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708.729.711

29.97
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statement regarding subsidiary companies
pursuant to section 212 of the companies act, 1956.

a) name of helios and jayamaruthi the laxmi helios and helios and maruthi helios and

subsidiary matheson it software group inc., matheson matheson consulting, matheson

company (bangalore) systems p ltd usa inc., usa (singapore) inc., usa north america
ltd pte ltd inc., usa

b) financial year of the

subsidiary company 31.03.2008 31.03.2008 31.03.2008 31.03.2008 31.03.2008 31.03.2008 31.12.2007

ended on

c)holding

company’s interest:

i)number equity shares 25,89,429 1,00,000 1,000,000 2,941 2 10,000 12,78,213

face value rs 10 each rs 10 each npv npv npv npv us $ 0.01

paid up value rs 2,58,94,290  rs 10,00,000 us $ 1,000 us $ 1.6 mn s$2 us $ 45,765 us $ 11,202,863

ii)extent of shareholding 100% 100% 100% 100% 100% 100% 53.59%

d)net aggregate

amount of

subsidiary’s

profits(losses)
not dealt with in the holding
company’s accounts:

i) for the subsidiary’s
financial year rs 4,06,05,132 rs 2,46,44,242 us $ 318,572 na na us $ 344,414  usd (840,089)

ii)for its previous
financial years rs 4,04,17,782  rs 2,45,98,690 us $ 387,164 na na us $ 414,396  usd 858,730

e)net aggregate amount

of subsidiary’s profits
(losses) dealt with in the
holding company’s accounts:

i) for the subsidiary’s
financial year nil nil nil na na na na

ii) for its previous
financial years nil nil nil na na na na

f)changes in the interest

of the holding company no change no change 49% (490000 49% ( 1441 no change no change 1.18%

between the end of the common stock shares (27917 shares
subsidiary’s financial year acquired acquired acquired during
ended 31* march, 2008 during the during the the year)

and 31*march, 2007 year) year)

i) holding company’s
interest as on 31.03.2008

number of equity shares 25,89,429 1,00,000 1,000,000 2,941 2 10,000 12,78,213

face value rs 10 each rs 10 each npv npv npv npv us $ 0.01

paid up value rs 2,58,94,290  rs 10,00,000 us $ 1 mn us $ 1.6 mn s$2 us $ 45,765 us $ 11,202,863
ii) extent of shareholding 100% 100% 100% 100% 100% 100% 53.59%

g) material changes
between the end of the
subsidiary’s financial year
ended 31% march, 2008
and 31" march 2007 in
respect of :

i)subsidiary’s fixed
assets no change no change no change no change no change no change na

ii)subsidiary’s
investments no change no change no change no change no change no change na

iii) monies lent by the subsidiary ~ no change no change no change no change no change no change na

iv) monies borrowed by the
subsidiary other than for no change no change no change no change no change no change Na

meeting current liabilities

for and on behalf of the board

note : npv denotes no par value

place : chennai v. ramachandiran g.k.muralikrishna k.m.kumar
date : august 18, 2008 chairperson managing director cfo & company secretary
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auditors’ report to the members of helios and matheson information technology limited

1. we have audited the attached balance sheet of helios and matheson information technology limited as at march 31, 2008 and
the profit & loss account of the company for the year ended on that date annexed thereto. these financial statements are the
responsibility of the company’s management. our responsibility is to express an opinion on these financial statements based on
our audit.

2. we conducted our audit in accordance with auditing standards generally accepted in india. those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatements. an audit includes examining, on a test basis, evidence to support the financial statement amounts and
disclosures in the financial statements, assessing the accounting principles used in the preparation of financial statements,
assessing significant estimates made by management in the preparation of financial statements and evaluating overall
financial statement presentation. we believe that our audit provides a reasonable basis for our opinion.

3. as required by the companies (auditor’s report) order, 2003 issued by the company law board in terms of section 227 (4A) of the
companies act, 1956, we enclose in the annexure a statement on the matters specified in paragraphs 4 & 5 of the said order.

further to our comments in the annexure referred to in paragraph 3 above, we report that

a. we have obtained all the information and explanations which to the best of our knowledge and belief were necessary for the
purpose of our audit.

b. in our opinion, proper books of account as required by law, have been kept by the company, so far as appears from our
examination of such books.

C. the balance sheet , profit and loss account and cash flow statement dealt with by this report are in agreement with the books
of account.
d. in our opinion, the profit and loss account ,balance sheet and cash flow statement comply with accounting standards referred

toin sub section (3c) of section 211 of the companies act, 1956.

e. on the basis of written representation received from the directors as at march 31, 2008 and taken on record by the board of
directors, we report that none of the directors is disqualified from being appointed as a director in terms of clause (g) of sub-
section (1) of section 274 of the companies act, 1956.

f. in our opinion and to the best of our information and according to the explanations given to us, the said balance sheet and
profit and loss account read together with the other notes and accounting policies give the information required by the
companies act, 1956, in the manner so required and give a true and fair view in conformity with the accounting principles
generally accepted in india:

i insofarasitrelates to the balance sheet of the state of affairs of the company as at march 31, 2008
ii. inso far as it relates to the profit and loss account, of the profit of the company for the year ended on that date and
iii. inso far as it relates to the cash flow statement, of the cash flows of the company for the year ended on that date.
for venkatesh & co
chartered accountants
place : chennai ca.v.dasaraty

date :august 18,2008 partner
m.no.26336
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annexure to auditors’ report
(referred to in paragraph 3 of our report of even date)

in terms of the information and explanation given to us and the books and records examined by us in the normal course of audit and to the

best of our knowledge and belief, we state as under

1. a. the company has maintained proper records showing full particulars including quantitative details and situation of fixed

assets.

b. the fixed assets of the company have been physically verified by the management at reasonable intervals. no material

discrepancies were noticed on such verification.
c. no fixed assets have been disposed off during the year.

2. the company’s nature of operations does not require it hold inventories. accordingly, clause 4(ii) of the companies auditors
report (order), 2003 is not applicable.

3. the company has not granted and taken loans, secured or unsecured to and from companies, firms or other parties covered in the
register maintained under section 301 of the companies act, 1956 and hence, clauses (iii)(b), (iii)(c), (iii)(d), (iii)(f) and (iii)(g) of

paragraph 4 of the said order are not applicable to the company.

4, in our opinion and according to the information and explanations given to us, there are adequate internal control procedures
commensurate with the size of the company and the nature of its business with regard to purchases of fixed assetsand thesale
of services.. no instances of continuing failure to correct major weaknesses in internal control were noticed by us during the

course of audit..

5. a. inrespect of contractual arrangements entered in the register maintained in pursuance of section 301 of the companies act,
1956 and to the best of our knowledge and belief and according to the information and explanations given tous , where each
if such transactions made in pursuance of contracts or arrangements , is in excess of rs.5 lacs in respect of each party, the
transactions have been made at prices which are prima facie reasonable having regard to the prevailing market prices at the

relevant time.

b. inrespect of sale of services to parties listed in the register maintained under section 301 of the companies act, 1956, these

transactions have been made at prices which are reasonable having regard to prevailing market prices at the relevant time.

6. the company has accepted deposits from the public. the provisions of sections 58A & 58AA of the companies act, 1956, and the

rules made there under are complied with.

7. in our opinion, the company has an adequate internal audit system commensurate with the size of the company and the nature

of its business.
8. the central government has not prescribed the maintenance of cost records under section 209 (1) (d) of the companies act, 1956.

9. a. according to the records of the company, the company is regular in depositing undisputed statutory dues including provident
fund, income tax, cess and other statutory dues with the appropriate authorities. according to the information and
explanation given to us, no undisputed amount payable in respect of sales tax, wealth tax, customs duty and excise duty

were outstanding as at 31 march 2008 for a period of more than six months from the date they became payable.

b. according to the information and explanations produced to us, there are no dues in respect of sales tax, customs
duty, excise duty, service tax and cess that have not been deposited with the appropriate authorities on account of any
dispute. according to the information and explanations given to us, the income tax demand of rs.2,38,53,150 relating to
earlier years which is being contested by the company in the court has not been deposited on account of dispute. the

company paid rs.40,00,000 towards the demand.
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10. the company has no accumulated losses at the end of the financial year. the company has not incurred cash losses in the financial

year under report and in the financial year immediately preceding such financial year.

11. the company has not defaulted in the repayment of dues to financial institutions or banks or debenture holders.

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

13. the company has not given any guarantee for loans taken by others from banks or financial institutions.

14. the company has obtained term loans during the year and as per records of the company, the term loans were applied for the

purpose for which they were raised.
15. as per the records of the company, funds raised on short-term basis were not used for long term investment and vice-versa.

16. the company has not made any preferential allotment of shares to parties and companies covered in the register maintained

under section 301 of the companies act, 1956.

17. the company has not issued any debentures and hence, creation of securities in respect of debentures does not arise.
18. the company has not raised money by way of public issues.
19. according to the information and explanations furnished to us, no fraud on or by the company has been noticed or reported

during the year.

for venkatesh & co
chartered accountants

place: chennai ca. v.dasaraty
date :august 18,2008 partner
m.no.26336



i. sources of funds

1

place: chennai
date : august 18, 2008

. shareholders' funds

share capital

reserves and surplus

advance received towards subscription of
redeemable preference shares

. loan funds

secured loans
unsecured loans

. deferred tax

. application of funds
. fixed assets

gross block
less : depreciation

net block

capital work in progress at cost

. investments
. advance

. current assets, loans and advances

sundry debtors

cash and bank balances
unbilled revenue

loans and advances

. less: current liabilities &

provisions

net current assets

. miscellaneous expenditure
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balance sheet as at march 31, 2008

deferred revenue expenditure to be written off

notes forming part of the accounts

for and on behalf of the board

v.ramachandiran
chairperson

schedule march 31, 2008
rs.
a 23,11,23,290
b 158,80,21,488
63,04,14,007
c 24,01,15,902
d 96,73,85,035
13,64,16,135
379,34,75,857

e
161,27,15,714
54,45,44,419
106,81,71,295
15,91,23,769
122,72,95,064
f 75,23,53,177
g 65,02,50,007
h 70,49,12,653
i 39,59,14,442
12,28,87,378
j 13,52,84,947
135,89,99,420
k 22,51,15,091
113,38,84,329
2,96,93,280
379,34,75,857

o

march 31, 2007
rs.

20,01,00,000
83,22,33,002
63,04,14,007

33,12,95,715
131,43,51,615

10,23,14,835

341,07,09,174

96,33,32,666
41,59,24,682

54,74,07,984

8,71,84,112
63,45,92,096
70,05,25,698

65,02,50,007

55,20,59,120
94,79,30,299
9,69,21,811
9,02,68,216

168,71,79,446

30,14,29,113

138,57,50,333

3,95,91,040
341,07,09,174

as per our report of even date

k.m.kumar
cfo & company secretary

g.k.muralikrishna
managing director

for venkatesh & co
chartered accountants

ca. v.dasaraty
partner
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profit and loss account for the year ended march 31, 2008

schedule march 31, 2008 march 31, 2007
rs. rs.
i. income - revenue from operations L 218,26,36,019 183,50,95,054
218,26,36,019 183,50,95,054
ii. expenditure:
software services & administration expenses m 147,08,93,445 120,65,94,445
profit before interest depreciation & taxes 71,17,42,574 62,85,00,609
interest n 5,18,26,341 3,88,64,292
profit before depreciation & taxes 65,99,16,233 58,96,36,317
depreciation 12,86,19,737 10,08,92,065
profit after depreciation & before taxes 53,12,96,497 48,87,44,252
provision for taxation 3,94,83,200 3,02,48,400
profit after tax 49,18,13,297 45,84,95,852
provision for deferred tax 3,41,01,300 1,25,71,100
profit after deferred tax (PAT) 45,77,11,997 44,59,24,752
balance brought forward from previous year 34,36,86,502 38,17,01,478
balance of profit 80,13,98,499 82,76,26,230
appropriations
special interim dividend - 4,00,20,000
interim dividend tax - 68,01,400
proposed dividend 3,46,68,494 3,17,26,422
dividend tax 47,91,727 53,91,906
general reserve 30,00,00,000 40,00,00,000
balance carried forward 46,19,38,278 34,36,86,502
notes forming part of the accounts o
earning per share-basic 19.80 22.29
number of shares 2,31,12,329 2,00,10,000
as per our report of even date
for venkatesh & co
for and on behalf of the board chartered accountants
place: chennai v.ramachandiran g.k.muralikrishna k.m.kumar ca. v.dasaraty

date : august 18, 2008 chairperson managing director cfo & company secretary partner
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schedules forming part of the accounts

march 31, 2008 march 31, 2007

rs. rs.
schedule - a : share capital
authorised
4,00,00,000 (2,50,00,000) equity shares of rs.10 each 40,00,00,000 25,00,00,000
1,00,00,000 redeemable preference shares of rs.10 each 10,00,00,000 10,00,00,000
50,00,00,000 35,00,00,000
Issued
2,31,16,429 (2,00,14,100) equity shares of rs 10 each 23,11,64,290 20,01,41,000
subscribed and paid up
2,31,12,329 (2,00,10,000) equity shares of rs 10 each
fully paid up 23,11,23,290 20,01,00,000
schedule-b : reserves and surplus
general reserve 78,38,50,000 48,38,50,000
capital reserve 1,02,500 1,02,500
share premium 34,21,30,710 45,94,000
profit & loss account 46,19,38,278 34,36,86,502
158,80,21,488 83,22,33,002
schedule - c : secured loans
from banks 24,01,15,902 33,12,95,715
24,01,15,902 33,12,95,715
schedule - d : unsecured loans
foreign currency convertible bonds 78,31,90,000 115,17,50,000
others 18,41,95,035 16,26,01,615
96,73,85,035 131,43,51,615
schedule - f : investments
(non-trade at cost)
i. 2589429 equity shares of rs.10/-each 9,58,24,475 9,58,24,475
in helios and matheson IT (bangalore) limited (unquoted)
( face value rs.25894290/-) (formerly systemlogic solutions ltd)
ii. 2941 (1500) shares in helios and matheson inc., usa ( unquoted) 7,23,87,951 4,80,09,951
iii. 2 shares of s$1 each in helios and matheson singapore pte ltd, 49 49
singapore ( unquoted)
iv. 100000 equity shares of jayamaruthi software systems pvt.ltd. (unquoted) 2,43,07,500 2,43,07,500
v. 10000 shares of maruthi consulting inc, usa (unquoted) 9,16,49,794 9,16,49,794
vi. 1278213 (1250296) shares of common stock in 46,81,83,408 44,07,33,929
helios and matheson north america inc., ny usa
(formerly the a consulting team inc.,) (quoted)
75,23,53,177 70,05,25,698
schedule - g : advance
advance for investment in shares of vmoksha entities 65,02,50,007 65,02,50,007
331165 equity shares of 100 each - (unquoted)
65,02,50,007 65,02,50,007
schedule -h : sundry debtors
(unsecured,considered good)
a. debts outstanding for a period exceeding six months 1,76,20,729 1,58,61,421
b. other debts 68,72,91,924 53,61,97,699

70,49,12,653 55,20,59,120
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schedules forming part of the accounts

march 31, 2008

march 31, 2007

rs. rs.
schedule - i : cash & bank balances
a. balances with scheduled banks
i. fixed deposit account
in rupee account 26,66,50,017 26,19,11,852
in foreign currency account - 61,20,19,822
ii. current accounts:
in rupee account 2,84,80,111 2,56,83,506
in foreign currency account 10,07,58,117 4,83,02,993
b. cash on hand 26,197 12,126
39,59,14,442 94,79,30,299
schedule -j : loans and advances
(unsecured,considered good)
advance income tax 3,93,05,192 2,69,54,215
advances recoverable in cash or in kind or
for value to be received 9,59,79,755 6,33,14,001
13,52,84,947 9,02,68,216
schedule - k :current liabilities and provisions
sundry creditors 4,38,02,243 7,68,91,639
other liabilities 9,99,25,000 10,89,75,000
unclaimed dividend 24,44,427 13,74,346
provision for dividend 3,46,68,494 7,17,46,422
provision for dividend tax 47,91,727 1,21,93,306
provision for taxation 3,94,83,200 3,02,48,400
22,51,15,091 30,14,29,113

schedule - | :revenue from operations

income from software sales & services
other income
dividend income

schedule - m : software services and administration expenses

213,37,41,527
4,24,20,919
64,73,573

218,26,36,019

178,63,80,304
4,22,41,177
64,73,573

183,50,95,054

software services and development expenses 120,18,98,592 97,67,20,299
staff welfare 2,83,55,022 1,86,43,728
rent 1,88,48,022 1,56,80,327
power & fuel 1,35,94,345 1,05,18,924
postage telegram & telephones 1,38,40,991 1,19,47,282
printing & stationary 1,41,01,885 1,21,84,101
repairs to plant & machinery 1,63,50,331 1,47,28,039
travelling & conveyence 3,27,03,855 2,61,38,162
advertisement & promotional expenses 6,71,06,158 6,28,36,471
bad debts written off 1,41,07,963 92,76,135
rates & taxes 56,58,739 51,47,132
auditors remuneration 5,00,000 4,50,000
miscellaneous expenses 1,87,95,401 1,85,23,276
professional & consultancy charges 2,18,02,771 2,10,54,148
bank charges 32,29,370 27,46,419

schedule - n : interest paid

147,08,93,445

120,65,94,445

on fixed loans 52,37,408 31,72,865
on others 4,65,88,933 3,56,91,427
5,18,26,341 3,88,64,292
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schedule - e : fixed assets

particulars gross block depreciation net block

asset as on additions as on as on for the as on as on as on

1.4.2007 31.3.2008 1.4.2007 year 31.3.2008 31.3.2008 31.3.2007

leasehold
land - 1,57,88,262 1,57,88,262 - 17,00,279 17,00,279  1,40,87,983
plant &
machinery 85,71,98,948 57,94,21,397 143,66,20,345 39,44,12,114 12,02,58,667 51,46,70,781 92,19,49,564 46,27,86,834
furniture &
fittings 8,53,25,031  5,09,35,182 13,62,60,213  1,65,44,657 46,19,472  2,11,64,129 11,50,96,084 6,87,80,374
Vehicles 2,08,08,687 32,38,207 2,40,46,894 49,67,910 20,41,319 70,09,229  1,70,37,665 1,58,40,777
total 96,33,32,666 64,93,83,048 161,27,15,714 41,59,24,682 12,86,19,737 54,45,44,419106,81,71,295 54,74,07,984

(64,44,78,677) (31,88,53,989) (96,33,32,666) (31,50,32,616) (10,08,92,065) (41,59,24,682) (54,74,07,984) (32,94,46,060)

leasehold land represents the value of land taken on long term lease at mahindra world city, maraimalainagar and at techpark taramani, chennai
significant accounting policies and notes on accounts
schedule -o
significant accounting policies and notes to accounts
basis of preparation of financial statements:-

the financial statements are prepared under the historical cost conversion, in accordance with indian generally accepted accounting
principles (gaap), the accounting standards issued by the institute of chartered accountants of india (icai), the provisions of the
companies act, 1956 and the guidelines issued by security exchange board india board of india (sebi), as adopted consistently by the
company except where a newly issued accounting standard requires a change in the accounting policy hither to in use. the management
evaluates all recently issued or revised accounting standards on an ongoing basis. all income and expenditure are recognized on accrual
basis.

use of estimates

the preparation of the financial statements in conformity with indian gaap requires that the management make estimates and
assumptions that affect the reported amount of assets and liabilities, and disclosure of contingent assets and liabilities as on the date of
the financial statements, and the reported amounts of revenue and expenses during the reporting period. where no reliable estimate
can be made, a disclosure is made as contingent liability. actual results could differ from those estimates.

fixed assets

fixed assets are stated at the cost of acquisition and the value of acquired business assets less accumulated depreciation. direct costs
are capitalized till the assets are ready to put to use and includes financing costs relating to acquisition. capital work in progress
includes the cost of fixed assets that are not yet ready for their intended use and the cost of assets not put to use before the balance
sheet date.

the consideration paid for acquisition and takeover of businesses includes the value of business contracts, customer rights, employees,
technology, knowhow, software and hardware products and other assets in connection with the acquired businesses and is part of capital
expenditure. this value is based on independent valuation.

impairment of assets

as per accounting standard 28, the company assesses at each balance sheet date whether there is any indication that an asset including
goodwill is impaired. if any such indication exists, the company estimates the recoverable amount of the asset. if such recoverable
amount of the asset is less than the carrying amount then carrying amount is reduced to recoverable amount. the reduction is treated as
impairment and recognized in profit and loss account. if at the balance sheet date there is an indication that a previously assessed
impairment loss no longer exists, the recoverable amount is reassessed and the asset is reflected at the recoverable amount subject to a
maximum of depreciated historical cost. in respect of goodwill the impairment loss will be reversed only when it was caused by specific
external events and their effects have been reversed by subsequent events. during the year no such impairment has occurred.

revenue recognition

revenue from software services and projects comprise income from time and material and fixed price contracts. revenue from time and
material contracts is recognized on the basis of software developed and billable in accordance with terms of the contracts with the
clients. revenues from fixed price contracts is recognized using percentage of completion of method calculated as a percentage of the
cost of efforts incurred up to the reporting date to estimated total cost of efforts. maintenance revenue is recognized over the period of
underlying maintenance contracts. interest receipt is recognized on accrual basis. dividend is recognized on receipt basis.
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unbilled revenue primarily comprises the revenue recognized in relation to efforts incurred up on fixed price, fixed time frame
contracts until the balance sheet date.

foreign currency transactions

the transactions in foreign currency are recorded in the books by applying the exchange rate prevailing as at the date of the transaction.
investments in foreign currency are reported using the exchange rate at the date of transaction. other foreign currency transactions are
converted at the exchange rate prevailing on the last working date of the accounting year. further the gain or loss on account of
fluctuations in exchange rate has been recognized in the profit and loss account. in respect of foreign currency transaction in fixed
assets the exchange gain or loss is adjusted in the carrying amount of fixed asset and accordingly the depreciation is charged. the
consolidated inflows and outflows arising from foreign currency transactions are disclosed in this report.

advance for investment in equity shares and advance received towards subscription for redeemable preference shares relating to
vmoksha transaction is not restated to the exchange rate as that of 31st march 2008 as the matter is subjudice and pending before
arbitral tribunal

fccb outstanding is taken at fixed exchange rate of 1 usd = rs.46.07
forward contracts in foreign currency

the company uses forward contracts and options to hedge its exports in foreign exchange. this reduces the risk or cost to the company
and this cover is not used for speculation or trading purposes.

expenditure

expenses are accounted on accrual basis and provisions are made for all known losses and liabilities. provisions are made for future and
unforeseeable factors, which may affect the ultimate profit on fixed price. software development and service contracts are charged to
revenue in the same year.

depreciation

the depreciation has been provided on the basis of straight line method adopting the rates and the manner as provided in schedule xiv to
the companies act, 1956 as amended. depreciation is charged on a pro-rata basis for assets purchased/sold during the year. individual
costing less than rs.5,000/ - are depreciated in full in the year of purchase.

investments

investments in subsidiaries are accounted as per accounting standard 13 of accounting for investments issued by the institute of
chartered accountants of india. investments are stated at cost including advisory and related expenses incurred in connection with the
investments. no provision is made for dimunition in the value of investments as they are long term and strategic in nature.
during the year the company acquired 27,917 (2,25,599) additional shares of helios and matheson north america inc, for a consideration
of 0.62 crores (rs.5.24 crore). the company has paid rs.2,11,64,944/- to the sellers of helios and matheson north america inc's shares
on achieving certain mile stones as per share purchase agreement entered with the sellers.

sundry debtors

sundry debtors amount to rs 70.49 crore as of march 2008 as compared to rs.55.20 crore as of march 2007. the debtors are considered
good and realizable. the debtors represent 120 days of sales as of march 2008 as against 104 days of sales as of march 2007.
significant part of these receivables is since realized.

other liabilities

other liabilities of rs.9,99,25,000- (usd 2.5 mn) (10,89,75,000) represents remaining consideration payable to the selling share holders of
helios and matheson north america inc upon the satisfaction of certain conditions stipulated in share purchase agreement. this amount
has since been paid in full.

retirement benefits

the company has a scheme of provident fund for its employees, registered with the regional provident fund commissioner, chennai.
the company’s contribution to provident fund is charged to the profit and loss account every year. certain senior executives of the
company are also participants in a defined contribution plan of superannuation plan of helios and matheson IT ltd.,superannuation trust.
the company makes contribution under this plan to this trust every month. the company has no further obligation beyond its monthly
contribution.

taxes on income

provision is made for income tax on an annual basis, under the tax payable method, based on the tax liability as computed after taking
credit for allowances and exemptions. in case of matters under appeal, due to disallowances or otherwise, full provision is made when
the said liabilities are accepted by the company. sufficient future taxable income will be available against which such deferred tax
assets can be realized as per accounting standard -22 “accounting for taxes on income” issued by the institute of chartered accountants
of india.
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deferred tax is recognized, subject to the consideration of prudence, on timing differences, being the difference between taxable
incomes and accounting income that originate in one period and are capable of reversal in one or more subsequent periods.
deferred tax assets are not recognized on unabsorbed depreciation and carry forward of losses unless there is virtual certainty that
sufficient future taxable income will be available against which such deferred tax asset can be realized as per accounting standard-22
“accounting for taxes on income” issued by the institute of chartered accountants of india.

dividend distribution tax

provision for dividend distribution tax is made after taking into account of dividend received from subsidiary company as per the
amended provisions of income tax act.

fringe benefit tax

fringe benefit tax of rs.16,67,328 paid isincluded in rates & taxes

cash flow statement

cash flows are reported using the indirect method, whereby net profit before tax is adjusted for the effects of transactions of a non-cash
nature and any deferrals or accruals of past or future cash receipts or payments. the cash flows from regular revenue generating,

investing and financing activities of the company are segregated.

share capital

march 31, 2008 march 31, 2007
number (inrs.) number (inrs.)
opening balance as of april 1,2007 2,00,10,000 20,01,00,000 2,00,10,000 20,01,00,000
add shares issued pursuant to conversion of fccb 31,02,329 3,10,23,290 - =
closing balance as at 31st march, 2008 2,31,12,329 23,11,23,290 2,00,10,000 20,01,00,000

share premium

pursuant to the conversion notices received from the fccb holders, the company has allotted 31,02, 329 equity shares of rs.10 each ata
premium of rs.120 per share during this year to the bondholders

secured loans

secured loans from banks and others are secured by hypothecation of assets, fixed deposits of the company and are guaranteed by the
directors.

unbilled revenue

unbilled revenue is revenue recognized in the books as per percentage completion of work done but not invoiced to customer since it is
not due for billing as per payment schedule in the contract entered in to with the customer.

the company has taken certain steps to reduce unbilled revenue by building more payment milestones at the time of contract
finalization.

cash and bank balance:-

the cash and bank balance isrs.39,59,14,442 (94,79,30,299) which includes rs.10,07,58,117 (66,03,22,815) in equivalent usd.

remuneration paid to managing director

2008 (inrs.) 2007 (inrs.)
total remuneration paid to the
managing director 3,00,000 3,00,000
other non-executive directors

2008 (inrs.) 2007 (inrs.)

sitting fees 2,00,000 50,000
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auditors' remuneration

march 31, 2008 (inrs.) march 31,2007 (inrs.)
audit remuneration 2,25,000 1,75,000
tax audit & tax representation 1,25,000 1,25,000
certification fees 1,25,000 1,25,000
out of pocket expenses 25,000 25,000
total 5,00,000 4,50,000

quantitative details

the company is engaged in training, development and maintenance of computer software. the production and sale of such
software can not be expressed in any generic unit. hence, it is not possible to give the quantitative details of sales and certain
information as required under part ii of schedule vi to the companies act, 1956.
deferred tax liabilities

2008 (inrs.) 2007 (inrs.)

timing difference on fixed assets 3,41,01,300 1,25,71,100

dues to ssi, micro, small and medium enterprises:

sundry creditors includes amount due to ssi, micro, small and medium enterprises as on 31.03.08 : rs.nil (nil) with available information
from micro, small and medium enterprises regarding their registration with central/state government authorities the disclosure as per sec
23 of the micro small medium enterprises development act 2006 is made.

foreign exchange inflow and outflow.

2008 (inrs.) 2007 (in rs.)
earnings in foreign exchange 201,91,51,648 156,71,51,209
foreign exchange outgo
expenses 123,09,24,351 84,74,74,007
repayment of loan 2,81,10,475 3,18,38,608
interest 44,17,604 1,78,70,916

travelling 22,23,908 12,02,523
fceb issue related expenses - 3,38,15,796

segment reporting

the company is operating in a single segment and the risk and reward is same for the segment in all the locations and hence
segment reporting is not applicable to the company.

previous year figures are regrouped and recast where ever necessary to conform with current year's figures.

related party disclosure

name of the related party relationship
maruthi consulting inc, usa subsidiary
the laxmi group inc, usa subsidiary
helios and matheson it (bangalore) ltd., bangalore subsidiary
helios and matheson inc , usa subsidiary
helios and matheson inc , north america subsidiary
jayamaruthi software systems ltd., subsidiary
helios and matheson it (singapore) pte ltd., subsidiary

Name of the key management personnel

name of the related party relationship
g.k. muralikrishna managing director
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related party transactions for the year ended 31st march 2008

idiari S 8y subsidiaries .
cature of | subsidiaries  SUPSIIAMES gupgidiaries  subsidiaries . managing
ure o ; - helios and heli d - helios and jayamaruthi di
transaction - maruthi ; - helios an ] software irector
. matheson it th o
consulting matheson matheson 1nc, - g.k.muralikrishna
inc. usa (bangalore) I —" north america systems
’ ltd., bangalore ’ pvt. ltd.,

investments @ 9,16,49,794 9,58,24,475 4,80,09,951  44,07,33,929 2,43,07,500
sundry debtors @ = = = : =

invested in

share capital - 2,43,78,000 2,74,49,479

sales & services 3,92,40,548 99,97,496

income - - - -

managerial

remuneration - - - - - 3,00,000
@closing balance

deferred revenue expenditure

deferred revenue expenditure represents fccb issue related expenses of rs.465.21 lacs and as the benefit is expected to accrue over
the life of the bonds, the balance amount is carried over to balance sheet and one fifth for rs.98.97 lakhs is charged during this year
torevenue.

contingent liability

the company received demand of income tax of rs.2,38,53,150 relating to earlier years due to certain disallowance. the company
has paid rs.40,00,000 towards the demand to prove its bonafide. these claims are being contested in court by the company. based on
the opinion of tax advisors, the company believes that the demand cannot be sustained and that the company would eventually win
the appeal.

foreign currency convertible bonds (fccb)

the company has funded a significant part of its overseas acquisitions and capital expenditure through fccb . the company has used
this instrument effectively as it has got the advantages of both a debt and an equity instrument. as debt, they carry 2.0% coupon
rate till redemption and as equity, they convert at a premium, thereby reducing the dilution impact to existing shareholders.

details of fccb

usd
issue size (including green shoe
option of usd 5 mn) 25 million
issue date july 7, 2006
maturity date July 11,2011
coupon rate payable semi annually 2.0%
conversion price (determined by sebi
guidelines) rs. 130.00
fixed exchange rate of conversion rs.46.07
conversions as at march 31, 2008 $8.00 million
conversions as at march 31, 2007 nil
contingent premium payable as at
march 31,2008 (if redeemed) rs.8.80 crore
total noof bonds issued @ face value of $100000 250
bonds converted pursuant to conversion
notice from bond holders during the year 80

apart from coupon rate of 2%, fccbs carry yield to maturity (ytm) which is payable only if they are redeemed or repurchased. since
payment of premium is contingent upon certain factors the outcome of which is not determinable as of now, the management has
treated the premium payable as mentioned in the above table as contingent in nature. accordingly premium of rs. 8.80 crore would
be accounted and adjusted against share premium account in the year of redemption or repurchase as per accounting standards.
there is no need to make a provision for the premium payable on redemption since it is only contingent on repayment and is not
payable if the fccbs get converted.
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cash flow statement for the year ended march 31, 2008

year ended year ended
march 31, 08 march 31, 07
rs. rs.
i.  cash flow from operating activities
net profit before interest, tax and extra ordinary items 58,31,22,838 52,76,08,544
adjustment for:
depreciation 12,86,19,737 10,08,92,065
loss on sale of assets
misc. expenses (w/off) 98,97,760
profit on sale of investment
loss on sale of investment
operating profit before working capital changes 72,16,40,334 62,85,00,609

adjustment for:-

work in progress

sundry debtors

other current assets

loans and advances

sundry creditors

cash generated from operations
interest paid

dividend paid

net cash from operating activities

cash flow from investing activities

purchase of fixed assets
purchase of investments
advance for invesment in vmoksha entities

(2,59,65,567)
(15,28,53,533)

(4,50,16,731)
(7,44,61,021)
42,33,43,483
(5,18,26,341)
(7,17,46,422)
29,97,70,720

(72,13,22,705)
(6,08,77,479)

(4,42,73,505)
(23,48,49,985)

(3,77,50,810)
(5,31,81,845)
25,84,44,464
(3,88,64,292)
(3,00,15,000)
18,95,65,172

(37,41,94,907)
(18,53,35,437)

misc. expenses not w/off - (3,95,91,040)

net cash from investing activities (78,22,00,184) (59,91,21,384)
iii. cash flow from financing activities

proceeds from issue of capital 3,10,23,290

proceeds(application) of share premium-fccb 33,75,36,710 45,94,000

advance proceeds towards redeemable preference shares - -

transfer to capital reserve

repayment of unsecured loans

proceeds from secured loans (net of tod) - (6,00,38,272)

proceeds from unsecured loan 23,40,211 4,40,568

proceeds from fccb - 115,17,50,000

repayment of fccb 36,85,60,000 -

repayment of secured loans
net cash from financing activities

(7,19,26,604)
(6,95,86,393)

(40,00,000)
109,27,46,296

iv. net inflow/outflow
net increase/(decrease) in cash & cash equivalents (55,20,15,857) 68,31,90,084
cash and cash equivalents(opening) 94,79,30,299 26,47,40,215
cash and cash equivalents(closing) 39,59,14,442 94,79,30,299
net increase/(decrease) in cash & cash equivalents (55,20,15,857) 68,31,90,084
for and on behalf of the board
place: chennai v. ramachandiran g.k. muralikrishna k.m. kumar

date : august 18, 2008 chairperson managing director cfo & company secretary

certificate

we have examined the attached cash flow statement of helios and matheson information technology limited for the year ended 31st

march 2008. the statement has been prepared by the company in accordance with the requirements of listing agreement and is based

on and in agreement with the corresponding profit and loss account and balance sheet of the company covered by our report of
august18, 2008 to the members of the company.

for venkatesh & co

chartered accountants.

place : chennai
date :august 18,2008

ca. v. dasaraty
partner
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balance sheet abstract and company’s general business profile
as per part iv of schedule vi to the companies act, 1956

i.  registration details
registration no. 20443 state code 18
balance sheet date 31 03 20038
ii. capital raised during the year (rs. in 000's)
public issue NI L rights issue NITL
bonus issue NI L private placement 310 23
iii. position of mobilisation and deployment of funds

source of funds

total liabilities SR EREE total assets HUEEREE
paid-up capital 231123 reserves & surplus 1588022
shares application money 630414 secured loans 240116
deferred tax 1) 3)6[«[ 1)@ unsecured loans 967385
iv. application of funds
net fixed assets 1227295 investments 752353
net current assets 1133885 misc. Expenses 29693
advance 650250
v. performance of the company
turnover 2182636 total expenditure 1651340
=+-- profit before tax +531296 +--profit after tax +457712
earnings per share 19-80
(annualised) in rs. dividend rate 15%
vi. generic names of the three principal products / services of company
item code no. (itc code) NOT APPLICABLE
product description SOFTWARE SERVICES
product description SOFTWARE DEVELOPMENT
place: chennai v. ramachandiran g.k. muralikrishna k.m. kumar

date : august 18, 2008 chairperson managing director cfo & company secretary
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the financial statements have been prepared in compliance with the requirements of the companies act, 1956, and generally accepted
accounting principles (gaap) in india. our management accepts responsibility for the integrity and objectivity of these financial
statements, as well as for various estimates and judgments used therein. the estimates and judgments relating to the financial
statements have been made on a prudent and reasonable basis, in order that the financial statements reflect in a true and fair manner
the form and substance of transactions and reasonably present our state of affairs, profit and cash flows for the year.

industry structure, developments and outlook

estimated global technology spend for 2007 (7.3 % growth over previous year) was usd 1.7 trillion .of this usd 1.2 trillion (71 % of spend)
was information technology in addition to the technology spend, research and development (r & d) and engineering spend was estimated

for 2007 at usd 800 billion.

source: idc, nasscom in “strategic review 2008”.

some of the key industry trends impacting growth in information technology spending are;

trimming of operational costs to remain price competitive.
increasing regulatory compliance requirements.

innovation led growth using technology to improve time to - market.
achieving business transformation in an increasingly globalize world and
increasing shortage of it skilled personnel in the developed economies.

this has resulted in increasing levels of outsourcing and off shoring to price competitive IT service providers from india and other

emerging it powers

chart 1 :growth in world-wide IT spends

amount in US $ billion

2006
IT services 467
bpo 421
packaged software 230
hardware 452
total 1570

2007 growth
496 6.3%
462 9.7%
249 8.3%
478 5.8%

1685 7.3%

source: idc, nasscom in “strategic review 2008”.

chart 2 :growth in components of IT services spend world-wide

2006
IT outsourcing 170
project based services 160
support & training 137

total IT services 467

amount in US $ billion

2007 growth
183 7.6%
170 6.3%
143 4.4%
496 6.3%

source: idc, nasscom in “strategic review 2008”.

the healthy growth in world wide IT spends in 2007 over 2006 is shown in chart 1 and the growth in the components of IT services world

wide in 2007 over 2006 is shown in chart 2.
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the major markets and growth in these markets for IT services spend and bpo spend in 2007 is shown in chart 3.

Chart 3 : share of key markets in world-wide IT services spends 2007

ITservices market 2006 (% of total market) growth %
north america 48.0% 7.0%
usa 45.0%

western europe 31.0% 6.0%
asia pacific 15.0% 7.9%
japan 8.0%

india & china (asia)

developing economies 12.0%

latin america 3.0% 11.8%

central europe,
mid-east & africa 3.0% 12.0%
total it spend 100.0%

source: idc, nasscom in “strategic review 2008

as per the nasscom strategic review 2008 , over the next four years, global technology spend is expected to cross usd 2 trillion , growing
at a compounded annual growth rate (cagr) of 5.6 % and outpacing gdp growth in most developed countries. the forecasts for the
components of this global technology spend for 2007 and 2011 period along with the cagr over this period is shown in chart 4. healthy
growth in the overall spending for technology in the markets of interest is expected to continue (chart 4)

chart 4: global technology spending 2007 and 2011 forecasts:

amount in US $ billion

2007 2011 cagr(%)
IT services 496 620 5.7
bpo 462 677 10.0
IT / ITES services 958 1297 7.9
r&d and engineering 802 884 2.5

source: idc, nasscom in “strategic review 2008
chart 5: trend of outsourcing in Global Technology spend:

amount in US $ billion

2007 2011 cagr(%)
IT services 183 242 7.2
bpo 462 677 10.0
IT / ITES services 645 919 9.3

source: idc, nasscom in “strategic review 2008
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the increasing spend on outsourcing and strategic sourcing by global players (chart 5), augers good growth prospects for the indian it ites
industry.

the nasscom strategic review 2008 estimates that the indian it industry has large growth potential in view of the untapped “ global
sourcing of services market “

source: idc, nasscom in “strategic review 2008

the nasscom report estimates that in fiscal 2008 only us $ 70 76 billion of the estimated technology related sourcing from offshore
location was the actual penetration level of the addressable market size of us $ 360 - 440 billion.

the report further estimates that in view of this huge global opportunity, the indian IT could grow at an annual rate greater than25 % and
generate exports of about us $ 60 billion and domestic market us $ 13 15 billion by 2010.

growth of indian information technology industry:
chart 6: share of exports and domestic business india centric view.

amounts in us $ billion

domestic export total
fy 2004 8.3 13.3 21.6
fy 2005 10.2 18.3 28.5
fy 2006 13.2 24.2 37.4
fy 2007 16.3 31.8 48.1
fy 2008 (e) 23.2 40.8 64.0
cagr 29.3 % 32.3% 31.2 %

source: idc, nasscom in “strategic review 2008
industry structure and developments:

rapid technological innovations and changing economic and business conditions are creating an increasingly competitive market
environment. these in turn are driving companies to transform. customers are increasingly demanding improved services at lower
prices. to answer these, companies are using outsourced technology to help improve productivity and manage operations more
effectively getting the benefit of cost arbitrage.

customers are increasingly demanding improved products and services with accelerated delivery schedules..to adequately address
these needs. companies have and are focusing on their competencies and have started using outsourced technology service providers.

the ability to design, develop, implement has become a specific advantage for the companies. the costs of IT services have gone up due
to multiple technology platforms and the cost in general. these have created a growing need for domain specialists in leveraging
technology to achieve business strategies.

there is an ever / increasing need for highly skilled technology professionals in the markets in which we operate. however customers are
conscious not to expand their internal it departments due to ever increasing costs. these in turn have increased the reliance of on the
outsourced technology service providers. the india advantage continues to be of great strength in such circumstances.

increasing trend towards offshore technology services:

as per analysts view, it services and outsourcing purchases during 2008 will grow at 9 to 10 % as compared to 12 % in 2007. however , due to
increased expectations of high quality, cost competitive solutions quality cost, faster delivery, lower labour cost flexibility in scheduling,
effective use of offshore services continue to increase. the quantum is expected to be in the range of us $ 325 billion by 2011 as compared
to about us $ 225 billion in 2006.

the india advantage
cost benefits

nasscom opinion is very clear on this subject with their report suggesting savings from 25 to 50% when work is taken up in india.
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abundant availability

india has a large and high skilled english speaking labour pool according to nasscom, india produces approximately 3.00 million
universities and college graduates including technical graduates annually.

today, the companies are reluctant to expand their internal IT departments and increase their costs. these factors have increased
companies reliance on the outsourced technology service providers.

opportunities for the company for sustaining profitable growth emerge from increasing acceptance of “outsourcing” as a relevant
business strategy on a “globalised” world. this opportunity requires us:

acquire new customers

bid for large outsourcing contracts (fresh or renewal)
cross sell our services to existing clients

expand in new markets as well

the momentum in outsourcing is growing the number of contracts and the number of service providers (contract value us $ 50million) is
growing consistently.

source: nasscom strategic review 2007
some of the key trends in the industry:

clients prefer to place out the outsourcing contract in small lots to multiple vendors rather than select a single vendor.
as outsourcing is becoming a global trend, offshore delivery is now becoming an accepted way of getting services. this will lead to a

healthy availability of it contracts in the future.
clients are demanding delivery excellence.

to achieve and reap the opportunities your company has taken the following steps:

maintained focus on delivery value to clients by making corporate functioning and development centre work in tandem.
strengthened relationship with the existing clients.
maintained focus in ensuring highest levels of customer satisfaction.

further, india is recognized as a premier destination for offshore technology services. a report published by nasscom kpmg indicated
that the total it services and it enabled services export market is projected to grow to us $ 49 billion by 2009.

hence this year and next few years would correspondingly continue to see that such opportunities are taken to our best advantages.
“india has emerged to be the most matured location for offshored it “ - global sourcing - market vista q12008.
the key factors contributing to the growth:

strong government support
time zone advantage.

additional factors critical to successful sustainable and stable technology business would include:

effectively attract and retain high quality professionals your company believes in hiring resources from premier institutions like
isb/ iit / anna university and offers attractive remuneration packages matching it with industry standards and providing them with

friendly working environment.

demonstrate significant domain expertise.

integrate onsite and offshore executing capabilities
increase depth and breath of services

customize business solutions.

develop knowledge of existing and emerging technologies

opportunities:

your company's strategy is in line with these reports. we continue to grow in multiple geographies especially in the northern america.
health care continues to be our key vertical which is currently contributing 43% of income and we propose to grow to 50%.
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strategic acquisitions

a key driver for growth has been the company's strategic acquisitions for creating new capabilities that would drive higher levels of
synergistic growth. the value being generated by these acquisitions has been significant and so far we have seen only the beginning of
synergistic revenue opportunities. we believe that many of the acquisitions we have made in the last few years have become force
multipliers for the company in terms of both revenue growth and improved capabilities. many of the large value deals the company has
been able to bid can be attributed to these acquisitions

outlook, risks and concerns:

the growing share of revenues in europe and asia pacific are a matter of continued interest for us. brand building has been recognized as
one of the key areas where your company will be making significant investments in the coming years. jwt continues to advise the
company on brand building and communications strategies..

the exchange rate mechanism has been very volatile, over the last few months in particular with rupee appreciating significantly against
the dollar. this affects margin from business and creates transaction losses. such volatility would also affect our assets located at various
locations worldwide in terms of their carrying value. we are trying to face the impact by enhancing operational efficiency. we are also
looking at spreading our presence in europe where gbp or euros are the currencies used, which can act as a “hedge” through a diversified
currency basket.

our revenues and expenses are difficult to predict and can vary significantly from period to period, as a result, we may not able to sustain
our previous profit margins or levels of profitability.

our revenues are highly dependent on clients primarily located in the united states and some of these clients are concentrated in certain
industries. economic slowdown or factors that affect the economic health of the united states or these industries may affect our
business.

intense competition in the market for technology services could affect our cost advantages, which could reduce our share of business
from clients and decrease our revenues.

our revenues are highly dependent upon a small number of clients, and loss of any one of our major clients could significantly impact our
business.

legislation in certain countries, in which we operate, including the united states and the united kingdom, may restrict companies in
those countries from outsourcing work overseas.

our failure to complete fixed price, fixed time frame contract within budget and on time may negatively affect our profitability.

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 may engage in acquisitions, strategic investments, strategic partnerships or alliances, or other ventures that may not be successful.
the markets in which we operate are subject to the risk of earthquakes, floods and other natural disasters.

changes in the policies of the government of india or political instability could delay the further liberalization of the indian economy and
adversely affect economic conditions in india, which could impact our business and prospects.

our international expansion plans subject us to risks inherent in doing business internationally.

the company has adequate systems of internal control commensurate with its size and the nature of its operations. these have been
designed to provide reasonable assurance with regard to recording and providing reliable financial and operational information,
complying with applicable statutes, safeguarding assets from unauthorised use or losses, executing transactions with proper
authorisation and ensuring compliance of corporate policies.

strengthening operating procedures

your company has engaged the services of kpmg for strengthening and standardizing operating procedures (sop) across the group,
including the US subsidiaries for selected processes. this would help the management to streamline critical business processes and
inherent risks therein.
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financial highlights

the financial statements are prepared under the historical cost convention, in accordance with indian generally accepted accounting
principles, the accounting standards issued by the institute of chartered accountants of india, the provisions of the companies act, 1956,
and the guidelines issued by security exchange board india board of india, as adopted consistently by the company except where a newly
issued accounting standard requires a change in the accounting policy hitherto in use.

financial highlights 2007-08 2006-07
rs rs
gross revenue from operations 218,26,36,019 183,50,95,054
net revenue from operations 218,26,36,019 183,50,95,054
operating profit (pbidt) 71,17,42,574 62,85,00,609
interest 5,18,26,341 3,88,64,292
profit before depreciation & tax (pbdt) 65,99,16,233 58,96,36,317
depreciation 12,86,19,737 10,08,92,065
profit before tax (pbt) 53,12,96,497 48,87,44,252
provision for taxation 3,94,83,200 3,02,48,400
profit after tax 49,18,13,297 45,84,95,852
provision for deferred tax 3,41,01,300 1,25,71,100
profit after deferred tax (pat) 45,77,11,997 44,59,24,752
balance brought forward 34,36,86,502 38,17,01,478
total profit available for appropriation 80,13,98,499 82,76,26,230
appropriations
special interim dividend - 4,00,20,000
special interim dividend tax - 68,01,400
proposed dividend 3,46,68,494 3,17,26,422
dividend tax 47,91,727 53,91,906
general reserve 30,00,00,000 40,00,00,000
balance carried forward 46,19,38,278 34,36,86,502
income

the company's revenues consist mainly of income from IT services.

the company clocked an impressive growth this year as well. total revenues grew to rs. 218.26 crore from rs. 183.51 crore last year
reflecting a growth rate of 18.94 %

profit after tax increased tors. 45.77 crore fromrs. 44.59 crore showing an increase of 2.64 %
otherincome.

other income comprised interest income of rs.4.24 crore received on deposits placed with banks abroad in foreign exchange and
rupee acccounts. the dividend income of rs.0.65 crore is received from subsidiary.

expenditure.

software services and administrative expenses comprised software services and development expenses of rs.120.19 crore relating to
software consultancy and development, operating expenses, general administrative expenses, and selling expenses forrs. 26.90 crore.

profit before interest ,depreciation and taxes.

the profit before interest, depreciation and taxes is rs.71.17 crore and as a percentage of income , this has come down from 34.25% to
32.61% compared to previous year..
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Interest cost
interest expenses increased to rs.5.18 cr fromrs.3.89 cr due to interest on fccb.
depreciation

depreciation charge has increased from rs. 10.09 cr to 12.86 crin terms of total income , the depreciation charge was 5.89% as against
5.49% in the previous year.

profit before taxes

profit before taxes was rs.53.13 cr as against rs. 48.87 cr in terms of percentage to total income pbt is 24.34% as against 26.63% in
previous year.

provision for taxation

provision is made for income tax on an annual basis, under the tax payable method, based on the tax liability as computed after taking
credit for allowance and exemptions. the company benefits in india from certain tax incentives under section 10 A of the income tax act,
1961 for it services exported from designated software technology parks (stp).in case of matters under appeal, due to disallowances or
otherwise, full provision is made when the said liabilities are accepted by the company.

net profit
the company's net profit as a percentage of income has decreased to 20.97% from 24.30% in previous year.
dividend

the board recommends 15% dividend for the year 2007-08. the dividend payment entails an outflow of rs.3.95 cr including dividend
distribution tax.

share capital
march 31, 2008 march 31, 2007
number valueinrs number valueinrs
opening balance
as of april 1, 2007 2,00,10,000 20,01,00,000 2,00,10,000 20,01,00,000
balance as at march 31
2008 2,31,12,329 23,11,23,290 2,00,10,000  20,01,00,000

reserves and surplus:

the reserves and surplus has increased by rs.75.58 cr and an amount of rs.30.00 cr was transferred to general reserves from profit and loss
account to augment general reserves account.

secured loans

secured loans from banks are secured by a charge on all movable properties of the company subject to prior charges created / to be
created in favour of the company's bankers and is guaranteed by the promoter directors.

unsecured loans

the company had placed US $ 25mn unsecured foreign currency convertible bonds in july 2006 (due 2011) with an option to convert
into equity shares of the company. as on date a total of US $ 8 million stand converted into equity shares and the balance outstanding is

US $ 17 million .
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deferred tax
the deferred tax onaccount of timing difference wasrs. 3,41,01,300
fixed assets

during the year, the company added rs.64.94 cr to its gross block of assets, including investments in leashold land, infrastructure, plant &
machinery, vehicles, furniture & fittings, technology assets, and upgradation of software development centres and training centers to
meet the present trend. capital work in progress as on march 31, 2008 amounting tors. 15.91 cr represents advance paid towards work in
progress. the additions to fixed assets were done to support the continuing expansion of the business.

investments

the investments of rs.2.74 cr represent consideration paid to selling shareholders of helios and matheson north america inc on achieving
certain mile stones as per share purchase agreement and for acquisition of additional shares of helios and matheson north america inc
(formerly tact inc). another rs 2.44 cr was paid to the selling shareholders of the laxmi group inc for purchase of balance 49% holding.

sundry debtors

sundry debtors amount to rs. 70.49 cr representing 118 days sale as against rs.55.20 cr in the previous year representing 110 days sale.
these are considered good and realizable. a significant portion of receivables is since realised.

cash & bank balances
fixed deposits with banks amount to rs 26.67 cr in rupee deposit accounts.
current liabilities

sundry creditors include the amount payable to vendors for the supply of goods and amounts accrued for various other operational
expenses.

other liabilities

this represents share purchase consideration payable in ‘'march 08 to the selling share holders of helios and matheson north america
inc(formerly tact inc) for a sum of rs.9.99 cr (US2.50 mn) as per the share purchase agreement.

fccb

The company has issued fccb for usd 25 mn during the year 2006-07. unless previously converted or repurchased, the company will
redeem the bonds at the accredited principal amount in july 2011, which includes accrued and unpaid amount .such premium is payable
upon the company opting to redeem or repurchase the bonds. since payment of premium is contingent upon certain factors the outcome
of which is not determinable as of now and therefore, the management has treated the amount payable towards premium as contingent.
accordingly, premium payable of rs.8.80 cr would be accounted and adjusted against share premium account in the year of such
redemption or repurchase.

consequent to the conversion of bonds worth US $ 8 mn into equity shares during the year 2007-08 the share premium account stands at
rs.34.21 cr. The outstanding of fccb as at 31st march 2008 isrs.78.31 cr (usd 17 mn)

deferred revenue expenditure

out of fccb issue related expenses of rs.4.65 cr, the company has written off rs.0.99 cr during the year, as the benefit is expected to
accrue over the life of the bonds. The balance amount of rs. 2.97 cr is carried over to the balance sheet under miscellaneous expenses to
the extent not written off or adjusted.



growth in turnover (%)
depreciation / total revenue (%)
pbidt / total revenue (%)
pat / total revenue (%)

pat / networth (%)

book value rs.

eps value rs.

cps value rs.

dividend (%)

dividend per share (%)
expenses / total revenue (%)
debt equity

debtors no.of days

current ratio

2007-08

18.94
5.89
32.61
20.97
25.58
77.42
19.80
25.37
15.00
1.50
67.39
0.57:1
118
3.51:1
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2006-07

51.96
5.50
34.25
24.30
44.92
49.61
22.29
27.33
35.00
3.50
65.75
1.46:1
110
3:80.1
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directors’ report
to the members,

your directors have pleasure in presenting the twelfth annual report together with the audited financials for the year ended march 31,
2008.

financial highlights 2007-08 2006-07
revenue from operations 26,44,1 2,97r; 23,37,24,7?.’;
operating profit 11,05,02,537 9,64,65,767
interest 35,15,059 30,91,204
profit before depreciation & tax 10,69,87,478 9,33,74,553
depreciation 5,72,25,836 4,51,77,738
profit after depreciation and before tax 4,97,61,642 4,81,96,815
provision for taxation 45,12,047 41,26,565
profit after current year tax 4,52,49,595 4,40,70,250
provision for deferred tax 46,44,463 36,52,468
profit after tax 4,06,05,132 4,04,17,782
balance brought forward 13,88,15,322 10,51,71,619
balance of profit 17,94,20,454 14,63,89,401

appropriations

proposed dividend 64,73,573 64,73,573
dividend tax 11,00,507 11,00,507
general reserve 3,00,00,000

balance carried forward 14,18,46,374 13,88,15,321
dividend

your directors recommend a dividend of 25% amounting tors.64,73,573/- at last year level.

prospects

the business prospects are considered bright. the company would continue to focus on its strong domain competency.
directors

mr.diwakar sai yerraretires by rotation and being eligible, offers himself for reappointment.

directors' responsibility statement

pursuant to the requirements under section 217(2AA) of the companies amendment act, 2000 with respect to directors responsibility
statement, it is hereby confirmed:

1. that in the preparation of the annual accounts for the financial year ended 31st march 2008, the applicable accounting standards
have been followed along with proper explanation relating to material departures.

2. that the directors have selected such accounting policies and applied them consistently and made judgements and estimates that
were reasonable and prudent so as to give a true and fair view of the state of affairs of the company at the end of the financial year
and of the profit or loss of the company for the year under review;
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3. that the directors have taken proper and sufficient care for the maintenance of adequate accounting records in accordance with the
provisions of the companies act, 1956 for safeguarding the assets of the company and for preventing and detecting fraud and other

irregularities;

4. that thedirectors have prepared the accounts for the financial year ended 31st march 2008 on a 'going concern’ basis.

particulars of employees

as required by the provisions of section 217 (2A) of the companies act, 1956, read with companies (particulars of employees) rules 1975

as amended the names and other particulars of the employees are set out in the annexure to the directors' report. however as per the

provisions of section 219 (1)(b)(iv) of the companies act, 1956, the report of the companies is being sent to all the shareholders of the

company excluding the aforesaid information. any shareholder interested in obtaining such particulars may write to the registered

office of the company.

auditors

m/s venkatesh & co., chartered accountants, chennai retire at the annual general meeting and are eligible for reappointment. a

certificate under section 224 (1B) of the companies act, 1956 has been received from them.your directors recommend their

appointment at the ensuing annual general meeting.

conservation of energy/technical absorption, research and development/foreign exchange earnings and out-goings:

the provisions of subsection (1) (e) of section 217 of the companies act, 1956, read with the companies (disclosure of particulars in the
report of board of directors) rules, 1988, are set out in hereinunder:

conservation of energy

the operations of your company are not energy-intensive. adequate measures have however been taken to reduce energy consumption
by using energy efficient computer terminals and by the purchase of energy efficient equipment incorporating the latest technology.
your company constantly evaluates new technologies and invests them in its infrastructure to make them more energy efficient. as
energy forms a very small part of the total cost, the impact on cost is not material.

technology absorption, adaptation and innovation

provision of state of the art communication facilities and total technology solutions to its clients contribute to technology absorption
and innovation.

a) total foreign exchange earnings and outgo :

1) total foreign exchange earnings 2 rs. 4,50,39,840
2) total foreign exchange out-go : rs. 3,73,63,620
acknowledgement

your company acknowledges the sustained support it has received from the suppliers, buyers, customers and bankers and thank them for
their co-operation and support.

your directors wish to acknowledge and place on record their appreciation for the services rendered by the employees of the company.
by the order of the board of directors
for helios and matheson it (bangalore) ltd

place: bangalore g.k. muralikrishna
date : august 11, 2008 director
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auditors' report to the members of helios and matheson IT (bangalore) ltd

we have audited the attached balance sheet of helios and matheson IT (bangalore) ltd as at march 31, 2008 and the profit & loss account
of the company for the year ended on that date annexed thereto. these financial statements are the responsibility of the company’s
management. our responsibility is to express an opinion on these financial statements based on our audit.

we conducted our audit in accordance with auditing standards generally accepted in india. those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatements. an audit
includes examining, on a test basis, evidence to support the financial statement amounts and disclosures in the financial statements,
assessing the accounting principles used in the preparation of financial statements, assessing significant estimates made by management
in the preparation of financial statements and evaluating overall financial statement presentation. we believe that our audit provides a
reasonable basis for our opinion.

1. as required by the companies (auditor’s report) order, 2003 issued by the company law board in terms of section 227 (4A) of the
companies act, 1956, we enclose in the annexure a statement on the matters specified in paragraphs 4 & 5 of the said order.

2. further to our commentsin the annexure referred to in paragraph 3 above, we report that

a. we have obtained all the information and explanations which to the best of our knowledge and belief were necessary for
the purpose of our audit.

b. in our opinion, proper books of account as required by law, have been kept by the company, so far as appears from our
examination of such books.

c. the balance sheet and profit and loss account dealt with by this report are in agreement with the books of account.

d. inour opinion, the profit and loss account and balance sheet comply with accounting standards referred to in sub section (3c) of
section 211 of the companies act, 1956.

e. on the basis of written representation received from the directors as at march 31, 2008 and taken on record by the board of
directors, we report that none of the directors is disqualified from being appointed as a director in terms of clause (g) of sub-
section (1) of section 274 of the companies act, 1956.

f. inour opinion and to the best of our information and according to the explanations given to us, the said balance sheet and profit
and loss account read together with the other notes and accounting policies give the information required by the companies act
1956, in the manner so required and give a true and fair view in conformity with the accounting principles generally accepted in
india.

i. insofarasitrelates tothe balance sheet, of the state of affairs of the company asat march 31, 2008.
ii. insofarasitrelated to the profit and loss account, of the profit of the company for the year ended on that date.
for venkatesh & co
chartered accountants
place : bangalore ca. v.dasaraty

date : august 11,2008 partner
m.no.26336
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annexure to the auditors’ report
(referred to in paragraph 3 of our report of even date)

in terms of the information and explanation given to us and the books and records examined by us in the normal course of audit and to
the best of our knowledge and belief, we state as under:

1. a. thecompany has maintained proper records showing full particulars including quantitative details and situation of fixed assets.

the fixed assets of the company have been physically verified by the management at reasonable intervals. no material
discrepancies were noticed on such verification.

c. nosubstantial part of the fixed assets has been disposed off during the year.

2. the company’s nature of operations does not require it hold inventories. accordingly, clause 4(ii) of the companies auditors
report(order), 2003 is not applicable.

3. the company has not granted/taken any loans to companies, firms or other parties covered in the register maintained under section
301 of the companies act, 1956.

4. in our opinion and according to the information and explanations given to us, there are adequate internal control procedures
commensurate with the size of the company and the nature of its business with regard to purchases of stores, raw materials
including components, plant and machinery, equipment and other assets with regard to the sale of goods. no instances of continuing
failure to correct major weaknesses in internal control were noticed.

5. a. inrespect of contractual arrangements entered in the register maintained in pursuance of section 301 of the companies act,
1956 and to the best of our knowledge and belief and according to the information and explanations given to us , where each
if such transactions made in pursuance of contracts or arrangements , is in excess of rs.5 lacs in respect of each party, the
transactions have been made at prices which are prima facie reasonable having regard to the prevailing market prices at the
relevant time.

b. inrespect of sale of goods, payment for services to parties listed in the register maintained under section 301 of the companies
act, 1956, these transactions have been made at prices which are reasonable having regard to prevailing market prices at the
relevant time.

6. the company has not accepted deposits from the public during the year within the meaning of section 58A of the companies act,
1956, and the rules made thereunder.

7. inouropinion, the company has an adequate internal audit system commensurate with the size of the company and the nature of its
business.

the central government has not prescribed the maintenance of cost records under section 209 (1) (d) of the companies act, 1956.

a. according to the records of the company, the company is regular in depositing undisputed statutory dues including provident
fund, income tax, sales tax, customs duty, excise duty, cess and other statutory dues with the appropriate authorities.
according to the information and explanation given to us, no undisputed amounts payable in respect of sales tax, wealth tax,
customs duty and excise duty were outstanding as at march 31, 2008 for a period of more than six months from the date they
became payable.

b. according to the information and explanation produced to us, there are no dues in respect of income tax, sales tax, customs
duty, excise duty and cess that have not been deposited with the appropriate authorities on account of any dispute.

10. the company has no accumulated losses at the end of the financial year. the company has not incurred cash losses in the financial
year under report and in the financial year immediately preceding such financial year.

11. the company has not defaulted in the repayment of dues to financial institutions or banks or debenture holders.

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

13. the company has not given any guarantee for loans taken by others from banks or financial institutions.
14. the company has not obtained term loans during the year.
15. as per the records of the company, funds raised on short-term basis were not used for long term investment and vice-versa.

16. the company has not made any preferential allotment of shares to parties and companies covered in the register maintained under
section 301 of the companies act, 1956.

17. the company has not issued any debentures and hence, creation of securities in respect of debentures does not arise.
18. the company has not raised money by way of public issues.

19. according to the information and explanations furnished to us, no fraud on or by the company has been noticed or reported during
the year.

for venkatesh & co
chartered accountants

place : bangalore ca. v. dasaraty
date :august 11, 2008 partner
m.no.26336
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balance sheet as at march 31, 2008

schedule march 31, 2008 march 31, 2007
rs. rs.
i. sources of funds
1. shareholders' funds
share capital a 2,58,94,290 2,58,94,290
reserves and surplus b 23,70,81,084 20,40,50,031
2. loan funds
secured loans [¢ 1,58,93,358 1,23,27,960
3. deferred tax 2,65,49,599 2,19,05,135
30,54,18,331 26,41,77,416
ii. application of funds
1. fixed assets d
gross block 41,88,03,948 35,80,36,954
less : depreciation 19,68,08,116 14,06,06,285
net block 22,19,95,832 21,74,30,669
2. current assets, loans and advances
sundry debtors e 8,96,15,938 7,74,12,231
cash and bank balances f 30,07,685 22,89,170
work in progress 3,38,71,206 2,97,87,023
loans and advances g 3,45,03,363 2,85,88,305
16,09,98,192 13,80,76,729
3. less: current liabilities &
provisions h 7,75,75,688 9,13,29,983
net current assets 8,34,22,504 4,67,46,747
notes on accounts k

place: bangalore
date : august 11, 2008

for and on behalf of the board

g.k.muralikrishna
director

diwakar sai yerra
director

30,54,18,331

26,41,77,416

as per our report of even date

for venkatesh & co

chartered accountants

ca. v.dasaraty
partner
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profit and loss account for the year ended march 31, 2008

schedule march 31, 2008 march 31, 2007
rs. rs.
income
revenue from operations & other income i 26,44,12,975 23,37,24,775
expenditure
software services & administrative expenses j 15,39,10,438 13,72,59,018
profit before interest, depreciation & tax 11,05,02,537 9,64,65,757
interest 35,15,058 30,91,204
profit before depreciation & tax 10,69,87,478 9,33,74,553
depreciation 5,72,25,836 4,51,77,738
profit after depreciation & before tax 4,97,61,642 4,81,96,815
provision for taxation 45,12,047 41,26,565
profit after current year tax &
before deferred tax provision 4,52,49,595 4,40,70,250
deferred tax provision 46,44,463 36,52,468
profit after tax 4,06,05,132 4,04,17,782
balance brought forward from previous year 13,88,15,322 10,59,71,619
balance of profit 17,94,20,454 14,63,89,401
appropriations
proposed dividend 64,73,573 64,73,573
dividend tax 11,00,507 11,00,507
general reserve 3,00,00,000
balance carried forward 14,18,46,374 13,88,15,321
notes on accounts k
as per our report of even date
for venkatesh & co
for and on behalf of the board chartered accountants
place: bangalore g.k.muralikrishna diwakar sai yerra ca. v.dasaraty

date : august 11, 2008 director director partner
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schedules forming part of the accounts

march 31, 2008 march 31, 2007

schedule - a : share capital
authorised

1,00,00,000 equity shares of rs.10 each
issued,subscribed and fully paid up
25,89,429 equity shares of rs 10 each
fully paid up

schedule - b : reserves and surplus

p & l account

general reserve
share premium
capital reserve

schedule - c : secured loans

from bank
other

schedule - e : sundry debtors (unsecured, considered good)

outstanding for less than six months
other debts

schedule - f : cash & bank balances

balance with scheduled banks in
i. foreign currency
ii. current accounts

schedule - g : loans and advances (unsecured considered good)

advances recoverable in cash or in kind or
for value to be received

schedule - h : current liabilities and provisions

sundry creditors
proposed dividend
provision for dividend tax
provision for taxation

rs.

10,00,00,000

2,58,94,290

14,18,46,374
3,00,00,000
6,39,85,710
12,49,000

23,70,81,084

1,56,33,807
2,59,551

1,58,93,358
7,59,47,273
1,36,68,665

8,96,15,938

29,84,404
23,281

30,07,685

3,45,03,363
3,45,03,363
6,54,89,561
64,73,573
11,00,507

45,12,047

7,75,75,688

rs.

10,00,00,000

2,58,94,290

13,88,15,321

6,39,85,710
12,49,000

20,40,50,031

1,18,26,474
5,01,486

1,23,27,960

5,91,22,627
1,82,89,604

7,74,12,231

22,50,170
39,000

22,89,170

2,85,88,305
2,85,88,305
7,96,29,337
64,73,573
11,00,507

41,26,565

9,13,29,983



helios and matheson it (bangalore) ltd |annual report 2007-08 87

schedules forming part of the accounts

march 31, 2008 march 31, 2007

rs. rs.
schedule - i : revenue from operations
income from software sales & services 26,24,55,968 23,36,46,747
other income 19,57,007 78,028
26,44,12,975 23,37,24,775
schedule - j : software services and administrative expenses
software services and development expenses 10,04,29,517 7,24,83,995
rent and amenities 10,68,440 9,96,320
postage telegram & telephones 35,335 28,597
printing & stationery 4,47,236 8,65,849
repairs & maintenance 14,21,582 14,11,996
travelling & conveyence 20,92,900 17,48,722
advertisement & promotional expenses 25,657 32,650
subscription 22,085 54,164
rates & taxes 4,24,336 4,81,888
service charges 35,50,209 45,53,031
professional charges 4,06,88,657 5,45,26,759
bank charges 2,35,085 75,047
miscellaneous expenses 34,69,399 -
15,39,10,438 13,72,59,018
schedule - d : fixed assets .
(inrs.)
gross block depreciation net block
opening . . closing opening . closing as on as on
Asset 1.4.07 additions deletion 321!?3?38 as on 1.4.07 for the year deletion 3??3?38 31.3.2008 31.3.2007
leasehold building 10,13,633 . - 10,13,633 93,033 16,522 - 1,09,556 9,04,077 9,20,600
plant & machinery 33,33,22,511  6,16,03,391 10,24,000  39,39,01,902  13,27,35707  5,56,71,101 10,24,000 18,73,82,808  20,65,19,094 20,05,86,805
air conditioners 10,13,282 - - 10,13,282 4,61,025 48,131 - 5,09,156 5,04,126 5,52,257
electricals installations 33,03,704 - - 33,03,704 15,50,347 2,09,124 - 17,59,472 15,44,232 17,53,357
office equipment 32,15,997 1,55,540 - 33,71,536 14,27,364 1,96,938 - 16,24,302 17,47,235 17,88,633
furniture & fixtures 1,43,11,162 32,064 - 1,43,43,226 36,70,005 9,07,637 - 45,77,642 97,65,584 1,06,41,157
motor vehicles 18,56,665 - - 18,56,665 6,68,799 1,76,383 - 8,45,182 10,11,483 11,87,866
total 35,80,36,954  6,17,90,995 10,24,000 41,88,03,948 14,06,06,280 5,72,25,836 10,24,000 19,68,08,116 22,19,95,832 21,74,30,669

(28,14,19,863)  (7,66,31,449)  (14,358) (35,80,36,954)  (9,54,41,050) (4,51,77,738) (12,503) (14,06,06,280) (21,74,30,673) (18,59,78,803)
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schedule-k notes to accounts and significant accounting policies
the significant accounting policies

a. accounting convention and concepts:
save as otherwise stated separately, the company follows the historical cost convention and the mercantile system of accounting
where the income and expenditure are recognized on accrual basis.

b. income
income coincides with supply/delivery unless otherwise contractually agreed or required to be delivered latter under generally
accepted business practices.

c. fixedassets
the fixed assets are valued at cost less depreciation. cost includes all incidental expenses incurred for acquisition of assets.

d. impairment of assets

as per accounting standard 28, the company assesses at each balance sheet date whether there is any indication that an asset
including good will is impaired. if any such indication exists, the company estimates the recoverable amount of the asset. if such
recoverable amount of the asset is less than the carrying amount then carrying amount is reduced to recoverable amount. the
reduction is treated as impairment and recognized in profit and loss account. if at the balance sheet date there is an indication that
a previously assessed impairment loss no longer exists, the recoverable amount is reassessed and the asset is reflected at the
recoverable amount subject to a maximum of depreciated historical cost. in respect of goodwill the impairment loss will be
reversed only when it was caused by specific external events and their effects have been reversed by subsequent events. during the
year no such impairment has occurred.

e. revenuerecognition
revenue from software services and projects comprise income from time and material and fixed price contracts. revenue from time
and material contracts is recognized on the basis of software developed and billable in accordance with terms of the contracts with
the clients. revenues from fixed price contracts is recognized using percentage of completion of method calculated as a percentage
of the cost of efforts incurred up to the reporting date to estimated total cost of efforts. maintenance revenue is recognized over
the period of underlying maintenance contracts.

unbilled revenue primarily comprises the revenue recognized in relation to efforts incurred up on fixed price, fixed time frame
contracts until the balance sheet date.

f. taxesonincome
provision is made for income tax on an annual basis, under the tax payable method, based on the tax liability as computed after
taking credit for allowances and exemptions. in case of matters under appeal, due to disallowances or otherwise, full provision is
made when the said liabilities are accepted by the company.

deferred tax is recognized, subject to the consideration of prudence, on timing differences, being the difference between taxable
incomes and accounting income that originate in one period and are capable of reversal in one or more subsequent periods.

deferred tax assets are not recognized on unabsorbed depreciation and carry forward of losses unless there is virtual certainty that
sufficient future taxable income will be available against which such deferred tax assets can be realized as per as-22 “accounting
for taxes on income” issued by the institute of chartered accountants of india”.

g. depreciation
the depreciation has been provided on the basis of straight line method adopting the rates and the manner as provided in schedule
xiv to the companies act, 1956,

h. employees retirement and other benefits

1) the company's contribution to the provident fund account is made to the provident fund commissioner and charged to the profit
and loss account.

2) anamountorrs. 6,92,902 has been provided for in the year 2007-2008 (46,212 for 2006-2007) towards the company's liability to
gratuity as per the payment of gratuity act, 1972.

i. foreign currency transactions (other than fixed assets)

the transactions in foreign currency are recorded in the books by applying the exchange rate prevailing as at the date of the
transaction. all outstanding asset and liabilities as at the balance sheet date have been restated at the closing rate. further the
gain or loss on account of fluctuations in exchange rate has been recognized in the profit and loss account.

1.the company is registered as a software technology park under the software technology park scheme. consequently the company
is entitled to tax holiday under sec 10A of the income tax act, 1961 in respect of its earnings from the stp division.
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schedule-k notes to accounts and significant accounting policies
foreign currency transaction :

a. earnings in foreign exchange

foreign exchange inflow 2007-2008 2006-2007
rs. rs.
i. services provided 4,50,39,840 3,83,16,612

b. expenditure in foreign currency during the financial year on account of royalty, know-how, professional, consultation fees,
repayment of loan, interest and other matters.

foreign exchange outflow 2007-2008 2006-2007

rs. rs.
1. travelling expenses 6,53,993 1,58,113
2. maintenance allowance - 1,78,248
3. professional charges & others 3,55,57,639 73,56,152
4. repayment of loan 68,84,601 76,84,162
5 repayment of interest 11,49,390 16,08,288

the security details of secured loans are as follows:

1) he company has availed a cash credit facility from state bank of india with a limit rs.2.25 crore and the security details are as
follows:

a) chargeon fixed and current assets of the company.

b) equitable mortgage of residential flat belonging to a promoter of the holding company.

c) personal guarantee of the directors.

4. sundry creditors includes amount due to ssi, micro, small and medium enterprises as on 31.03.08 : rs.nil (nil) with available
information from micro, small and medium enterprises regarding their registration with central/state government authorities the
disclosure as per sec 23 of the micro small medium enterprises development act 2006 is made.

5. the figures for the previous year have been regrouped and reclassified wherever necessary for comparison purposes.

as per our report of even date
for venkatesh & co

for and on behalf of the board chartered accountants

place: bangalore g.k.muralikrishna diwakar sai yerra ca. v.dasaraty
date : august 11, 2008 director director partner
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balance sheet abstract and company's general business profile as per part iv of
schedule vi to the companies act, 1956

i.  registration details
registration no. 17762 state code 038
balance sheet date 31 03 20038
ii. capital raised during the year (rs. in 000's)
public issue N1 L rights issue NI L
bonus issue NI L private placement N 1L
iii. position of mobilisation and deployment of funds

source of funds

total liabilities 305418 total assets 305418
paid-up capital 25894 reserves & surplus 237081
secured loans 15893 unsecured loans NI L
deferred tax 26550

iv. application of funds
net fixed assets 221996 investments NI L
net current assets 83422 misc. expenses NI L

v.  performance of the company

turnover 264413 total expenditure 214651
+-- profit before tax +49762 +--profit after tax +40605
earnings per share 15 .68 dividend rate 25.00

(annualised) in rs.

vi. generic names of the three principal products / services of company

item code no. (itc code) not appl icabl e
product description software development
product description software services
place: bangalore g.k. muralikrishna diwakar sai yerra

date : august 11, 2008 director director
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to the board of directors and stockholders
of maruthi consulting, inc
santaclara, CA

we have compiled the accompanying balance sheet of maruthi consulting, inc as of march 31, 2008, and the related statements of
income, retained earnings and statement of cash flow for the year then ended, in accordance with statements of standards for
accounting and review services issued by the american institute of certified public accountants.

a compilation is limited to presenting in the form of financial statements information that is the representation of management. we
have not audited or reviewed the accompanying consolidated financial statements and, accordingly, do not express an opinion or any
other form of assurance on them.

the chugh firm
august 11, 2008

directors’ report

to the stock holders of

maruthi consultinginc.,

your directors are pleased to present the financials compiled by independent accountant along with compilation report of the chugh
firm, cpa, usa independent accountant for the year ended march 31 2008

financial highlights (fig in us$). march 31,2008 march 31, 2007
revenue 10,183,044 8,787,051
operating profit 344,411 414,371
other income 3 25
netincome 344,414 414,396
pat 344,414 414,396

performance & prospects

the company registered an increase of 16% in revenue as compared to the previous year. however, there was a pressure on net margins
due torising costs.

El;ze ;nggtrr;]?’ ;3?)8 for and on behalf of the board

g.k.muralikrishna
director
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balance sheet as at march 31, 2008

schedule march 31, 2008 march 31, 2008 march 31, 2007 march 31, 2007

usd rs usd rs
. sources of funds
. shareholders’ funds
. share capital a 45,765 18,29,239 45,765 19,94,909
. additional paid in capital 1,872,635 7,48,49,209 1,872,635 8,16,28,147
. reserves and surplus b 1,615,832 6,45,84,813 1,417,764 6,18,00,341
. deferred tax 381,584 1,52,51,912 471,698 2,05,61,307
3,915,816  15,65,15,174 3,807,862 16,59,84,704
. application of funds
. fixed assets
Goodwill 1,681,392 6,72,05,226 1,681,392 7,32,91,864
gross block 125,948 50,34,142 103,924 45,30,058
less : depreciation (91,257) (36,47,542) (84,718) (36,92,858)
net block 1,716,083 6,85,91,826 1,700,598 7,41,29,065
. current assets,
loans and advances
. sundry debtors C 2,207,777 8,82,44,836 1,992,420 8,68,49,588
. cash and bank balances d 189,542 75,75,994 297,804 1,29,81,262
. loans and advances e 270,882 1,08,27,144 221,993 96,76,691
2,668,201 10,66,47,974 2,512,217 10,95,07,541
. less: current liabilities &
provisions f 468,467 1,87,24,626 404,953 1,76,51,901
net current assets 2,199,734 8,79,23,348 2,107,264 9,18,55,640
3,915,816 15,65,15,174 3,807,862 16,59,84,704

notes forming part of the accounts i

profit and loss account for the year ended march 31, 2008

schedule march 31, 2008 march 31, 2008 march 31, 2007 march 31, 2007

notes forming part of the accounts

usd rs usd rs
income:
revenue from operations g 10,183,047 42,54,47,704 8,787,076 38,75,10,047
10,183,047 42,54,47,704 8,787,076 38,75,10,047
i. expenditure:
software services & administrative
expenses h 9,832,094 41,07,84,887 8,365,587 36,89,22,387
profit before interest depreciation
& tax 350,953 1,46,62,816 421,489 1,85,87,660
profit before depreciation & tax 350,953 1,46,62,816 421,489 1,85,87,660
Depreciation 6,539 2,73,199 7,093 3,12,801
profit after depreciation & before tax 344,414 1,43,89,617 414,396 1,82,74,859
profit after tax (pat) 344,414 1,43,89,617 414,396 1,82,74,859
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schedules forming part of the accounts

march 31, 2008 march 31, 2008 march 31, 2007 march 31, 2007

usd rs usd rs
i. income:
schedule - a : stockholders’ equity
authorised
common stock, no par value, 100,000 shares
issued,subscribed and fully paid up
10,000 shares issued and outstanding 45,765 18,29,239 45,765 19,94,909
additional paid in capital 1,872,635 7,48,49,209 1,872,635 8,16,28,147
schedule-b : reserves and surplus
a. retained earnings 1,417,764 5,66,68,035 1,186,492 5,17,19,199
less: prior period adjustment (146,346) (58,49,450) (183,124) (79,82,375)
e. profit & loss account 344,414 1,43,89,617 414,396 1,82,74,859
d. accumulated forign currency translation adjustment - (623,389) - (2,11,342)
1,615,832 6,45,84,813 1,417,764 6,18,00,341
schedule -c : sundry debtors
(unsecured,considered good)
a. debts outstanding for a period exceeding six months
b. other debts 2,207,777 8,82,44,836 1,992,420 8,68,49,588
2,207,777 8,82,44,836 1,992,420 8,68,49,588
schedule -d : cash & bank balances
a. balances with banks 189,542 75,75,994 297,644 1,29,74,288
b. cash on hand - - 160 6,974
189,542 75,75,994 297,804 1,29,81,262
schedule -e : loans and advances
(unsecured,considered good)
advances recoverable in cash or in kind or
for value to be received 270,882 1,08,27,144 221,993 96,76,691
270,882 1,08,27,144 221,993 96,76,691
schedule - f :current liabilities and provisions
a. accounts payable 219,063 87,55,948 221,763 96,66,649
b. taxes payable current 249,404 99,68,678 183,190 79,85,252
468,467 1,87,24,626 404,953 1,76,51,901
schedule - g :revenue from operations
a. income from software sales & services 10,183,044 42,54,47,578 8,787,051 38,75,08,945
b. other income 3 125 25 1,103

10,183,047  42,54,47,704 8,787,076  38,75,10,047
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schedules forming part of the accounts

march 31, 2008 march 31, 2008 march 31, 2007 march 31, 2007

usd rs usd rs
schedule -h:
software services and administrative expenses
software services and development expenses 9,462,689 39,53,51,146 8,040,914 35,46,04,307
staff welfare 16,240 6,78,507 72,637 32,03,292
rent and amenities 93,786 39,18,379 42,273 18,64,239
postage telegram & telephones 22,433 9,37,251 9,780 4,31,298
printing & stationery 1,159 48,423 2,430 1,07,163
repairs & maintenance 6,076 2,53,855 843 37,176
travelling & conveyence 46,702 19,51,210 35,782 15,77,986
advertisement & promotional expenses 80,751 33,73,777 102,741 45,30,878
bad debts written off 24,535 10,25,072 18,878 8,32,520
rates & taxes 591 24,692 1,624 71,618
miscellaneous expenses 5,332 2,22,771 3,604 1,58,936
professional & consultancy charges 64,550 26,96,899 28,184 12,42,914
bank charges 1,393 58,200 1,311 57,815
subscription 5,857 2,44,705 4,586 2,02,243
9,832,094 41,07,84,887 8,365,587 36,89,22,387

statement of significant accounting policies
schedule -i
history and nature of business

the maruthi consulting, inc (the "company”) was incorporated in the state of california in 1999 and provides information
technology consulting, programming services and project management to clients worldwide.

during the year 2004, the company's all stockholders sold their 100% interest in the company to helios and matheson information
technology, limited ("h and m"), a foreign corporation. no new debt was assumed by the company in the transaction and (h and m)
elected to not "push down" the acquisition to the financial statements. therefore, the accompanying financial statements are
reflected on a historical cost basis as in prior years. in february 2005, the company's non operative affiliate (maruthi consulting
inc, a california corporation) merged with the company.

the company was formally known as "maruthi infotech, inc but changed its name to "maruthi consulting inc” by amending its
articles of incorporation on march 09, 2005.

accounting method

the company uses the accrual method of accounting for financial reporting and cash method of accounting for income tax
reporting.

use of estimates

the preparation of the financial statements are in conformity with generally accepted accounting principles and requires
managements to make estimates and assumptions that affect certain reported amounts and disclosures. accordingly, actual
results could differ from those estimates.
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cash and cash equivalents
cash and cash equivalents generally consist of cash and certificate of deposit with maturities of three months or less.
concentration of credit risk

the company maintains cash balances at financial institutions that are secured by the federal deposit insurance corporation up to
US $ 100,000 for each institution. during the year on many occasions the cash balance exceeded the federal allowed insured limit.

the company performs periodic credit evaluations of its customers and maintains allowances for potential uncollectible amount as
deemed necessary. the company generally does not require collateral to secure its accounts receivable. the company estimates
credit losses based on management’s evaluation of historical experience and current industry trends. although the company
expects to collect amount due, actual collections may differ from the estimated amounts.

revenue recognition
for consulting services revenue is recognized in the period that services are provided by the company.
property and equipment

property and equipment are recorded at cost and are depreciated using the straight-line method over the estimated useful lives of
the related assets, ranging from five to seven years . depreciation expense for the year ended march 31, 2008 was US $6,539.

maintenance and repairs are charged to expense as incurred. renewals and improvements of a major nature are capitalized. gains
or losses are recognized upon sale or disposal of assets.

goodwill & other intangible assets

intangible assets consist of goodwill paid by h and m to the outgoing stockholders of the company in 2004. h and m has elected to
"push down" the additional acquisition cost of $1,681,692 to the financial statements of the company.

the company adopted sgas 142 goodwi1l and. other intangible, assets (sfas 142), sfas 142 requires that goodwill and intangible
assets with indefinite lives no longer be amortized but instead be measured for impairment at least annually, or when events
indicate. during the year march 2008, 'he company was not required to record any impairment on goodwill .

income taxes

the company accounts for income taxes in accordance with statement of financial accounting standards no. 109, "accounting for
income taxes ", which requires an asset and liability approach to financial accounting and reporting for income taxes. deferred
income tax assets and liabilities are computed annually for differences between the financial statement and tax basis of assets
and liabilities that will result in taxable or deductible amounts in the future based on enacted tax laws and rates applicable to the
periods in which the differences are expected to affect taxable income. valuation allowance is established when necessary to
reduce deferred tax assets to the amount expected to be realized.

note 1 - accrued expenses
as of march 31,2008 accrued expenses consist of the following
accrued vacation $29,949

$29.949

note 2 - employee benefit plan

the company has a 401 (k) plan which is available to eligible employees through payroll deductions within statutory and plan
limits. The company does not make any contribution to the plan but pays for the administrative costs of the plan.
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directors’ report

to the stock holders of
the laxmi group inc

your directors are pleased to present the financials along with compilation report of the chugh firm, cpa, ca, usa independent accountant
for the year ended march 31, 2008 .

financial highlights (fig in USS). march 31,2008 march 31, 2007
revenue 8,964,118 9,281,688
ebitda 325,110 399,651
interest 256 1,851
depreciation 6,282 10,636
net income 318,572 387,164
dividend - 60,000
performance

there is aslight fall in the revenue due to recession in the US and global markets.

prospects

the company’s business prospects continue to look bright and would improve in the current year.

dividend

In view of the need for funds for business operations, the directors have not recommended any dividend.

directors

mr.shankar n.ram left the board of the company during the year consequent to selling his 49% stake to the holding company.

place : california.
date : august 11,2008

accountant's compilation report

to the board of directors
the laxmi group, inc.
santa clara, ca

we have compiled the accompanying balance sheet of the laxmi group, inc., as of march 31, 2008 and the related statement of income,
statement of changes to stockholder' equity and statement of cash flow for the year then ended, in accordance with statements on
standards for accounting and review services issued by the american institute of certified public accountants.

a compilation is limited to presenting in the form of financial statements information that is the representation of management. we
have not audited or reviewed the accompanying financial statements and, accordingly, do not express an opinion or any other form of
assurance on them.

the chugh firm
august 11, 2008
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balance sheet as at march 31, 2008

schedule march 31, 2008 march 31, 2008 march 31, 2007 march 31, 2007

usd rs usd rs
i. sources of funds
1. shareholders’ funds
a. share capital a 1,000 39,970 1,000 43,590
b. additional paid in capital 15,600 6,23,532 15,600 6,80,004
c. reserves and surplus b 1,346,129 5,38,04,767 1,148,289 5,00,53,918
2. loan funds
unsecured loans C 191,800 76,66,246
3. deferred tax 84,027 33,58,554 232,898 1,01,52,024
1,638,556 6,54,93,068 1,397,787 6,09,29,535
ii. application of funds
1. fixed assets
(i) gross block 112,703 45,04,730 111,831 48,74,713
less : depreciation 98,393 39,32,768 92,111 40,15,118
net block 14,310 5,71,962 19,720 8,59,595
2. current assets,
loans and advances
a. sundry debtors d 2181,243 8,71,84,288 1,885,130 8,21,72,817
b. cash and bank balances e 194,861 77,88,598 22,612 9,85,657
c. loans and advances f 92,562 36,99,720 279,569 1,21,86,413
2468,667 9,86,72,605 2,187,311 9,53,44,886
3. less: current liabilities &
provisions g 844,421 3,37,51,499 809,244 3,52,74,946
net current assets 1,624,246 6,49,21,106 1,378,067 6,00,69,941
1,638,556 6,54,93,068 1,397,787 6,09,29,535

notes forming part of the accounts j
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profit and loss account for the year ended march 31, 2008

schedule march 31, 2008 march 31, 2008 march 31, 2007 march 31, 2007

usd rs usd rs
i. income:
revenue from operations h 8,964,118 37,45,20,852 9,281,688 40,93,22,441
8,964,118 37,45,20,852 9,281,688 40,93,22,441
ii. expenditure:
software services & administrative
expenses i 8,639,008 36,09,37,763 8,882,037 39,16,97,832
profit before interest depreciation
& tax (pbidt) 325,110 1,35,83,089 399,651 1,76,24,609
Interest 256 10,696 1,851 81,629
profit before depreciation & tax 324,854 1,35,72,393 397,800 1,75,42,980
depreciation 6,282 2,62,462 10,636 4,69,048
profit after depreciation
& before tax 318,572 1,33,09,931 387,164 1,70,73,932
profit after tax (pat) 318,572 1,33,09,931 387,164 1,70,73,932
appropriation
proposed dividend - - 60,000 26,46,000
balance carried to balance sheet 318,572 1,33,09,931 327,164 1,44,27,932

notes to accounts j

schedules forming part of the accounts

march 31, 2008 march 31, 2008 march 31, 2007 march 31, 2007

usd rs usd rs
schedule - a : stockholders’ equity
authorised
common stock, no par value, 1,000,000 shares
issued,subscribed and fully paid up
1,000,000 shares issued and outstanding 1,000 39,970 1,000 43,590
additional paid in capital 15,600 6,23,532 15,600 6,80,004
schedule-b : reserves and surplus
a. retained earnings 1,148,289 4,58,97,103 1,039,349 4,53,05,223
b. profit & loss account 318,572 1,33,09,931 327,164 1,44,27,932
c. prior period adjustment (120,732) (48,25,652) (218,224) (95,12,384)
d. accumalated forign currency
translation adjustment (5,76,615) (1,66,854)
1,346,129 5,38,04,767 1,148,289 5,00,53,918

schedule - ¢ : unsecured loans

unsecured loan 191,800 76,66,246 -
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schedules forming part of the accounts
schedule - d
sundry debtors
(unsecured, considered good)
a. debts outstanding for a period exceeding six months - - - -
b. other debts 2,181,243 8,71,84,642 1,885,130 8,21,72,817
2,181,243 8,71,84,642 1,885,130 8,21,72,817
schedule -e
cash & bank balances
a. balances with banks 194,712 77,82,642 22,472 9,79,554
b. cash on hand 149 5,956 140 6,103
194,861 77,88,598 22,612 9,85,657
schedule -f : loans and advances
(unsecured,considered good)
advances recoverable in cash or in kind or
for value to be received 92,562 36,99,720 279,569 1,21,86,413
92,562 36,99,720 279,569 1,21,86,413
schedule g :current liabilities and provisions
a. accounts payable 588,124 2,35,07,308 500,084 2,17,98,662
b. proposed dividend - - 60,000 2,615,400
c. provision for taxation 256,297 1,02,44,191 249,160 1,08,60,884
844,421 3,37,51,499 809,244 3,52,74,946
schedule - h :revenue from operations
a. income from software sales & services 8,964,118 37,45,20,852 9,263,905 40,85,38,211
b. other income - - 17,783 7,84,230
8,964,118 37,45,20,852 9,281,688 40,93,22,441
schedule - i :
software services and administrative expenses
software services and development expenses 8,424,661 35,19,82,331 8,530,186 37,61,81,203
staff welfare 18,415 7,69,371 - -
rent and amenities 20,006 8,35,834 33,123 14,60,724
postage telegram & telephones 11,937 498,724 14,775 6,51,578
printing & stationary - - 1,220 53,802
repairs & maintenance 2,462 1,02,852 1,479 65,224
travelling & conveyance 15,231 6,36,355 66,868 29,48,879
advertisement & promotional expenses 4,971 2,07,700 39,689 17,50,285
bad debts written off 5,944 2,48,325 1,205 53,141
rates & taxes 58,992 24,64,691 81,238 35,82,596
Insurance 15,230 6,36,289
miscellaneous expenses 753 31,463 4,961 2,18,780
professional service charges 59,052 24,67,202 101,748 44,87,087
bank charges 1,022 42,699 542 23,902
commission expenses 333 13,926 4,803 211,812
subscription - - 200 8,820

8,639,008 36,09,37,763 8,882,037 39,16,97,832
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summary of significant accounting policies and notes to accounts
schedulej
history and nature of business
the laxmi group inc. (the "company”) was incorporated in the state of california in 1994 and provides information technology
consulting, programming services and project management to clients worldwide. helios and matheson hold 100% stock of the
company, 51% of which was acquired from the sole shareholder in 2001 and remaining 49% in 2007. no new debt was assumed by the
company in the transaction and helios and matheson elected to not "push down" the acquisition to the financial statements.
therefore, the accompanying financial statements are reflected on a historical cost basis as in prior years.
accounting method
the company uses the accrual method of accounting for financial reporting and for income tax reporting.
use of estimates
the preparation of the financial statements in conformity with generally accepted accounting principles requires management to
make estimates and assumptions that affect certain reported amounts and disclosures. accordingly, actual results could differ from
those estimates.
cash and cash equivalents
cash and cash equivalents generally consist of cash and certificates of deposit with maturities of three months or less.

concentration of credit risk

the company maintains cash balances at financial institutions that are secured by the federal deposit insurance corporation up to
$100,000 for each institution. during the year on many occasions the cash balance exceeded the federal allowed insured limit.

the company performs periodic credit evaluations of its customers and maintain allowances for potential uncollectible amounts as
deemed necessary. the company generally does not require collateral to secure its accounts receivable. the company estimates
credit losses based on management’s evaluation of historical experience and current industry trends. although the company
expects to collect amount due, actual collections may differ from the estimated amounts.

revenue recognition

for consulting services, revenue is recognized in the period that services are provided by the company.

property and equipment

property and equipment are recorded at cost and are depreciated using the straight-line method over the estimated useful lives of
the related assets, ranging from five to seven years. depreciation expense for the year ended march 31, 2008 was $6,282.

maintenance and repairs are charged to expense as incurred. renewals and improvements of a major nature are capitalized. gainsor
losses are recognized upon sale or disposal of assets.

income taxes

the company accounts for income taxes in accordance with statement of financial accounting standards no. 109, “ accounting for
income taxes”, which requires an asset and liability approach to financial accounting and reporting for income taxes. deferred
income tax assets and liabilities are computed annually for differences between the financial statement and tax basis of assets and
liabilities that will result in taxable or deductible amounts in the future based on enacted tax laws and rates applicable to the periods
in which the differences are expected to affect taxable income. valuation allowance is established when necessary to reduce
deferred tax assets to the amount expected to be realized.

note 2 - accounts receivable

the company uses the aging of the accounts receivable method for valuation of allowance for doubtful accounts. accordingly, the
company has written off all accounts that are deemed uncollectible. therefore, accounts receivable represents the net realizable
value.

note 3 - accrued expenses

as of march 31, 2008, accrued expenses consist of the following:

accrued payroll expenses $49,980
accrued vacation 34,082
other accrued expenses 6,409
total deferred tax liability $90,471

note 4 - employee benefit plan

the company has a 401 (k) plan which is available to eligible employees through payroll deductions within statutory and plan limits.
the company does not make any contributions to the plan but pays for the administrative costs of the plan.
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helios and matheson (singapore) pte limited
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ramachandiran v.

ramadas v.

auditors b sharma & co, certified public accountants
singapore
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balance sheet as at march 31, 2008

assets march 31, 2008  march 31, 2008 march 31, 2007  march 31, 2007
usd rs. usd rs.

current assets:
bank balance 1,544 61,714 1,644 71,662
pre-operative expenses 8,751 3,49,777 8,651 3,77,097
10,295 4,11,491 10,295 4,48,759

liabilities and stockholders' equity
current liabilities:

accounts payable 8,031 3,20,999 8,131 3,54,430

outstanding expenses 2,263 90,452 2,163 94,285

stockholders' equity:

2 shares of us $ 0.57 (s$1) each fully paid up 1 40 1 44
10,295 4,11,491 10,295 4,48,759

statement of income & retained earnings for the period ended march 31, 2008

the company was formed on july 11, 2001. the authorized share capital of the company is s$ 100000 divided into 100000 ordinary shares
of s$1 each. the company is yet to start its operations.

) for and on behalf of the board
place: chennai v. ramachandiran g.k.muralikrishna
date : august 8, 2008 director director
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balance sheet as at march 31, 2008

march 31, 2008 march 31, 2008 march 31, 2007 march 31, 2007

usd rs. usd rs.
assets
investments (unquoted) ( schedule a) 1,600,000 6,39,52,000 1,000,000 4,35,90,000
other assets:
preliminary /deferred revenue
expenses (schedule b)
(related to incorporation/preoperational
expenses-not written off) 11,164 4,46,225 7,497 3,26,794
bank balance 513 20,505
receivable 191,800 76,66,246 91,800 40,01,562
total assets 1,803,477 7,20,84,976 1,099,297 4,79,18,356

liabilities and stockholders' equity

current liabilities:

accounts payable 203,477 81,32,976 99,297 43,28,356
stockholder's equity (see schedule c)

common stock: no par value,

2941(1500) shares 1,600,000 6,39,52,000 10,00,000 4,35,90,000
issued and outstanding.
total liabilities 1,803,477 7,20,84,976 1,099,297 4,79,18,356

statement of income & retained earnings for the year ended march 31,2008

the company was formed on august 1, 2001. the company is yet to start its operations. the company has made a 51% investment in
august'2001 in the equity of the laxmi group inc, california. further the company has made equity investment during the year for the
balance 49% equity investment the laxmi group inc, california. since there are no revenue activities during the year under review, no
profit & loss account is prepared.

schedules
a investments march 31, 2008 march 31, 2008 march 31, 2007 march 31, 2007
usd rs usd rs
quoted
unquoted
1000000 (510000) shares of common stock fully
paid up in the laxmi group inc, california 1,600,000 6,39,52,000 1,000,000 4,35,90,000
6,39,52,000 - 4,35,90,000
b. deferred revenue /preliminary expenses
expenses incurred on company formation 2,500 99,925 2,500 1,08,975
expenses incurred on tax return filing. 1,480 59,156 1,480 64,513
expenses incurred on accountancy &audit
related advice 7,184 2,87,144 3,517 1,53,306
11,164 4,46,225 7,497 3,26,794
c. stockholders equity
common stock, no par value, 2941(1500) shares,
issued and fully paid up 1,600,000 6,39,52,000 1,000,000 4,35,90,000

note : all shares are issued to & owned by helios and matheson it ltd, a company incorporated in india .the company is a wholly owned
subsidiary of helios and matheson it ltd,india.

for and on behalf of the board
place: chennai v. ramachandiran g.k.muralikrishna
date : august 8, 2008 director director
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jayamaruthi software systems limited

board of directors muralikrishna g.k.
ramachandiran v.

diwakar sai yerra

auditors venkatesh & co chartered accountants, chennai

registered office 50, arya gowda road, chennai - 600 033
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directors’ report
to the members of the company

your directors have great pleasure in presenting their annual report on the operations of your company for the year ended 31- march
2008.

financial highlights 2007-08 2006-07

rs rs
revenue from operations 5,76,71,242 4,85,68,607
profit before depreciation & tax 2,65,84,101 2,61,98,863
depreciation 7,07,545 10,37,673
profit after depreciation and before tax 2,58,76,556 2,51,61,190
provision for taxation 12,32,314 5,62,500
profit after tax 2,46,44,242 2,45,98,690
balance brought forward 5,59,75,281 3,13,76,591
balance of profit carried forward 8,06,19,523 5,59,75,281
dividend

with a view to conserve the resources for the business operations of the company, the directors have not recommended any dividend.
business

the company recorded a revenue of rs. 5.77 cr and a profit of rs. 2.46 cr.

prospects

the prospects for the ensuing years are considered bright. your company has drawn up plans for enhancing the range of services offered..
directors’ responsibility statement

pursuant to the requirements under section 217(2AA) of the companies amendment act, 2000 with respect to directors responsibility
statement, it is hereby confirmed:

1. that in the preparation of the annual accounts for the financial year ended 31st march 2008; the applicable accounting
standards have been followed along with proper explanation relating to material departures.

2.  that the directors have selected such accounting policies and applied them consistently and made judgements and estimates
that were reasonable and prudent so as to give a true and fair view of the state of affairs of the company at the end of the
financial year and of the profit or loss of the company for the year under review;

3. that the directors have taken proper and sufficient care for the maintenance of adequate accounting records in accordance
with the provisions of the companies act, 1956 for safeguarding the assets of the company and for preventing and detecting
fraud and other irregularities;

4, that the directors have prepared the accounts for the financial year ended 31st march 2008 on a 'going concern'’ basis.
directors
mr diwakar sai yerraretires by rotation at this meeting, and being eligible, offers himself for reappointment.
conservation of energy, research and development, technology absorption, foreign exchange earnings and outgo

the provisions of subsection (1) (e) of section 217 of the companies act, 1956, read with the companies (disclosure of particulars in the
report of board of directors) rules, 1988, are set out in the annexure included in this report.
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particulars of employees

as required by the provisions of section 217 (2A) of the companies act, 1956, read with companies (particulars of employees) rules 1975
as amended, the names and other particulars of the employees are set out in the annexure to the directors' report. however, as per the
provisions of section 219(1)(b)(iv) of the companies act, 1956, the report of the directors is being sent to all the shareholders of the
company excluding the aforesaid information.

auditors

m/s. venkatesh & co., chartered accountants, chennai retire at the ensuing annual general meeting and are eligible for reappointment.
a certificate under section 224 (1B) of the companies act, 1956 has been received from them.

acknowledgement

your directors thank the clients, vendors and bankers for their continued support of your company's growth. your directors place on
record their appreciation of the contribution made by the employees at all levels, who, through their competence, hard work, solidarity,
cooperation and support, have enabled the company to achieve rapid growth.

your directors thank the government of India, particularly the department of electronics, software technology parks-chennai, ministry
of information technology, ministry of commerce, the reserve bank of india, vsnl, the department of telecommunications and other
government agencies for their support during the year and look forward to their continued support in the future

for and on behalf of the board

place: chennai v. ramachandiran
date : august 8, 2008 director
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annexure to directors report
conservation of energy
the operations of your company are not energy-intensive. adequate measures have however been taken to reduce energy consumption
by using energy efficient computer terminals and by the purchase of energy efficient equipment incorporating the latest technology.
your company constantly evaluates new technologies and invests them in its infrastructure to make them more energy efficient. as
energy forms a very small part of the total cost, the impact on cost is not material.

research & development

research & development of new services, designs, frameworks, and methodologies continue to be important to your company. this
allows your company to reuse designs across projects, and thereby increase quality and productivity.

technology absorption, adaptation and innovation

provision of state of the art communication facilities and total technology solutions to its clients contribute to technology absorption
and innovation.

foreign exchange earnings & outgo
foreign exchange earnings-  rs.1,86,99,941 (rs.2,99,50,260)

outgoings- rs.36,24,086 (rs.13,42,222)
for and on behalf of the board

place: chennai v. ramachandiran
date : august 8, 2008 director
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auditors’ report to the members of jayamaruthi software systems limited

1. we have audited the attached balance sheet of jayamaruthi software systems limited as at march 31, 2008 and the profit & loss
account of the company for the year ended on that date annexed thereto. these financial statements are the responsibility of the
company’s management. our responsibility is to express an opinion on these financial statements based on our audit.

2. we conducted our audit in accordance with auditing standards generally accepted in india. those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatements. an
audit includes examining, on a test basis, evidence to support the financial statement amounts and disclosures in the financial
statements, assessing the accounting principles used in the preparation of financial statements, assessing significant estimates
made by management in the preparation of financial statements and evaluating overall financial statement presentation. we
believe that our audit provides a reasonable basis for our opinion.

3. as required by the companies (auditor’s report) order, 2003 issued by the company law board in terms of section 227 (4a) of the
companies act, 1956, we enclose in the annexure a statement on the matters specified in paragraphs 4 & 5 of the said order.

4. further to our commentsin the annexure referred to in paragraph 3 above, we report that :

a. we have obtained all the information and explanations which to the best of our knowledge and belief were necessary for the
purpose of our audit.

b. in our opinion, proper books of account as required by law, have been kept by the company, so far as appears from our
examination of such books.

c. thebalance sheet and profit and loss account dealt with by this report are in agreement with the books of account.

d. inour opinion, the profit and loss account and balance sheet comply with accounting standards referred to in sub section (3c) of
section 211 of the companies act, 1956.

e. on the basis of written representation received from the directors as at march 31, 2008 and taken on record by the board of
directors, we report that none of the directors is disqualified from being appointed as a director in terms of clause (g) of sub-
section (1) of section 274 of the companies act, 1956.

f. inour opinion and to the best of our information and according to the explanations given to us, the said balance sheet and profit
and loss account read together with the other notes and accounting policies give the information required by the companies act
1956, in the manner so required and give a true and fair view in conformity with the accounting principles generally accepted in
india.

(i) insofarasitrelates to the balance sheet of the state of affairs of the company as at march 31, 2008.
(ii) insofarasitrelated to the profit and loss account, of the profit of the company for the year ended on that date.

for venkatesh & co
chartered accountants

place: chennai

ca. v.dasaraty
date : august 08 , 2008

partner
m.no.26336
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annexure to the auditors’ report
(referred to in paragraph 3 of our report of even date)

in terms of the information and explanation given to us and the books and records examined by us in the normal course of audit and to the
best of our knowledge and belief, we state as under:

1. a. the company has maintained proper records showing full particulars including quantitative details and situation of fixed
assets.

b. the fixed assets of the company have been physically verified by the management at reasonable intervals. no material
discrepancies were noticed on such verification.

c. nosubstantial part of the fixed assets has been disposed off during the year.

2. the company’s nature of operations does not require it hold inventories. accordingly, clause 4(ii) of the companies auditors
report(order), 2003 is not applicable.

3. the company has not granted/taken any loans to companies, firms or other parties covered in the register maintained under
section 301 of the companies act, 1956.

4, in our opinion and according to the information and explanations given to us, there are adequate internal control procedures
commensurate with the size of the company and the nature of its business with regard to purchases of stores, raw materials
including components, plant and machinery, equipment and other assets with regard to the sale of goods. no instances of
continuing failure to correct major weaknesses in internal control were noticed.

5. a. inrespect of contractual arrangements entered in the register maintained in pursuance of section 301 of the companies
act, 1956 and to the best of our knowledge and belief and according to the information and explanations given tous , where
each if such transactions made in pursuance of contracts or arrangements , is in excess of rs.5 lacs in respect of each party,
the transactions have been made at prices which are prima facie reasonable having regard to the prevailing market prices at
the relevant time.

b. in respect of sale of goods, payment for services to parties listed in the register maintained under section 301 of the
companies act, 1956, these transactions have been made at prices which are reasonable having regard to prevailing market
prices at the relevant time.

6. the company has not accepted deposits from the public during the year within the meaning of section 58A of the companies act,
1956 and the rules made thereunder.

7. in our opinion, the company has an adequate internal audit system commensurate with the size of the company and the nature of
its business.

8. the central government has not prescribed the maintenance of cost records under section 209 (1) (d) of the companies act, 1956.

9. a. according to the records of the company, the company is regular in depositing undisputed statutory dues including provident

fund, income tax, sales tax, customs duty, excise duty, cess and other statutory dues with the appropriate authorities.
according to the information and explanation given to us, no undisputed amounts payable in respect of sales tax, wealth tax,
customs duty and excise duty were outstanding as at march 31, 2008 for a period of more than six months from the date they
became payable.

b. according to the information and explanation produced to us, there are no dues in respect of income tax, sales tax, customs
duty, excise duty and cess that have not been deposited with the appropriate authorities on account of any dispute.

10. the company has no accumulated losses at the end of the financial year. the company has not incurred cash losses in the financial
year under report and in the financial year immediately preceding such financial year.

11. the company has not defaulted in the repayment of dues to financial institutions or banks or debenture holders.

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

13. the company has not given any guarantee for loans taken by others from banks or financial institutions.

14. the company has not obtained any term loans during the year.

15. as per the records of the company, funds raised on short-term basis were not used for long term investment and vice-versa.

16. the company has not made any preferential allotment of shares to parties and companies covered in the register maintained
under section 301 of the companies act, 1956.

17. the company has not issued any debentures and hence, creation of securities in respect of debentures does not arise.

18. the company has not raised money by way of public issues.

19. according to the information and explanations furnished to us, no fraud on or by the company has been noticed or reported

during the year.

for venkatesh & co
chartered accountants

ca. v.dasaraty
place: chennai partner

date : august 08, 2008 m.no.26336
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balance sheet as at march 31, 2008

schedule march 31, 2008 march 31, 2007
rs. rs.
i. sources of funds
1. shareholders' funds
share capital a 10,00,000 10,00,000
reserves and surplus b 8,71,19,523 6,24,75,281
8,81,19,523 6,34,75,281
ii. application of funds
fixed assets
gross block 1,14,39,976 1,20,41,390
less : depreciation 95,02,088 96,52,723
net block C 19,37,889 23,88,667
2. current assets, loans and advances
sundry debtors d 5,21,41,856 4,67,63,583
cash and bank balances e 12,03,367 24,59,858
loans and advances f 9,30,76,677 7,10,08,344
14,64,21,899 12,02,31,785
3. less: current liabilities &
provisions g 6,02,40,265 5,91,45,171
net current assets 8,61,81,634 6,10,86,614
8,81,19,523 6,34,75,281
notes on accounts j

as per our report of even date
for venkatesh & co

for and on behalf of the board chartered accountants

place: chennai g.k.muralikrishna v. ramachandiran ca. v.dasaraty
date : august 08, 2008 director director partner
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profit and loss account for the year ended march 31, 2008

income

revenue from operations

expenditure

software services & administrative expenses

profit before depreciation & taxes
depreciation

profit after depreciation & before taxes
provision for taxation

profit after tax (pat)

balance brought forward from previous year

balance carried over to balance sheet

notes on accounts

schedule

for and on behalf of the board

g.k.muralikrishna
director

v. ramachandiran
director

march 31, 2008 march 31, 2007

rs. rs.
5,76,71,242 4,85,68,607
5,76,71,242 4,85,68,607
3,10,87,141 2,23,69,744

2,65,84,101 2,61,98,863

7,07,545 10,37,673
2,58,76,556 25,161,190
12,32,314 5,62,500

2,46,44,242 2,45,98,690

5,59,75,281 3,13,76,591

8,06,19,523 5,59,75,281

as per our report of even date

for venkatesh & co
chartered accountants

ca. v.dasaraty
partner
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schedules forming part of the accounts

schedule - a : share capital
authorised

1,00,000 equity shares of rs.10 each
Issued, subscribed and fully paid up
1,00,000 equity shares of rs.10 each
fully paid up

schedule - b : reserves and surplus

general reserve
profit & loss account

schedule - d : sundry debtors (unsecured, considered good)

debts outstanding for a period exceeding six months
other debts

schedule - e : cash & bank balances

balance with scheduled banks in
current accounts
cash on hand

schedule - f : loans and advances (unsecured considered good)

advances recoverable in cash or in kind or
for value to be received

schedule - g : current liabilities and provisions
sundry creditors
provision for taxation

schedule - h : revenue from operations

income from software sales & services
other income

schedule - i : software services and administrative expenses

software services and development expenses
staff welfare

rent and amenities

electricity charges

postage telegram & telephones
printing & stationary

repairs & maintenance
travelling & conveyence

rates & taxes

auditors remuneration
miscellaneous expenses

march 31, 2008 march 31, 2007

rs. rs.
10,00,000 10,00,000
10,00,000 10,00,000
65,00,000 65,00,000
8,06,19,523 5,59,75,281
8,71,19,523 6,24,75,281
5,21,41,856 4,67,63,583
5,21,41,856 4,67,63,583
11,94,279 24,57,717
9,088 2,141
12,03,367 24,59,858
9,30,76,677 7,10,08,344
9,30,76,677 7,10,08,344
5,90,07,951 5,74,23,416
12,32,314 17,21,755
6,02,40,265 5,91,45,171
5,75,99,941 4,85,68,607
71,301 :
5,76,71,242 4,85,68,607
2,44,92,454 1,83,57,114
77,276 61,329
14,69,103 10,57,400
5,85,985 4,81,012
2,75,878 2,78,502
36,965 13,512
57,462 1,02,103
37,41,544 17,13,371
45,781 1,68,312
56,180 56,180
2,48,513 80,909

3,10,87,141 2,23,69,744
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schedules forming part of the accounts
schedule - c : fixed assets (inrs.)
gross block depreciation net block

as on Additions / as on ason
1.04.2007 (Deletion) 31.03.2008 1.04.2007

as on as on as on

asset 31.03.2008  31.03.2008  31.03.2007

for the year deletion

plant & machinery 86,31,419 2,68,947 89,00,366 75,27,510 4,85,355 80,12,865 8,87,501 11,03,909
furniture &

equipments 24,13,091 1,26,520 25,39,611 12,67,032 2,22,191 14,89,223 10,50,388 1,146,059
motor vehicles 9,96,880 (9,96,880) - 8,58,181 0 (8,58,181) ) 0 1,38,699
Total 1,20,41,390 (6,01,414)  1,14,39,976 96,52,723 7,07,545 (8,58,181) 95,02,088 19,37,889 23,88,667
previous year figures (1,20,41,390) - (1,20,41,390) (86,15,050) (10,37,673) - (96,52,723) (23,88,667) (34,26,340)

accounting policies and notes on accounts
schedule - j
accounting policies
1.accounting convention

the financial statements have been prepared in accordance with the historical cost convention and generally accepted accounting
standards.

2.method of accounting

the company has maintained its accounts on accrual basis unless stated otherwise..
3.fixed assets

fixed assets are stated at cost less depreciation.

4.depreciation

depreciation is provided on the cost of fixed assets as per the rates prescribed in the schedule xiv of the companies act, 1956 under
written down value method.

5.earnings & expenses
earnings and expensesare accounted on accrual basis.
6.foreign currency transactions

the transactions in foreign currency are recorded in the books by applying the exchange rate prevailing as at the date of the transaction.
all outstanding asset and liabilities as at the balance sheet date have been restated at the closing rate. further the gain or loss on
account of fluctuations in exchange rate has been recognized in the profit and loss account.

7.the company has been registered as a 100% EOU with software technology parks of india (stpi), ministry of information and technology,
government of india and its income is exempt u/s 10b of the income tax act, 1961.

8.provision for taxation is duly made after taking into account non-exempt income for the year.
9.additional information pursuant to the provisions of paragraph 3, 4c & 4d park ii of schedule vi of the companies act, 1956.
foreign exchange inflow and outflow

2007-08 2006-07
inrs inrs.
inflow
export 1,86,99,941 2,99,50,260
outflow
foreign travel 36,24,086 13,42,222
for venkatesh & co
for and on behalf of the board chartered accountants
place: chennai g.k.muralikrishna v. ramachandiran ca. v.dasaraty

date : august 8, 2008 director director partner
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balance sheet abstract and company's general business profile as per part iv of
schedule vi to the companies act, 1956

i.  registration details
registration no. 45302 state code 18
balance sheet code 31 03 20038
ii. capital raised during the year (rs. in 000's)
public issue nll rights issue nil
bonus issue n il private placement nil
iii. position of mobilisation and deployment of funds

source of funds

total liabilities 88120 total assets 88120
paid-up capital 1000 reserves & surplus 87120
secured loans nil unsecured loans nil

application of funds
net fixed assets 1938 investments nil
net current assets 86182 misc. expenses nil

iv. performance of the company

turnover 57671 total expenditure 31795
+-- profit before tax +25876 +--profit after tax 18l
earnings per share 246 - 4 4 dividend rate nil
(annualised) in rs.

v.  generic names of the three principal products / services of company
item code no. (itc code) not appl icable
product description software development
product description software services

place: chennai g.k. muralikrishna v. ramachandiran

date : august 08, 2008 director director
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report of independent registered public accounting firm

board of directors
helios and matheson north america inc.

we have audited the accompanying consolidated balance sheets of helios and matheson north america inc. and subsidiaries, (the
"company”) as of december 31, 2007 and 2006, and the related consolidated statements of operations and comprehensive income,
shareholders' equity, and cash flows for each of the three years in the period ended december 31, 2007. these financial statements are
the responsibility of the company's management. our responsibility is to express an opinion on these financial statements based on our
audits.

we conducted our audits in accordance with auditing standards of the public company accounting oversight board (united states). those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of
material misstatement. the company is not required to have, nor were we engaged to perform an audit of its internal control over
financial reporting. our audits included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
company's internal control over financial reporting. accordingly, we express no such opinion. an audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. we believe that our
audits provide a reasonable basis for our opinion.

in our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of helios and
matheson north america inc. and subsidiaries as of december 31, 2007 and 2006, and the results of its operations and its cash flows for
each of the three years in the period ended december 31, 2007, in conformity with accounting principles generally accepted in the
united states of america.

we were not engaged to examine management's assertion about the effectiveness of helios and matheson north america inc.'s internal
control over financial reporting as of december 31, 2007 included in item 9a(t) on the form 10-k entitled management report on internal
control over financial reporting and, accordingly, we do not express an opinion thereon.

our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as a whole. the schedule ii listed
in the index of financial statements is presented for purposes of additional analysis and is not a required part of the basic financial
statements. this schedule has been subjected to the auditing procedures applied in the audits of the basic financial statements and, in
our opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a whole.

mercadien, p.c., certified public accountants
hamilton, new jersey

march 25, 2008
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consolidated balance sheets

december december december december
31, 2007 31, 2007 31, 2006 31, 2006
Usd rs (unaudited) usd rs (unaudited)

assets

current assets:

cash and cash equivalents $ 3,077,655 12,30,13,870 $ 3,849,056 16,77,80,351
accounts receivable - less allowance for doubtful

accounts of $ 221,970 at december 31, 2007, and

$ 225,741 at december 31, 2006 3,479,561 13,90,78,053 3,678,482 16,03,45,030
unbilled receivables 32,754 13,09,177 316,156  1,37,81,240
prepaid expenses and other current assets 279,625 1,11,76,611 157,785 68,77,848
total current assets 6,869,595 27,45,77,712 8,001,479 34,87,84,470
property and equipment, net 342,937 1,37,07,192 457,223  1,99,30,351
Goodwill 1,140,964 4,56,04,331 1,140,964  4,97,34,621
deposits and other assets 151,350 60,49,460 189,620 82,65,536
total assets $ 8,504,846  33,99,38,695 $9,789,286 42,67,14,977

liabilities and shareholds’ equity
current liabilities:

accounts payable and accrued expenses $ 1,807,033 7,22,27,109 $2,294,929 10,00,35,955
deferred revenue 178,018 71,15,379 285,227 1,24,33,045
total current liabilities 1,985,051 7,93,42,488 2,580,156 11,24,69,000

shareholder’s equity:

preferred stock, $. 01 par value; 2,000,000 shares

authorized; no shares issued and outstanding as of

december 31, 2007, and december 31, 2006. - - - -

common stock, $. 01 par value;

30,000,000 shares authorized;

2,396,707 issued and outstanding as of december
31,2007, and 2,382,801 issued and outstanding

as of december 31, 2006. 23,967 9,57,961 23,828 10,38,663

paid - in capital 34,758,266 138,92,87,892 34,607,651 1,50,85,47,507

accumulated other comprehensive income / loss-foreign

currency translation 1,655 66,150 3,949 1,72,137
- accumulated deficit (28,264,093) (112,97,15,797)  (27,426,298) (119,55,12,330)

total shareholder’s equity 6,519,795 26,05,96,206 7,209,130 31,42,45,977

total liabilities and shareholders’ equity $ 8,504,846 33,99,38,695 $9,789,286 42,67,14,977

see accompanying notes to consolidated financial statements.
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consolidated statements of operations and comprehensive income

year ended december 31,

2007 2007 2006 2006 2005 2005
usd rs (unaudited) usd rs (unaudited) usd rs (unaudited)
revenues $ 20,830,184 87,02,85,088 $ 24,940,153 109,98,60,747  $ 26,431,967 117,91,30,048
cost of revenues 14,683,313 61,34,68,817 17,669,075 77,92,06,208 18,631,523 83,11,52,241
gross profit 6,146,871 25,68,16,270 7,271,078 32,06,54,540 7,800,444 34,79,77,807
operating expenses:
selling, general and administrative 7,100,950 29,66,77,691 6,219,836 27,42,94,768 8,057,416 35,94,41,328
depreciation and amortization 187,711 78,42,566 151,220 66,68,802 203,678 90,86,076
7,288,661 30,45,20,257 6,371,056 28,09,63,570 8,261,095 36,85,27,448
(loss) / income from operations (1,141,790) (4,77,03,986) 900,022 3,96,90,970 (460,651) (2,05,49,641)
interest income 157,200 65,67,816 69,422 30,61,510 17,611 7,85,627
interest expense - - (401) (17,684) (24,724) (11,02,938)
interest income (expense), net 157,200 65,67,816 69,021 30,43,826 (7,113) (3,17,311)
(loss) / income before income taxes (984,590) (4,11,36,170) 969,043 4,27,34,796 (467,764) (2,08,66,952)
provision for income taxes (146,795) (61,33,095) 117,189 51,68,035 16,240 7,24,466
(loss) / net income $ (837,795) (3,50,03,075) $ 851,854 3,75,66,761 $ (484,004) (2,15,91,418)
other comprehensive (loss) / income
foreign currency adjustment (2,294) (95,843) 6,876 3,03,232 (2,927) (1,30,573)
comprehensive (loss) / income $ (840,089) (3,50,98,918) $ 858,730 3,78,69,993 $ (486,931) (2,17,21,992)
(loss) / net income per share basic $ (0.35) (14.6) $0.36 15.9 $(0.22) 9.8)
diluted $ (0.35) (14.6) $0.35 15.4 $ (0.22) (9.8)

see accompanying notes to consolidated financial statements.
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consolidated statements of cash flows

year ended december 31

2007 2007 2006 2006 2005 2005
usd rs (unaudited) usd rs (unaudited) usd rs (unaudited)

cash flows from operating activities
net income (loss) $(837,795) (3,34,86,666) $851,854 3,71,32,316 $(484,005) (2,15,91,463)
adjustment to reconcile net income
(loss) to netcash provided by / (used in)
operating activities.
depreciation and amortization 187,711 75,02,809 151,220 65,91,680 203,679 90,86,120
deferred income taxes - - - - (22,500) (10,03,725)
provision for doubtful accounts 93,000 37,17,210 141,548 61,70,077 35,000 15,61,350
stock based compensation 109,121 43,61,566 115,534 50,36,127 = S
write down of investment 87,059 34,79,748
reduction of capital lease obligation (214,016) (85,54,220)
amortization of deferred financing cost 9,883 3,95,024 12,000 5,23,080 12,000 5,35,320
compensation expense for
restricted stock issued - - - - 133,200 59,42,052
changes in operating assets and liabilities:
accounts receivable 105,921 42,33,662 98,341 42,86,684 (142,611) (63,61,877)
unbilled receivables 283,402 1,13,27,578 118,407 51,61,361 (174,563) (77,87,255)
prepaid expenses and other current assets (121,840) (48,69,945) 2,628 1,14,555 (20,709) (9,23,828)
deposits (43,142) (17,24,386) - - - -
accounts payable and accrued expenses (273,880) (1,09,46,984) 226,286 98,63,807 98,487 43,93,505
deferred revenue (107,209) (42,85,144) 65,222 28,43,027 220,005 98,14,423
net cash provided by / (used in)
operating activities (721,785) (2,88,49,746) 1,783,040 7,77,22,714 (142,017) (63,35,378)
cash flows from investing activities:
purchase of property and equipment (73,425) (29,34,797) (127,598) (55,61,997) (92,962) (41,47,035)
investment and advances - - - - - -
deposits - - (198) (8,631) -
net cash (used in) / provided by
investing activities (73,425) (29,34,797) (127,796) (55,70,628) (92,962) (41,47,035)
cash flows from financing activities:
proceeds from conversion of stock options 41,633 16,64,071 30,069 13,10,708 144,527 64,47,349
payment of deferred financing cost (15,530) (6,20,734) - - - -
dividend paid to preferred shareholders - - - - (8,897) (3,96,895)
repayment of long-term debt - - - - (233,962) (1,04,37,045)
net cash provided by (used in)
financing activities 26,103 10,43,337 30,069 13,10,708 (98,332) (43,86,591)
effect of foreign currency exchange
rate changes
on cash and cash equivalents (2,294) (91,691) 6,876 2,99,725 (2,927) (1,30,573)
net (decrease) increase in cash and
cash equivalents (771,401) (3,08,32,898) 1,692,189 7,37,62,519 (336,237) (1,49,99,533)
cash and cash equivalents at beginning
of period 3,849,056 15,38,46,768 2,156,867 9,40,17,833 2,493,104 11,12,17,369

cash and cash equivalents at end of period $ 3,077,655 12,30,13,870 $ 3,849,056 16,77,80,351  $ 2,156,867 9,62,17,837

supplemental disclosure of
cash flow information:

cash paid during the period for interest - - $ 401 17,480 $ 24,724 11,02,938
cash paid during the period for income taxes,
net of refunds $ 163,796 65,46,926 $ 27,746 12,09,448 $ 18,863 8,41,478

see accompanying notes to consolidated financial statements.
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notes to consolidated financial statements
1. significant accounting policies
description of business and basis of presentation

helios & matheson north america inc. (formerly the a consulting team, inc.) ("helios and matheson” or the "company") was incorporated
in the state of new york in february of 1983 and became a public company in august of 1997. the company is headquartered in new york,
new york and has offices in clark, new jersey and bangalore, india. the company provides a wide range of information technology ("IT")
consulting, custom application development and solutions to fortune 1000 companies and other large organizations. the company
supports all major computer technology platforms and supports client it projects by using a broad range of third-party software
applications.

principles of consolidation

the consolidated financial statements include the accounts of helios and matheson north america inc., its 100% owned subsidiary
international object technology, inc. (“iot") from its date of acquisition on july 19, 2002 and its 51% owned subsidiary, t3 media, inc.,
which ceased operations in 2001, from its date of acquisition in 1999 and its 100% owned subsidiary helios and matheson global services
private limited ("hmgs") from its date of acquisition on september 30, 2005. all material inter-company accounts and transactions have
been eliminated.

certain amounts reported in previous years have been reclassified to conform to the fiscal 2007 presentation. such reclassifications were
immaterial.

use of estimates

the preparation of financial statements in conformity with accounting principles generally accepted in the united states of america
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. actual results could differ from those estimates.

earnings per share

the company calculates earnings per share in accordance with financial accounting standards board ("fasb") statement no. 128, earnings
per share. basic earnings per share is calculated by dividing net earnings available to common shares by weighted average common
shares outstanding. diluted earnings per share is calculated similarly, except that it includes the dilutive effect of the assumed exercise
of securities except when it is anti-dilutive, including the effect of shares issuable under the company's incentive plans.

cash equivalents

the company considers all highly liquid financial instruments with original maturity of three months or less when purchased to be cash
equivalents.

fair value of financial instruments

the carrying value of financial instruments (principally consisting of cash, cash equivalents, accounts receivable, long term debt and
capital leases) approximates fair value because of their short maturities.

property and equipment

property and equipment are depreciated using the straight-line method over the estimated useful lives of the assets, which range from
three to tenyears.

long-lived assets
the company adopted the provisions of fasb statement no. 144, "accounting for the impairment or disposal of long lived assets" effective

january 1, 2002. when impairment indicators are present, the company reviews the carrying value of its assets in determining the
ultimate recoverability of their unamortized values using analyses of future undiscounted cash flows expected to be generated by the
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assets. if such assets are considered impaired, the impairment recognized is measured by the amount by which the carrying amount of
the asset exceeded its fair value. assets to be disposed of are reported at the lower of the carrying amount or fair value, less cost to sell.

goodwill and intangible assets

the company adopted the provisions of fasb statement no. 142, "goodwill and other intangible assets," ("sfas no. 142") effective january
1, 2002. sfas no. 142 required that goodwill and intangible assets with indefinite useful lives no longer be amortized, but instead tested
for impairment using the guidance for measuring impairment set forth in this statement. as prescribed under sfas 142, the company had
an evaluation done of its goodwill and intangible assets, which was performed by an independent third party. the company tested for
impairment using the guidance for measuring impairment set forth in sfas no. 142 and it was determined by the company with the results
from the independent third party that there was no impairment at december 31, 2007, 2006 and 2005.

goodwill recorded on the balance sheet remains at $1,140,964 for the years ended december 31, 2007 and 2006.
acquired intangible assets were fully amortized for the years ended december 31, 2007 and 2006, respectively. the following
summarizes the carrying amounts of acquired intangible assets and related amortization for the year ended december 31, 2005:

amortized intangible assets

employee contracts gross carrying amount $312,000
less accumulated amortization $ (312,000)
unamortized intangible assets -
amortization expense

for the year ended 12/31/05 $ 34,667

as part of the purchase price of iot (see note 2), the company recorded intangible assets pertaining to certain employment contracts.
the cost of these employment contracts were being amortized over the three year period of the assets estimated useful life. during
2005, the company recorded amortization expense of $34,667 and completed the amortization of these contracts.

revenue recognition

consulting revenues are recognized as services are provided. the company primarily provides consulting services under time and
material contracts, whereby revenue is recognized as hours and costs are incurred. customers for consulting revenues are billed on a
weekly, semi-monthly and monthly basis. revenues from fixed fee contracts are recorded when work is performed on the basis of the
proportionate performance method, which is based on costs incurred to date relative to total estimated costs. any anticipated contract
losses are estimated and accrued at the time they become known and estimable. unbilled accounts receivables represent amounts
recognized as revenue based on services performed in advance of customer billings. a liability for deferred revenue is established for
customer collections in excess of amounts earned under each contract. revenue from sales of software licenses is recognized upon
delivery of the software to a customer because future obligations associated with such revenue are insignificant.

accounts receivable and allowance for doubtful accounts

accounts receivable are stated at amounts due from customers, net of an allowance for doubtful accounts. the company monitors its
accounts receivable balances on a monthly basis to ensure that they are collectible. on a quarterly basis, the company uses its historical
experience to determine its accounts receivable reserve. the company's allowance for doubtful accounts is an estimate based on
specifically identified accounts as well as general reserves. the company evaluates specific accounts where it has information that the
customer may have an inability to meet its financial obligations. in these cases, management uses its judgment, based on the best
available facts and circumstances, and records a specific reserve for that customer against amounts due to reduce the receivable to the
amount that is expected to be collected. these specific reserves are reevaluated and adjusted as additional information is received that
impacts the amount reserved. the company also establishes a general reserve for all customers based on a range of percentages applied
to aging categories. these percentages are based on historical collection and write-off experience. if circumstances change, the
company's estimate of the recoverability of amounts due the company could be reduced or increased by a material amount. such a
change in estimated recoverability would be accounted for in the period in which the facts that give rise to the change become known.

segment information

the disclosure of segment information in accordance with sfas no. 131, "disclosures about segments of an enterprise and related
information” is not required as the company operates in only one business segment.

stock-based compensation
the company accounts for equity instruments issued to non-employees in accordance with the provisions of sfas 123(r). during 2005, the

company recorded $133,200 of such related expenses. no such non-employee equity instruments were granted in either 2007 or 2006.
at december 31, 2007, the company has a stock based compensation plan, which is described as follows:
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the company adopted a stock option plan (the "plan”) that provides for the grant of stock options that are either "incentive" or "non-
qualified" for federal income tax purposes. the plan provides for the issuance of a maximum of 460,000 shares of common stock (subject
to adjustment pursuant to customary anti-dilution provisions). stock options vest over a period between one to four years.

the exercise price per share of a stock option is established by the compensation committee of the board of directors in its discretion,
but may not be less than the fair market value of a share of common stock as of the date of grant. the aggregate fair market value of the
shares of common stock with respect to which "incentive" stock options first become exercisable by an individual to whom an "incentive"
stock option is granted during any calendar year may not exceed $100,000. stock options, subject to certain restrictions, may be
exercisable any time after full vesting for a period not to exceed ten years from the date of grant. such period is to be established by the
company in its discretion on the date of grant. stock options terminate in connection with the termination of employment.

effective january 1, 2006, the company adopted the modified prospective application method as specified by financial accounting
standards board statement 123 (revised 2004), share based payment (statement 123(r)), whereby compensation cost for the portion of
awards for which the requisite service has not yet been rendered that are outstanding as of the adoption date will be recognized over the
remaining service period. the compensation cost for that portion of awards is based on the grant-date fair value of those awards as
calculated using pro forma disclosures under statement 123, as originally issued.

all new awards and awards that are modified, repurchased, or cancelled after the adoption date will be accounted for under the
provisions of statement 123(r). for the three and twelve months ended december 31, 2007, the company recorded stock based
compensation expense under the provisions of statement 123(r) of $23,040 and $109,121, respectively. for the three and twelve months
ended december 31, 2006, the company recorded stock based compensation expense under the provisions of statement 123(r) of
$31,146 and $115,534, respectively.

the following table illustrates the effect on net income and earnings per share if the company had applied the fair value recognition
provisions of sfas no. 123 to stock based compensation:

year ended december 31,

2005
net (loss)/income, as reported $ (484,000)
deduct:
total stock based compensation expense determined under
fair value based method for all awards $ (3,000)
pro forma net (loss)/income $ (487,000)
earnings per share:
basic asreported $(0.22)
basic proforma $(0.21)
diluted asreported $(0.22)
diluted proforma $(0.21)

the fair value of options at the date of grant was estimated using the black-scholes model with the following assumptions:

2007 2006 2005
expected life (years) 4.00 4.00 4.00
risk free interest rate 2.45% 4.80% 4.50%
expected volatility 0.57 0.40 0.95
expected dividend yield 0.00 0.00 0.00
weighted average fair value per option $0.00(1) $4.37 $4.83

(1)there were no options granted by the company for the 12 months ended decmber 31, 2007

the weighted average fair value of options granted by the company was $4.37 in 2006 and $4.83 in 2005.

2. acquisitions

on april 11, 2005, the company completed an investment in an offshore joint venture, hmgs, in the amount of $250,000, which

represented approximately a 68% ownership. a minority partner invested $100,000 for the remaining 32% ownership. in september 2005,
the company increased its ownership to 100% by purchasing the minority partners investment for $100,000. the company has
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consolidated the results of hmgs in its financial statements for the period from september 2005 to december 31, 2007, and recorded the
company's proportionate ownership share of the results of hmgs from april 11, 2005 to September 2005.

on july 19, 2002, the company consummated the acquisition of all of the issued and outstanding capital stock of iot, a new jersey
corporation, pursuant to a stock purchase agreement dated as of june 28, 2002 among helios and matheson, iot and the holders of all of
the issued and outstanding capital stock of iot (the "iot shareholders”). the consideration paid by helios and matheson for the acquisition
of iot was determined through arms-length negotiation by the management of helios and matheson and a majority of the iot
shareholders. the acquisition was accounted for under the purchase method of accounting for business combinations and the operations
of iot has been included from the date of acquisition. the purchase price of the acquisition exceeded the fair market value of the net
assets acquired, resulting in the recording of goodwill currently stated at $1,140,964 on the balance sheet. the three majority
shareholders of iot received employment agreements for a three-year period at an annual salary of $160,000 per year each. the
company completed the amortization of these contracts during 2005.

iot was a privately owned, professional services firm that provided data management and business intelligence solutions, technology
consulting and project management services. iot operated as a wholly owned subsidiary of helios and matheson until its operations were
fully integrated into helios and matheson during the first quarter of 2006. the acquisition was made to increase the depth of the
company's services and solutions offerings and provide the company with significant cross-selling opportunities.

the company acquired a 51% ownership interest in t3 media as a result of several investments in 1998 and 1999. due to deterioration in
performance and market conditions for t3 media's services, the operations of t3 media ceased in the second quarter of 2001. t3 media
had entered into a series of capital lease obligations, which the company had guaranteed, to finance its expansion plans, covering
leasehold improvements, furniture and computer-related equipment. at december 31, 2006, the balance outstanding under such leases
was $291,000 and was included in accounts payable and accrued expenses on the balance sheet. in 2007, the company decided to reduce
this liability ratably over the year, consistent with the decrease in exposure that diminished over time. in the third quarter of 2007, the
company settled one of the lease obligations for approximately $77,000 and adjusted its amortization schedule accordingly so that the
balance at december 31, 2007 was zero.

3. Investments

the company invested $500,000 in methoda computers ltd. during 2000. in the third quarter of 2002, the company wrote down its
investment in methoda computer ltd. in that same period in the amount of $132,000.

in january of 2004, the company sold approximately 75 percent of its investment in methoda for $200,000 in cash and $81,000 payable
over the next twenty months, which was fully satisfied in 2005. the remaining investment had a carrying value of $87,000 and was
included in deposits and other assets on the balance sheet as of december 31, 2006.

during the first quarter of 2007, the company wrote off its investment in methoda in the amount of $87,000 after repeated attempts by
the company to obtain current financial and operational information relating to this investment had been unsuccessful. this amount is
reflected in selling, general and administrative expenses.

4. netincome (loss) per share

the following table sets forth the computation of basic and diluted net income (loss) per share for the years ended december 31, 2007,
2006 and 2005.

year ended december 31,
2007 2006 2005
numerator for basic net (loss)/income per share
net (loss)/income $ (837,795) $851,854 $ (484,004)
preferred dividend - - 8,897
net (loss)/income available to common stockholders $ (837,795) $851,854 $(492,901)

numerator for diluted net (loss)/income per share

net (loss)/income available to common stockholders &

assumed conversion $ (837,795) $851,854 $(492,901)
denominator:

denominator for basic (loss)/earnings before extraordinary item

and net income per share weighted-average shares 2,391,452 2,380,699 2,285,874
effect of dilutive securities:
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employee stock options - 24,247

denominator for diluted earnings (loss) per share adjusted

weighted-average shares 2,391,452 2,404,946 2,285,874
basic earnings (loss) income per share:

net (loss) income $(0.35) $0.36 $(0.22)
diluted earnings (loss) income per share:

net (loss) income $(0.35) $0.35 $(0.22)

during the year ended december 31, 2006 there were 137,250 options that were excluded from the computation of diluted earnings per
share, because the options were not vested or the exercise price was in excess of the fair market value. all options and warrants
outstanding during 2007 and 2005 were not included in the computation of net loss per share because the effect would be antidilutive.

5. property and equipment

property and equipment, at cost, consists of the following:

december 31,

2007 2006
equipment and leaseholds $ 3,806,519 $5,601,941
software 898,581 1,088,446
furniture and fixtures 910,555 1,113,650
automobiles 139,968 139,968

5,755,623 7,944,006
less accumulated depreciation and amortization 5,412,686 7,486,783
$342,937 $457,223

6.credit arrangement

the company has entered into a restated and amended loan and security agreement ("the loan agreement”) with keltic financial
partners, lp, ("keltic") which is effective as of june 27, 2007 and expires june 27, 2009. under the loan agreement, the company has a line
of credit up to $1.0 million based on the company's eligible accounts receivable balances at an interest rate that varies based on the
extent of usage in any given calendar year from a minimum of prime to a maximum of prime plus 0.75% assuming no event of default
under the loan agreement. availability at december 31, 2007, was $1.0 million. the loan agreement has certain financial covenants that
shall apply only if the company has any outstanding obligations to keltic including borrowing under the facility. the company had no
outstanding balance at december 31, 2007, under the loan agreement, or at december 31, 2006, under the company's prior loan
agreement with keltic.

7. contractual obligations and commitments

the company has the following commitments as of december 31, 2007: long term obligations of certain employment contracts and
operating lease obligations. the company has two operating leases for its corporate headquarters located in new york and its branch
office in new jersey.

as of december 31, 2007, the company does not have any "off balance sheet arrangements".

the company's contractual obligations at december 31, 2007, are comprised of the following:

payments due by period
contractual obligations total less than more than

1year 1-3years 3-5years 5years

long term obligations

employment contracts(1) 505,500 387,000 118,500

operating leases

rent(2) 1,656,240 416,797 789,406 450,037
total $2,161,740 $803,797 $907,906 $450,037

(1)the company has employment agreements with its three named executive officers. the agreement with mr. bentov, the company's
president and ceo and mr. quadrino, the company's cfo, expire on march 31, 2008 and april 30, 2008, respectively, unless extended.
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mr. bentov has indicated he will no longer serve as the company's president and ceo effective with the expiration of his agreement. The
employment agreement with mr. prude, the company's coo is effective july 1, 2007 and has a term of two years.

(2)the company has a new york facility with a lease term expiring july 31, 2012 and a new jersey facility with a lease term expiring august
31,2010.

8. accounts payable and accrued expenses

accounts payable and accrued expenses consist of the following:

december 31,

2007 2006
accounts payable $401,419 $458,431
payroll 472,492 492,881
bonuses 19,500 116,000
capital lease obligation - 290,517
Other accrued expenses 913,622 937,100

$1,807,033 $2,294,929

9. vanguard release

as of june 1, 2006, the company and mr. bentov (the "helios and matheson releasors”) entered into and delivered general releases and
covenants not to sue, pursuant to which the helios and matheson releasors released and covenanted not to sue vanguard and certain
vanguard-related persons, including (without limitation) its directors, officers, agents and certain advisors of vanguard (the "vanguard
released parties”), in connection with any and all claims existing as of the date of such releases and covenants, including, without
limitation, any claims that were related to the terminated vanguard transaction. in connection therewith, the company received an
aggregate of $1,100,000 (without giving the affect to the company's payment of $219,000 for fees and costs incurred in connection with
this recovery), and the company and certain related persons, including (without limitation) mr. bentov, received general releases and
covenants not to sue from certain of the vanguard released parties.

selling, general and administrative expenses have been reduced by net proceeds of $881,000 from the release of claims relating to the
terminated vanguard transaction for the twelve months ended december 31, 2006.

10. income taxes

the company accounts for income taxes using the liability method in accordance with statement of financial accounting standards no.
109, "accounting for income taxes" ("sfas 109").

deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for

financial reporting purposes and the amounts used for income tax purposes.

deferred tax assets and (liabilities) consist of the following:

december 31,

2007 2006
licensing revenues $ (50,000) $ (54,000)
accounts receivable reserve 112,000 113,000
depreciation and amortization 240,000 212,000
investments 928,000 928,000
other 226,000 176,000
net operating losses 4,581,000 4,409,000
6,037,000 5,784,000
Valuation allowance (6,037,000) (5,784,000)

S = S 2

internal revenue code section 382 places a limitation on the utilization of federal net operating loss and other credit carry-forwards
when an ownership change, as defined by the tax law, occurs. generally, this occurs when a greater than 50 percentage point change in
ownership occurs. on september 5, 2006, helios and matheson parent acquired a greater than 50 percent ownership of the company.
accordingly, the actual utilization of the net operating loss carry-forwards for tax purposes are limited annually under code section 382
to a percentage (currently about four and a half percent) of the fair market value of the company at the date of this ownership change.
at december 31, 2007, the company has federal net operating loss carry-forwards of approximately $10.4 million which will begin to
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expire in 2020. in addition, the company has stated net operating loss carry-forwards of approximately $17.1 million remaining which
will expire from 2009 to 2014. the full utilization of the deferred tax assets in the future is dependent upon the company's ability to
generate taxable income; accordingly, a valuation allowance of an equal amount has been established. during the year ended december
31, 2007, the valuation allowance increased by $253,000 and during the years ended december 31, 2006 and 2005, the valuation
allowance decreased by $161,000 and increased by $282,000, respectively.

Significant components of the provision for income taxes are as follows:
year ended december 31,

2007 2006 2005
current:
federal $ (123,486) $102,347 -
state and local (23,309) 14,842 38,740
total current S (146,795) $117,189 $38,740
deferred:
federal - - -
state and local - - (22,500)
total deferred

(22,500)

total $ (146,795) $117,189 $16,240

areconciliation between the federal statutory rate and the effective income tax rate for the years ended december 31, 2007, 2006, and
2005.

2007 2006 2005
federal statutory rate (34.0)% 34.0% (34.0) %
state and local taxes net of federal tax benefit (1.6) 0.6 2.3
non-deductible expenses (0.2) (5.7) (25.1)
provision to return adjustments (4.8) - -
change in valuation allowance 25.71 (16.81) 60.27
total (14.91)% 12.09% 3.47%

11. retirement plan

the company sponsors a defined contribution plan under section 401(k) of the internal revenue code for its employees. participants can
make elective contributions subject to certain limitations. under the plan, the company can make matching contributions on behalf of
all participants. there were no such contributions made by the company in 2007, 2006 and 2005.

12. concentration of credit risk

financial instruments, which potentially subject the company to concentrations of credit risk, consist primarily of cash and accounts
receivable. the company maintains its cash balances on deposit with a limited number of financial institutions in amounts which may
exceed federally insured limits. historically, the company has not experienced any related cash-in-bank losses. for the twelve months
ended december 31, 2007 the company had three customers which accounted for 23%, 18% and 11% of revenues, respectively. for the
twelve months ended december 31, 2006, the company had four customers which accounted for 21%, 14%, 10% and 10% of revenues,
respectively. for the twelve months ended december 31, 2005, the company had three customers which accounted for 21%, 20% and 15%
of revenues, respectively. besides these customers, no other customer represented greater than 10% of the company's revenues. three
customers represented approximately 10%, 15% and 18% of accounts receivable as of december 31, 2007. four customers represented
approximately 10%, 11%, 12% and 16% of accounts receivable as of december 31, 2006 and four customers represented approximately
10%, 15%, 15% and 23% of accounts receivable as of december 31, 2005.
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13. Leases

the company leases office space under non-cancelable operating leases. the future minimum payments for all non-cancelable operating
leases as of december 31, 2007 are as follows:

2008 416,797
2009 416,797
2010 372,609
2011 284,234
2012 165,803
total minimum future lease payments $1,656,240(1)

(1) the company has a new york facility with a lease term expiring july 31, 2012 and a new jersey facility with a lease term expiring
august 31, 2010.

office leases are subject to escalations based on increases in real estate taxes and operating expenses. rent expense for the years ended
december 31, 2007, 2006, and 2005, was approximately $348,695, $293,288 and $301,042, respectively.

in 2001, t3 media stopped paying its capital lease obligations. the company was a guarantor of the majority of these obligations. for the
twelve months ended december 31, 2006, $290,517 of t3 media's capital lease obligations remained outstanding and is included in
accounts payable and accrued expenses on the balance sheet. in 2007, the company decided to reduce this liability ratably over the
year, consistent with the decrease in exposure that diminished over time. in the third quarter of 2007, the company settled one of the
lease obligations for approximately $77,000 and adjusted its amortization schedule accordingly so that the balance as of december 31,
2007 was zero.

14. stock option plan

the company adopted a stock option plan (the "plan”) that provides for the grant of stock options that are either "incentive" or "non-
qualified" for federal income tax purposes. the plan provides for the issuance of a maximum of 460,000 shares of common stock (subject
to adjustment pursuant to customary anti-dilution provisions). stock options vest over a period between one to four years.

the exercise price per share of a stock option is established by the compensation committee of the board of directors in its discretion,
but may not be less than the fair market value of a share of common stock as of the date of grant. the aggregate fair market value of the
shares of common stock with respect to which "incentive" stock options first become exercisable by an individual to whom an "incentive"
stock option is granted during any calendar year may not exceed $100,000.

stock options, subject to certain restrictions, may be exercisable any time after full vesting for a period not to exceed ten years from the
date of grant. such period is to be established by the company in its discretion on the date of grant. stock options terminate in
connection with the termination of employment.

information with respect to options under the company's plan is as follows:

number of shares weighted average exercise price
balance december 31, 2004 255,563 $3.91
granted during 2005 15,750 $4.67
exercised during 2005 (56,032) $2.19
forfeitures during 2005 (9,188) $5.64
balance december 31, 2005 206,093 $4.36
granted during 2006 37,750 $5.08
exercised during 2006 (21,468) $1.40
forfeitures during 2006 (32,469) $4.83
balance december 31, 2006 189,906 $4.76
granted during 2007 0 $0.00
exercised during 2007 13,906 $3.00
forfeitures during 2007 47,000 $4.73
balance december 31, 2007 129,000 $4.96

no stock options were granted during the twelve months ended december 31, 2007. at december 31, 2007, 2006, and 2005, 90,500,
98,656 and 105,937, respectively, were exercisable with weighted average exercise prices of $4.89, $4.71 and $4.28, respectively.
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the following table summarizes the status of the stock options outstanding and exercisable at december 31, 2007:

stock options outstanding

exercise price weighted number of weighted- number of
Range average options remaining stock options
exercise price contractual life exercisable

$0.00 $4.80 $2.760 61,000 3.0years 47,625
$4.80 $9.60 $5.870 60,500 4.1years 35,375
$14.40 $19.20 $15.500 7,500 1.9 years 7,500
129,000 90,500

at december 31, 2007, the company had 460,000 shares of common stock reserved in connection with the stock option plan.
15. employment agreement of chief executive officer, chief operating officer, and chief financial officer

the company has entered into an employment agreement with shmuel bentoy, its chairman, chief executive officer and president,
which terminates on march 31, 2008. the contract calls for a salary of $360,000 per year. his employment agreement contains non-
competition, non-disclosure and non-solicitation covenants. it also contains an annual bonus, subject to the approval of the non-
employee members of the company's executive compensation committee and further subject to the company meeting certain financial
performance criteria, in an amount to be determined by the non-employee members of the committee. in the event that he is
terminated by the company, he is to receive severance pay that is two times his then annual salary and is payable within 30 days of the
termination.

effective with the expiration of his employment agreement on march 31, 2008, mr. bentov will retire from the company and will no
longer serve as the company's chairman, director, chief executive officer and president or in any other capacity with the company.

on july 1, 2007, the company entered into a new employment agreement with its chief operating officer, michael prude (the "2007"
prude employment agreement). mr. prude's prior employment agreement was terminable at the will of either mr. prude of the company.
or the 2007 prude employment agreement is effective july 1, 2007, has a term of two (2) years, and shall automatically renew for
subsequent one year terms, unless and until terminated by either party upon 60 days notice. the 2007 prude employment agreement
provides mr. prude with an annual base salary of $237,000, a discretionary annual bonus, participation in the company's stock option
plan and a $1,000 per month allowance for car related expenses. the 2007 prude employment agreement provides that in the event of
termination by the company without cause, death or disability or by mr. prude for sufficient reason, as defined in the agreement, mr.
prude will receive a severance allowance in an amount equal to nine (9) months of mr. prude's then current base salary. the agreement
includes a one-year non-compete covenant commencing on termination of employment.

the company has entered into an employment agreement with salvatore m. quadrino, its chief financial officer and secretary, which
terminates on april 30, 2008 and is set to automatically renew for subsequent one-year terms, unless and until terminated by either
party upon 30 days notice. the contract calls for a salary of $180,000 per year, a discretionary annual bonus, participation in the
company's stock option plan with an initial grant of 20,000 options to purchase shares of the company's common stock and use of a
company car. in the event he is terminated by the company during the initial term, he is to receive severance pay in an amount equal to
twelve months of his then annual salary and all granted options become vested and exercisable.

16.sales and conversion of preferred shares

All outstanding shares of the company's series a and series b preferred stock were fully converted into common stock during 2005. as a
result, there were no outstanding shares of series a or series b preferred stock as of december 31, 2007 and december 31, 2006,
respectively.

17. subsequent events
none.



18. quarterly results (unaudited)

the following is a summary of the quarterly results of operations for the years ended december 31, 2007 and 2006.

quarter ended
(in thousands, except per share amounts) march 31, June 30, September 30, december 31,
2007 2007 2007 2007
revenues $5,876 $4,733 $4,957 $5,264
gross profit 1,971 1,159 1,393 1,624
income (loss) from operations 159 (597) (363) (341)
net income (loss) 211 (568) (259) (222)
net income (loss) per share
basic $0.09 $ (0.24) $ (0.11) $ (0.09)
diluted $0.09 S (0.24) $ (0.11) S (0.09)
march 31, june 30, september 30, december 31,
2006 2006 2006 2006
revenues $5,911 $6,738 $5,971 $6,320
Gross profit 1,612 1,813 1,805 2,041
(loss) income from operations (140) 683 4 353
net (loss) income (139) 682 12 297
net (loss) income per share
basic $ (0.06) $0.29 $0.01 $0.12
diluted $ (0.06) $0.28 $0.01 $0.12
schedule ii : valuation and qualifying accounts
col - a col - b -C col -d col -e
description (1) additions (2)
reserves and balance at beginning charged to costs  charged to other deductions balances at end
allowances of period and expenses accounts describe describe of period
deducted from
asset accounts:
for the year ended
december 31, 2007
allowance for doubtful
accounts $225,741 $93,000 S - $(96,771)(a) $221,970
for the year ended
december 31, 2006
allowance for doubtful
accounts $320,804 $141,548 S - $(236,611)(b) $225,741
for the year ended
december 31, 2005
allowance for doubtful
accounts $296,828 $35,000 S - $(11,024)(c) $320,804
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(a) uncollectible accounts written off during 2007.
(b) uncollectible accounts written off during 2006.
(c) uncollectible accounts written off during 2005.



supplemental information
unaudited balance sheet as at march 31, 2008

assets

current assets:

cash and cash equivalents

accounts receivable less allowance for doubtful
accounts of $220,369 at

march 31, 2008, and $233,594 at march 31, 2007
unbilled receivables

prepaid expenses and other current assets

total current assets
investment, net

property and equipment, net
Goodwill

deposits and other assets

total assets

liabilities and shareholders’ equity
current liabilities:

accounts payable and accrued expenses
capital lease obligation

deferred revenue

current portion of long-term debt

total current liabilities
shareholders' equity:

preferred stock, $.01 par value; 2,000,000 shares authorized;
no shares issued and outstanding as of march 31, 2008,

and march 31, 2007 common stock, $.01 par value;
30,000,000 shares authorized; 2,396,707 issued and

outstanding as of march 31, 2008; 2,385,384 issued and

outstanding as of march 31, 2007

paid-in capital

accumulated other comprehensive loss - foreign
currency translation

accumulated deficit

total shareholders' equity

total liabilities and shareholders' equity

march
31, 2008
usd

$1,766,845

3,726,127
212,374
260,043

5,965,389
318,661

1,140,964
151,159

7,576,173

$1,735,856

130,508

1,866,364

23,967
34,779,357
799
(29,094,314)

5,709,809

7,576,173
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march
31, 2008
rs

7,06,20,795

14,89,33,296
84,88,589
1,03,93,919
23,84,36,598
1,27,36,880
4,56,04,331
60,41,825

30,28,19,635
6,93,82,164
52,16,405

7,45,98,569

9,57,961
139,01,30,899

31,936

(116,28,99,731)

22,82,21,066

30,28,19,635

march
31, 2007
usd

$3,697,308

3,611,501
265,739
127,581

7,702,129
424,644

1,140,964

99,561

9,367,298

$1,868,023

44,789

1,912,812

23,854
34,642,500
2,962
(27,214,830)

7,454,486

9,367,298

march
31, 2007
rs

16,11,65,656

15,74,25,329
1,15,83,563
55,61,256

33,57,35,803

1,85,10,232
4,97,34,621
43,39,864

40,83,20,520

8,14,27,123

19,52,353

8,33,79,475

10,39,796

151,00,66,575

1,29,114
(118,62,94,440)

32,49,41,045

40,83,20,520
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unaudited profit and loss account for three months ended march 31,2008

2008 2008 2007 2007
usd rs usd rs
Revenues 4,772,029 19,93,75,372 $ 5,876,394 25,91,48,975
cost of revenues 3,787,484 15,82,41,082 3,905,643 17,22,38,856
gross profit 984,545 4,11,34,290 1,970,751 8,69,10,119
operating expenses:
selling, general & administrative 1,785,602 7,46,02,452 1,766,459 7,79,00,842
depreciation & amortization 44,126 18,43,584 44,911 19,80,575
1,829,728 7,64,46,036 1,811,370 7,98,81,417
(loss) / profit from operations (845,183) (3,53,11,746) 159,381 70,28,702
interest income /(expense) net 19,462 8,13,122 54,919 24,21,928
19,462 8,13,122 54,919 24,21,928
(loss) / profit before income taxes (825,721) (3,44,98,623) 214,300 94,50,630
provision for income taxes 4,500 1,88,010 2,832 1,24,891
net (loss) / profit (830,221) (3,46,86,633) 211,468 93,25,739
other comprehensive (loss) - foreign
currency adjustment (856) (35,764) (987) (43,527)
comprehensive (loss) / profit (831,077) (3,47,22,397) $210,481 92,82,212
net (loss) / income per share
basic $ (0.35) (14.6) $ 0.09 3.97

diluted $ (0.35) (14.6) $ 0.09 3.97
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unaudited consolidated statements of cash flows for three months ended march 31,2008

year ended march 31

2008 2008 2007 2007
usd rs usd rs

cash flows from operating activities:
net (loss) / income S (830,221) (3,31,83,933) 211,468 92,17,890
adjustments to reconcile net (loss) / income to net cash
used in operating activities, net of acquired assets:
depreciation and amortization 44,126 17,63,716 44,912 19,57,714
provision for doubtful accounts 15,000 5,99,550 15,000 6,53,850
stock based compensation 21,090 8,42,967 30,411 13,25,615
write down of investment - - 87,059 37,94,902
reduction of capital lease obligation - - (72,629) (31,65,898)
amortization of deferred financing cost 1,941 77,582 3,000 1,30,770
changes in operating assets and liabilities:
accounts receivable (261,566) (1,04,54,793) 60,397 26,32,705
unbilled receivables (179,620) (71,79,411) 50,417 21,97,677
prepaid expenses and other current assets 19,582 7,82,693 21,788 9,49,739
Deposits (1,750) (69,948) - -
accounts payable and accrued expenses (71,177) (28,44,945) (354,277)  (1,54,42,934)
deferred revenue (47,510) (18,98,975) (240,438)  (1,04,80,692)
net cash used in operating activities (1,290,105) (5,15,65,497) (142,892) (62,28,662)
cash flows from investing activities:
purchase of property and equipment (19,849) (7,93,365) (12,333) (5,37,595)
net cash used in investing activities (19,849) (7,93,365) (12,333) (5,37,595)
cash flows from financing activities:
proceeds from the exercise of stock options - - 4,464 1,94,586
Net cash provided by financing activities - - 4,464 1,94,586
effect of foreign currency exchange rate changes on
cash and cash equivalents (856) (34,214) (987) (43,023)
net decrease in cash and cash equivalents (1,310,810) (5,23,93,076) (151,748) (66,14,695)
cash and cash equivalents at beginning of period 3,077,655 12,30,13,870 3,849,056 16,77,80,351
cash and cash equivalents at end of period $ 1,766,845 7,06,20,795 S 3,697,308 16,11,65,656

supplemental disclosure of cash flow information:

cash paid during the period for interest - - - -
cash paid during the period for income taxes

net of refunds $ 4,932 1,97,132 152,610 66,52,270





