regulations do not
significantly affect our operations at present.
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Accounts Receivable

Our accounts receivable as of December 31, 2004, 2005 and 2006 were $72.0 million, $74.4 million and $115.6 million, respectively. Our days
of sales outstanding in 2004, 2005 and 2006 were 80, 62 and 75 days, respectively. We define our days of sales outstanding as the ratio of
accounts receivable at year-end to revenues in a year, multiplied by 365. We are increasing our focus on collections, and we expect the days of
sales outstanding to decline further. The following table presents a profile of our accounts receivable in terms of days for which accounts
receivable have been outstanding:

As of December 31,
2004 2005 2006
($ in millions)

Period in days

0-90 64.0 68.9 105.9
91-180 6.9 4.4 8.6
More than 180 1.1 1.1 1.1
Total 72.0 74.4 115.6

In 2004, 2005 and 2006, the provision made for doubtful debts and advances was $0.5 million, reversal of $0.2 million and provision of $1.2
million, respectively. We expect to continue to have low levels of provisions for doubtful debts.

Taxes

As an Indian company, we are a tax resident of India and are therefore subject to Indian income taxes on our global income. Our net income
earned from providing services outside India is subject to tax in the country where we perform the work. Most of our tax paid in countries other
than India can be applied as a credit against our Indian tax liability to the extent that the same income is subject to tax in India.

Currently, we benefit from tax holidays given by the Government of India for the export of IT services from specially designated software
technology parks, or STPIs, and special economic zones, or SEZs, in India. These tax incentives currently include a 10-year holiday from the
payment of Indian corporate income tax for the operations of most of our Indian facilities and a partial taxable income deduction for profits
derived from exported IT services. As a result of these two tax incentives, a substantial portion of our pre-tax income has not been subject to
significant tax in recent years. The aggregate benefit of these tax holidays and deductions with respect to our net income was $20.6 million,
$19.0 million and $25.3 million for 2004, 2005 and 2006. The tax benefits available for some of our facilities on account of tax holidays have
expired and certain others will expire upon completion of 10 years, however the tax holiday for the export of IT service will expire on March 31,
2009. Consequently, we expect our effective tax rate to increase. In addition, the 10-year tax holidays are given for new software units.

On December 31, 2006, we received an assessment order, together with a notice of demand from the Income Tax officer (Technical)-1I, Pune,

India, in connection with the assessment of our income tax return for the year ended March 31, 2004. The said assessment order among other

things disallowed our claim for income tax deduction under Section 10A of the Income Tax Act, 1961 of India pertaining to various software

development units located in India. Section 10A of the Income Tax Act, 1961 provides a 10-year tax holiday for setting up software

development units in the Software Technology Parks of India, or STPI. The assessing officer has denied the tax deduction under Section 10A

upon the premise that the Company is already in the same business as the new software development units. The assessing officer has also stated

that the business has been split as the company has grown over the last several years. The order states that Section 10A benefits are for new
business undertakings and are available only for new businesses . The order further provides that the same business in new undertakings does not

qualify for such benefits. Accordingly, the assessment officer has disallowed our claim for deduction under
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Section 10A, along with other disallowances, and has required us to make a payment of Rs. 630.16 million (inclusive of interest), or
approximately $14.20 million. Based on legal advice received by us, we believe that the demand referred to in the assessment order is not
tenable against us, and accordingly, no provision for such income tax demand is considered necessary. On January 22, 2007, we filed an appeal
challenging the assessment order before the Commissioner (Appeals), the first appellate authority under the Indian tax laws. As required by the
tax authorities, we have made a payment of $2.5 million as deposit in this regard during the three months ended March 31, 2007. Additionally, a
deposit of Rs. 220 million (approximately $5.4 million) is required to be paid in monthly instalments of Rs. 20 million (approximately $0.5
million) each, commencing May 2007. Although we currently believe we will ultimately prevail in our appeal, the results of such appeal, and
any subsequent appeals, cannot be predicted with certainty. Should we fail to prevail in our appeal, or any subsequent appeals, in any reporting
period, the financial results of such reporting period could be materially adversely affected.

The provisions of the Income Tax Act of India are amended on an annual basis by enactment of the Finance Act. The Finance Bill, 2007 has
marginally increased the corporate income tax rate from effective rate of 33.66% to 33.99%. The Finance Bill, 2007 has increased dividend
distribution tax rate on dividend distributed by an Indian company, from effective tax rate of 14.025% to 16.995%. Further, it has extended the
scope under the fringe benefit tax to cover benefits given to employees in the form of right to subscribe for shares under an employee stock
option plan. The Finance Bill, 2007 has also extended the scope of service tax to cover renting, leasing or licensing of immoveable property such
as office buildings, warehouses and factories for use in business or commerce. These changes, if implemented in their current form, are likely to
increase our operating expenses.

In addition, we may also be subject to changes in taxation resulting from the actions of applicable income tax authorities in India or from Indian
tax laws that may be enacted . For example, we may incur increased tax liability as a result of a determination by applicable income tax
authorities that the transfer price applied to transactions involving our subsidiaries and us was not appropriate.

Any increases in our effective tax rate, as a result of the expiration of tax benefits we currently enjoy, changes in applicable tax laws or the
actions of applicable income tax or other regulatory authorities could materially reduce our profitability.

In connection with a review of various tax aspects relating to our international operations, during 2006, we reached a settlement with the IRS,
relating to our tax returns for our US operations for 2001 and 2002. IRS has also commenced, but not yet completed, a tax review of our

U.S. operations for the years 2003 and 2004. Pursuant to the settlement, we revised our tax provisions for 2001 and 2002 and recomputed our tax
provision for 2003, 2004 and 2005. This revision, representing changes in estimates, has resulted in an additional charge of approximately $14.1
million in our financial statements for the year ended December 31, 2006. Additionally, the consequential interest and deferred tax charge in an
amount of $6.0 million has been accrued in our financial statements for the year ended December 31, 2006. As the IRS review for 2003 and
2004 is still in progress, we cannot currently assess whether this review may result in increased tax liability.

Our total income tax liability for the year ended December 31, 2006 was $47.7 million, of which $30.3 million resulted from provisioning due to
reassessment of our payroll and corporate tax obligations for our international operations.

Cymbal Acquisition

In November 2004, we acquired Cymbal to establish expertise and operations in the provision of IT services to the telecommunications industry.
We paid an initial purchase price of approximately $36.1 million, including expenses, of which $25.4 million has been accounted for as goodwill
and $10.3 million has been accounted for as customer related intangibles. We agreed to pay contingent
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consideration in cash of up to $33.0 million to the sellers over a three-year period ending on October 31, 2007 based on the achievement of
revenue and margin targets. This contingent consideration includes the payment of up to $3.4 million as special incentives to specified

employees of Cymbal. The contingent consideration for the period July 2004 to June 2006 has been accrued and paid as of December 31, 2006

in the amount of $17.0 million and recorded as goodwill and an amount of $2.1 million has been accrued as special incentive and recorded as
compensation cost. Also as part of the purchase price adjustment in accordance with the stock purchase agreement and amendments thereof, an
additional amount of $0.7 million was paid and has been recorded as goodwill. See also Critical Accounting Policies Income Taxes and Note 3
to our consolidated financial statements. Revenues from Cymbal for 2005 and 2006 were $60.6 million and $109.4 million respectively. Cymbal
has been renamed as Patni Telecom Solutions.

Recent Developments
Expansion Plans

We operate through our facilities located in various parts of India. In the recent past we have acquired facilities to support our growth. In
keeping with our plans for expansion, we have begun construction of new facilities in India, including two knowledge parks in Navi Mumbai
and Chennai. These knowledge parks will have state-of-the-art resources with extensive workspace and training facilities and a modular design
for ease of segregation of dedicated projects. These campuses will have secure, redundant infrastructure with the ability to provide scale and
service to clients from one location. The initial phase of the construction has already begun at each site. The Navi Mumbai and Chennai facilities
are expected to accommodate up to 14,000 and 10,000 people, respectively, when completed.

Phase 1 of the Navi Mumbai facility having a capacity of 1,800 seats, is complete and under partial occupation. Phase I of Chennai facility
having a capacity of 1,200 seats, is complete and under partial occupation. Another building in the Chennai facility with a capacity of 1,200
seats is complete and will be furnished as per future requirements.

See Item 4.D. Information on the Company Property, plant and equipment.
Results of Operations

The following table sets forth certain financial information as a percentage of revenues, calculated from our consolidated financial statements
under U.S. GAAP:

Year ended December 31,

2004 2005 2006
Revenues 68.3 % 779 % 85.4 %
Revenue from a significant shareholder 31.7 % 22.1 % 14.6 %
Cost of revenues 62.0 % 64.1 % 63.9 %
Gross profit 38.0 % 359 % 36.1 %
Selling, general and administrative expenses 18.8 % 19.9 % 19.3 %
Foreign exchange gain (loss), net 0.6 Y% 04 % 05 %
Operating income 18.6 % 15.6 % 16.3 %
Interest and dividend income 1.3 % 09 % 1.7 %
Interest expense 0.6 )% 0.5 Y% 0.5 )%
Gain on sale of investments, net 0.0 % 03 % 03 %
Other (expense) income, net 1.1 )% 02 % 0.6 %
Income before income taxes 18.2 % 16.6 % 18.4 %
Income taxes 39 % 3.1 % 82 %
Net income 14.3 % 13.5 % 10.2 %
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Year Ended December 31, 2006 Compared to Year Ended December 31, 2005

Revenues: Our revenues were $578.9 million in 2006, representing an increase of 28.5% from revenues of $450.3
million in 2005. Revenues from existing customers contributed $529.8 million and new customers contributed $49.1
million to our revenues. This represented an increase of 28.2% in revenues from existing customers and increase of
32.0% in revenues from new customers compared to 2005. Growth in revenues was attributable to an increase of
18.1% in the total billed person-months from work performed at both our offshore and onsite locations. Onsite work
measured in billed-person months increased 11.3% in 2006 compared to 2005, while offshore work increased 21.7%
over the same period. We increased our client relationships to 239 as of December 31, 2006 from 199 as of

December 31, 2005. In addition, the total number of clients that individually accounted for over $1.0 million in annual
revenues increased to 74 as of December 31, 2006 from 61 as of December 31, 2005.

During 2006, our revenues from T&M projects increased by 40.0% over revenues in 2005, while revenues from fixed price contracts increased
by 11.8% over the same period. T&M projects accounted for 64.8% of our revenues in 2006, compared to 59.5% in 2005 mainly because 75.4%
of our new business was billed on a T&M basis.

Our client concentration, as measured by the proportion of revenue generated from our top ten clients, decreased to 53.1% in 2006 from 59.3%
in 2005. General Electric, our largest client, contributed 14.6% of our revenues in 2006, compared to 22.1% in 2005.

During 2006, clients in the insurance, manufacturing, telecommunications and financial services industries continued to contribute a large
proportion of our revenues. Revenues from clients in these industries in 2006 increased by 7.7%, 27.1%, 58.6% and 22.4% compared to 2005
and contributed 23.2%, 21.7%, 18.9% and 15.3% to overall revenues as compared to 27.7%, 21.9%,15.3% and 16.0% in 2005. Our other
industries practice contributed 6.7% and 6.5% of our revenues in 2006 and 2005. Our ISV practice contributed 4.1% and 5.0% of our revenues
in 2006 and 2005 and our product engineering practice contributed 10.1% and 7.5% of our revenues in 2006 and 2005.

During 2006, we continued to derive a significant proportion of our revenues from clients located in the United States. In 2006 and 2005, we
derived 80.8% and 84.8% of our revenues from clients located in the United States. Revenues from these clients grew by 22.5% in 2006, while
revenues from clients in other regions grew by 62.1% in the same period.

Cost of revenues: 'The cost of revenues was $370.2 million in 2006, representing an increase of 28.3% from $288.5
million in 2005. Cost of revenues represented 63.9% and 64.1% of our revenues in 2006 and 2005. Out of the increase
of $81.7 million in cost of revenues, $49.9 million was attributable to wage costs, $16.4 million to sub-contractor
costs, $4.7 million to travel costs, $4.2 million to rental and repairs, $0.5 million to data-link charges, $1.2 million to
deferred costs, $1.7 million to stock compensation costs, $2.1 million to other general administration costs and $2.8
million to depreciation charged on assets and a reduction of $2.2 million in immigration costs. Wage costs increased
by $49.9 million due to an increase in headcount of software professionals and annual salary revisions which was
partly compensated due to a reversal of $9.0 million on payroll and related taxes for our international operations
arising on reassessment of certain wages paid, and short-term benefits given, to our employees when working outside
India. Expansion of our facilities led to increased rental costs and other related expenses. Our immigration costs were
lower due to a decrease in the number of applications processed.

Gross profit:  Our gross profit for 2006 was $208.7 million, representing an increase of 28.9% from $161.9 million in
2005. Gross profit as a percentage of our revenues increased to 36.1% from 35.9% during 2006 reflecting a lower

increase in cost of revenues as compared to increase in revenues.

Selling, general and administrative expenses: During 2006, our selling, general and administrative expenses were $111.5
million, representing an increase of 24.2% from $89.7 million in 2005. During 2006

53

66



Edgar Filing: Patni Computer Systems LTD - Form 20-F

67



Edgar Filing: Patni Computer Systems LTD - Form 20-F

our selling, general and administrative expenses as a percentage of revenues decreased to 19.3% from 19.9% in 2005.

During 2006, our sales and marketing expenses were $43.1 million, representing an increase of 19.6% from $36.0 million in 2005. Personnel
costs increased by $6.2 million due to the additions to sales and marketing personnel and higher compensation costs resulting from salary
increases. Other selling and marketing costs increased by $0.8 million. We believe that our investment in selling and marketing expenses has
contributed to the growth and diversification of our client revenues.

Our general and administrative expenses in 2006 were $68.4 million, representing an increase of 27.4% from $53.7 million in 2005. Personnel
costs increased by $7.5 million due to the addition of general and administrative personnel and annual salary revisions. Establishment costs
increased by $0.9 million due to an increase in the number of facilities. Professional and consultancy charges increased by $0.9 million, bad
debts provision increased by $1.3 million and other general expenses increased by $2.3 million. Depreciation expense increased by $0.6 million.

Foreign exchange gain/loss: In 2006, we had a foreign exchange loss of $2.7 million as compared to a loss of $1.7
million in 2005. Mark to market of foreign exchange contracts and revaluation of debtors resulted in the foreign
exchange loss.

Operating income: Our operating income was $94.5 million in 2006, representing an increase of 34.1% from $70.4
million in 2005. As a percentage of revenues, operating income increased to 16.3% from 15.6% in 2005 reflecting a
decrease in cost of revenues and selling, general and administration expenditures as compared to increase in revenues.

Other income (expense), net: Other income (expense), net reflects interest and dividend income, interest expense, net gain
on sale of investments and other income or expense. Our other income (expense), net was income of $12.5 million in
2006, increasing 194.1% from income of $4.2 million in 2005 resulting in a net increase of $8.3 million. In 2005, we
had recorded a gain on sale of asset of $3.2 million and a loss of revaluation of ADR proceeds of $2.0 million. In
2006, our gain on sale of investments was $1.7 million as compared to $1.1 million in 2005. In 2006, our interest and
dividend income were $10.1 million as compared to $4.2 million in 2005. On account of reassessment of our payroll
and corporate tax obligations for our international operations, we have recorded a reversal for interest and other
related expenses with respect to delayed payments amounting to $1.1 million in 2006 against a provision of $1.7
million in 2005.

Income taxes: 'We made a provision of $47.7 million for income taxes in 2006, representing an increase of 245.5%
from $13.8 million in 2005. Our effective tax rate (excluding the impact of change in estimates on account of the IRS
settlement) decreased from 18.6% in 2005 to 16.2% in 2006. The 2006 income taxes include a $30.3 million provision
due to the reassessment of our payroll and corporate tax obligations for our international operations. The 2005 tax
provisioning included an amount of approximately $1.0 million relating to an adjustment for an earlier year s income
tax assessment.

Net income: Our net income was $59.3 million in 2006, representing a decrease of 2.7% from $60.9 million in 2005.
As a percentage of our revenues, net income decreased to 10.2% in 2006 from 13.5% in 2005. The reduction in net
income is mainly on account of the tax provision we made in 2006 and the other reasons explained above.

Year Ended December 31, 2005 Compared to Year Ended December 31, 2004

Revenues: Our revenues were $450.3 million in 2005, representing an increase of 37.9% from revenues of $326.6
million in 2004. Out of this increase, $60.6 million (representing 49.0% of the increase in revenues) was due to
revenues from Patni Telecom. Patni Telecom was acquired in November 2004 and therefore revenues for only

November and December 2004 were reflected in our income statement for the
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year ended December 31, 2004. Other than Patni Telecom, revenues from existing customers contributed $354.4 million and new customers
contributed $27.0 million to our revenues. This represented an increase of 25.8% in revenues from existing customers and decrease of 26.0% in
revenues from new customers compared to 2004. Excluding revenues from Patni Telecom, the growth from our existing operations would have
been 19.8% in 2005. Growth in revenues from our existing operations was attributable to an increase of 21.2% in the total billed person-months
from work performed at both our offshore and onsite locations. Onsite work measured in billed-person months increased 12.7% in 2005
compared to 2004, while offshore work increased 26.0% over the same period. Due to this higher growth in offshore efforts than onsite efforts,
our revenue growth was less than our growth in total billed person-months. We increased our client relationships to 199 as of December 31,
2005 from 170 as of December 31, 2004. In addition, the total number of clients that individually accounted for over $1.0 million in annual
revenues increased to 61 as of December 31, 2005 from 46 as of December 31, 2004.

During 2005, our revenues from T&M projects increased by 42.9% over revenues in 2004, while revenues from fixed price contracts increased
by 31.1% over the same period in 2004. T&M projects accounted for 59.5% of our revenues in 2005, compared to 57.4% in 2004 mainly
because 62.7% of our new business was billed on a T&M basis.

Our client concentration, as measured by the proportion of revenue generated from our top ten clients, decreased to 59.3% in 2005 from 69.0%
in 2004. General Electric, our largest client, contributed 22.1% of our revenues in 2005, compared to 31.7% in 2004. While revenues from
General Electric declined by 4.0% in 2005 as compared to 2004, revenues from other clients grew by 57.3%.

During 2005, clients in the insurance, manufacturing and financial services industries continued to contribute a large proportion of our revenues.
Revenues from clients in these industries in 2005 increased by 16.7%, 6.8% and 15.1% compared to 2004 and contributed 27.7%, 21.9% and
16.0% to overall revenues as compared to 32.8%, 28.3% and 19.2% in 2004 respectively. Our telecommunications industry practice grew by
$60.4 million mainly due to business from Patni Telecom and contributed 15.3% to our overall revenues in 2005. Our other industries practice
contributed 6.5% and 6.6% of our revenues in 2005 and 2004. Our ISV practice contributed 5.0% and 5.9% of our revenues in 2005 and 2004
and our product engineering practice contributed 7.5% and 4.6% of our revenues in 2005 and 2004.

During 2005, we continued to derive a significant proportion of our revenues from clients located in the United States. In 2005 and 2004, we
derived 84.8% and 87.8% of our revenues from clients located in the United States. Revenues from these clients grew by 33.2% in 2005, while
revenues from clients in other regions grew by 71.2% in the same period.

Cost of revenues: 'The cost of revenues was $288.5 million in 2005, representing an increase of 42.5% from $202.5
million in 2004. Cost of revenues represented 64.1% and 62% of our revenues in 2005 and 2004. Out of the increase
of $86.0 million in cost of revenues, $36.2 million increase was due to the cost of revenues of Patni Telecom. Patni
Telecom was acquired in November 2004 and therefore cost only for November and December 2004 was reflected in
our income statement for the year ended December 31, 2004. Of the remaining increase of $49.8 million in cost of
revenues, $32.6 million was attributable to wage costs, $2.2 million to sub-contractor cost, $2.5 million to travel costs,
$2.6 million to immigration costs, $4.6 million to rental and repairs, $1.1 million to data-link charges, $2.8 million to
other general administration costs and $1.4 million to depreciation charged on assets. Wage costs increased by $32.6
million due to an increase in headcount of software professionals by 2,084, annual salary revisions and recognition of
additional payroll and related taxes for our international operations arising on reassessment of certain wages paid, and
short-term benefits given to our employees when working outside India. Our immigration costs were higher due to
increased costs of applications as well as an increase in the number of applications processed. Expansion of our
facilities led to increased rental costs and other related expenses. Depreciation charged on assets increased by $1.4
million in 2005 as compared to 2004. Patni Telecom s
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cost of revenues of $36.2 million consisted of wage costs of $21.2 million, sub-contractor costs of $11.9 million, travel costs of $2.6 million and
other costs of $0.5 million.

Gross profit:  Our gross profit for 2005 was $161.9 million, representing an increase of 30.4% from $124.1 million in
2004. Gross profit as a percentage of our revenues dropped to 35.9% from 38% during 2004 reflecting the increase in
cost of revenues.

Selling, general and administrative expenses: During 2005, our selling, general and administrative expenses were $89.7
million, representing an increase of 46.6% from $61.2 million in 2004. During 2005 our selling, general and
administrative expenses as a percentage of revenues increased to 19.9% from 18.7% in 2004. Out of the total increase
of $28.5 million, $10.3 million was due to the selling, general and administrative expenses of Patni Telecom. Patni
Telecom was acquired in November 2004 and therefore the cost for November and December 2004 only was reflected
in our income statement for the year ended December 31, 2004.

During 2003, our sales and marketing expenses were $36.0 million, representing an increase of 55.6% from $23.2 million in 2004. Apart from
the Patni Telecom costs, personnel costs increased by $5.0 million due to the addition of 35 sales and marketing personnel and higher
compensation costs resulting from salary increases. Other selling and marketing costs increased by $2.0 million. Selling and marketing costs
associated with Patni Telecom increased by $5.8 million. We believe that our investment in selling and marketing expenses has contributed to
the growth and diversification of our client revenues.

Our general and administrative expenses were $53.7 million, representing an increase of 60.9% from $37.5 million in 2004. Apart from Patni
Telecom, personnel costs increased by $1.7 million due to the addition of general and administrative personnel and annual salary revisions.
Establishment costs increased by $1.4 million due to an increase in the number of facilities. Professional and consultancy charges increased by
$3.8 million, recruitment expenses increased by $1.6 million and other general expenses increased by $1.1 million. General and administrative
expenses associated with Patni Telecom increased by $4.3 million. Depreciation expense increased by $1.8 million.

Foreign exchange gain/loss: In 2005, we had a foreign exchange loss of $1.7 million as against a loss of $2.1 million in
2004, as our dollar-denominated receivables continued to be hedged to a significant level. Our receivables are marked
to market.

Operating income: Our operating income was $70.4 million in 2005, representing an increase of 15.8% from $60.8
million in 2004. As a percentage of revenues, operating income dropped to 15.6% from 18.6% in 2004 reflecting
increase in cost of revenues and selling, general and administration expenditures at an increasing rate compared to
revenues.

Other income (expense), net: Other income (expense), net reflects interest and dividend income, interest expense, net gain
on sale of investments and other income or expense. Our other income (expense), net was income of $4.2 million in
2005, increasing 401% from an expense of $1.4 million in 2004 resulting in net increase of $5.6 million represented
by following. In 2005, we had recorded gain on sale of asset of $3.2 million and loss of revaluation of ADR proceeds
$2.0 million. In 2004, we incurred expenses of approximately $1.0 million in relation to our initial public offering. In
2005, our gain on sale of investments were $1.1 million as compared to $0.1 million in 2004. On account of
reassessment of our payroll and corporate tax obligations for our international operations, we have provided for
interest and other related expenses with respect to delayed payments amounting $1.7 million in 2005 and $4.3 million
in 2004
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Income taxes: 'We made a provision of $13.8 million for income taxes in 2005, representing an increase of 7.1% from
$12.9 million in 2004. Our effective tax rate decreased to 18.5% in 2005 from 21.7% in 2004. The 2005 tax
provisioning included an amount of approximately $1.0 million relating to an adjustment for an earlier year s income
tax assessment. The 2004 tax provisioning included $5.2 million for taxes arising on account of reassessment of the
corporate taxes for our international operations. Also, the tax provision for Patni Telecom was for the whole year of
2005 as compared to two months of 2004. While significant portion of income is derived from India operations is
exempt from income tax, income from Patni Telecom operations is taxed at the enacted tax rate of approximately
40%.

Net income: Our net income was $60.9 million in 2005, representing an increase of 30.8% from $46.5 million in 2004.
As a percentage of our revenues, net income decreased to 13.5% in 2005 from 14.3% in 2004. The reduction in net
income is mainly on account of the reasons explained above.

5.B. Liquidity and Capital Resources

Our operations and our growth have been financed by cash generated from operations and from the proceeds of sales of equity shares. We
received net proceeds of $117.0 million from our ADSs issue in 2005.

As of December 31, 2005, we had $148.8 million in cash and cash equivalents, $108.3 million invested in units of mutual funds, and $33.4
million invested in other securities. As of December 31, 2006, we had $46.5 million in cash and cash equivalents, $136.4 million invested in
units of liquid mutual funds, and $106.6 million invested primarily in other securities.

Our working capital (comprising current assets excluding cash and cash equivalents and investments less current liabilities) at December 31,
2005 and at December 31, 2006 was $20.5 million and $41.2 million, respectively. Our working capital is sufficient to meet our present
requirements. We had no outstanding bank borrowings or long-term debt as of such date. Net cash provided by operating activities was $59.1
million, $73.1 million and $47.8 million in the years ended December 31, 2006, 2005 and 2004 respectively. The adjustments for the year ended
December 31, 2006, to reconcile the $59.3 million net income to net cash provided by operating activities, consisted primarily of depreciation
expense of $19.6 million and gain from sale of investments of $1.7 million. The adjustments for the year ended December 31, 2005, to reconcile
the $60.8 million net income to net cash provided by operating activities, consisted primarily of depreciation expense of $16.0 million, gain from
sale of property, plant and equipment of $3.2 million and gain from sale of investments of $1.1 million. The adjustments for 2004, to reconcile
the $46.5 million net income to net cash provided by operating activities, consisted primarily of depreciation expense of $11.5 million, loss from
sale of property, plant and equipment of $0.6 million and gain from sale of investments of $0.1 million. The increase in depreciation was due to
an increase in investment in property, plant and equipment to develop and expand our existing as well as new facilities. The net asset base was
$131.0 million, $92.0 million and $55.1 million in the years ended December 31, 2006, 2005 and 2004 respectively. Provision for bad debts was
$1.2 million and $0.5 million in the year ended December 31, 2006 and 2004 respectively. There was a reversal of provision for bad debts of
$0.2 million for the year ended December 31, 2005.

Days of sales outstanding increased to 75 in the year ended December 31, 2006 from 62 in 2005 and from 80 in 2004. Net accounts receivable
and cost and estimated earnings in excess of billings on uncompleted contracts increased by $36.3 million for the year ended December 31,
2006, $14.7 million in 2005 and $15.4 million in 2004 primarily as a result of increases in activity.

Current assets and other assets increased by $1.3 million for the year ended December 31, 2006 and $6.2 million for the year ended December
31, 2004 respectively, however it decreased by $3.3 million for the year ended December 31, 2005. Cash outflows for the year ended
December 31, 2006 were $1.4 million in leasehold land, $0.1 million in prepaid expenses, and $1.2 million in foreign exchange advances. Cash
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inflows for the year ended December 31, 2006 were $1.2 million in deferred cost and revenue and $0.2 million in advances to vendors. Cash
outflows for the year ended December 31, 2005 were $0.7 million in advances to vendors, $0.3 million in other receivables, $0.8 million in
prepaid expenses and $0.4 million in prepaid gratuities. Cash inflows for the year ended December 31, 2005 were $1.0 million in deposits and
$4.7 million in premium receivables on forward contracts. Cash outflows in 2004 were $0.4 million in advances to vendors, $4.0 million in
rental deposits (mainly on account of new properties leased in India), $1.3 million in premium receivables on forward contracts and $0.7 million
in prepaid gratuities.

Accounts payable and accrued expenses increased by $20.3 million for the year ended December 31, 2006, compared to an increase of $7.5
million in 2005 and a decrease of $1.3 million in 2004. The increase in 2006 is due to an increase in accruals related to employee related
expenses of $8.0 million, $4.0 million in trade accounts payable and other accruals of $8.2 million.

Our billings in excess of costs and estimated earnings on uncompleted contracts, which represent billings in excess of revenues that are
recognized, increased by $0.9 million in the year ended December 31, 2006, decreased by $0.5 million in 2005 and increased by $0.6 million in
2004.

Taxes paid were $39.9 million as against a tax provision of $43.3 million for the year ended December 31, 2006. Taxes paid were $15.3 million
as against a tax provision of $15.7 million for the year ended December 31, 2005. Taxes paid were $12.5 million as against a tax provision of
$14.8 million for the year ended December 31, 2004.

Other current liabilities and other liabilities decreased by $16.0 million during the year ended December 31, 2006. The decrease in the year
ended December 31, 2006 resulted from a $6.7 million premium receivables on forward contracts, $14.6 million payroll and related tax liability
on account of payment and liability reversal and an increase of $2.0 million leave encashment provision, $0.9 million sales discount, $0.2
million warranty provision, $1.7 million pension benefit and $0.5 million other current liabilities. Other current liabilities and other liabilities
increased by $7.3 million during the year ended December 31, 2005. The increase in the year ended December 31, 2005 resulted from a $1.0
million leave encashment provision, a $0.3 million pension benefit, a $3.6 million payroll and related tax liability and corporate tax liability,
$1.3 million in advances from customers and $0.7 million VAT payable. The increase in 2004 of $10.6 million resulted from a $1.3 million
leave encashment provision, a $1.0 million pension benefit, a $8.2 million payroll and related tax liability and corporate tax liability and $0.2
million of warranty costs.

The changes in the operating activities is in line with the growth in our revenues and volume of operations.

Net cash used in investing activities was $155.4 million for the year ended December 31, 2006, $111.7 million for 2005 and $85.5 million for
2004. Net cash used in the acquisition of property, plant and equipment for the years ended December 31, 2006, 2005 and 2004 was $48.5
million, $48.9 million and $21.1 million respectively. In 2006 and 2005 cash outflow was higher mainly on account of the purchases of new
facilities and expansion of our existing facilities. Net purchases of investment securities were $94.5 million for the year ended December 31,
2006. Additional purchase consideration to Cymbal shareholders for the year ended December 31, 2006 amounted to $12.2 million. Net
purchases of investment securities were $57.2 million for the year ended December 31, 2005. Additional purchase consideration to Cymbal
shareholders for the year ended December 31, 2005 amounted to $5.6 million. Net cash used in investing activities in 2004 included $32.5
million for the acquisition of Cymbal Corporation, net of cash acquired. Net purchase of investment securities was $32.0 million in 2004.

Net cash used in financing activities was $7.1 million for the year ended December 2006. Net cash provided by financing activities was $112.0
million for the year ended December 2005. Net cash provided by financing activities was $61.4 million for 2004. We paid $8.6 million in
dividends, including dividend tax
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on our equity shares in the year ended December 31, 2006. We received net proceeds of $1.8 million from our employee stock option plan
during the year ended December 31, 2006. We paid $6.5 million in dividends, including dividend tax on our equity shares in the year ended
December 31, 2005. We received net proceeds of $118.7 million from our initial offering of ADSs and our employee stock option plan during
the year ended December 31, 2005. We received net proceeds of $64.8 million from our initial public offering in India and our employee stock
option plan during 2004. We also paid $3.1 million towards dividend payouts on our equity shares in 2004.

We anticipate capital expenditures of between approximately $150 million to $175 million through 2008, principally to finance the construction
of our new knowledge park facilities in Navi Mumbai and Chennai and other facilities and physical infrastructure in India. Estimated amounts
rem