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Sophos Limited
Strategic Report for the year-ended 31 March 2022

The Directors of Sophos Limited have prepared this Strategic report for the year-ended 31 March 2022 to provide
additional information to shareholders to assess the Company's strategies and the potential for those strategies to
succeed.

Incorporation and Principal activity

Sophos Limited is a wholly-owned subsidiary of Sophos Holdings Limited. The Company was incorporated on 4%
February 1987. The Company’s most senior parent undertaking in Europe, Sophos Intermediate | Limited, includes
the Company in its consolidated financial statements.

Sophos is a worldwide leader in next-generation cybersecurity that protects organisations of all sizes from today’s
most advanced cyber threats. The threat landscape is constantly changing and transforming, driving a need for
innovative security technologies, solutions, and services. Sophos has a full portfolio of synchronized solutions,
including award-winning endpoint protection that harnesses the power of artificial intelligence (“Al”) to reinforce
defenses against malware, exploits, and ransomware. In addition to endpoint protection, Sophos network security
solutions offer industry-leading protection, visibility, and response capabilities with high performance hardware
appliances and virtual deployment options for cloud-based instances. Combining the power of Al and automation,
Sophos offers a synchronized approach to cybersecurity which simplifies protection, compliance, governance, and
security monitoring for both on-premise and cloud-based environments.

Sophos Limited sells these cyber security products via a channel distribution model, whereby Sophos transacts with
distributors and partners who will transact with the ultimate end user.

Key performance indicators and overview of financial performance for the year-ended 31 March 2022:
Revenue:

As the majority of the Company’s billings booked during the year relate to subscriptions, a significant amount of
these billings are deferred and recognised as revenue in future periods.

Revenue recognised during the year was £526M (2021: £452M) representing growth of 16.4% year-on-year, which
was primarily driven by service revenue (see note 6).

Profit on Ordinary Activities:

Profit on ordinary activities during the year was £97.7M (2021:£13.2M). The increase in operating profit in 2022 is
predominantly due to increased revenue (see above), foreign exchange gains of £15.5m (2021: loss of £23.6m) and
no impairment of investment in subsidiaries during 2022 (2021: £15.4m).

\
This was partially offset by an increase in exceptional expenses totaling £24.4m in 2022 (see note 5) (2021 £3.1m),
increased SGA expenses, which were £109.6m in 2022 (2021: £99.9m) and an increase in amortization to £12.1m
(2021: £7.3m). See note 5 for further details on operating profit.

Averége staff numbers have increased to 648 (2021: 619).
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Strategic Report (continued)

Corporate responsibility

The Company complies with the following Sophos Group internal and external policies, details of which can be
obtained from https://www.sophos.com:

- Sophos Data Privacy, including Sophos Group Privacy Notice

- Sophos’ Modern Slavery Statement

- Anti-Corruption Policy

- Conflicts Minerals Policy

- Whistleblowing Policy

- Global Trade Compliance Policy

- Sophos Code of Conduct

- Diversity Policy

Going concern basis

The Directors expect that the Company will continue to transact business as a world leader in IT security in the
coming year. Accordingly, the financial statements have been prepared on a going concern basis which has been assessed for
the 12 months from the approval of these financial statements. Further details regarding the adoption of the going concern
basis can be found in the statement of significant accounting policies in Note 4 of the Company financial statements.

Principal risks and uncertainties:

Principal risks are identified through a business wide risk assessment process, along with an evaluation of the
strategy and operating environment of Sophos.

The risk review process encompasses the identification, management and monitaoring of risks in each area of the
business. This process includes an assessment of the risks to determine the likelihood of occurrence, potential
impact and the adequacy of the mitigation or controls already in place. A review is then undertaken by a meeting
of the Senior Management Team, which evaluates the principal risks of Sophos with reference to its strategy and
the operating environment.

The Audit Committee of the Board of Managers of Sophos Ultimate Parent, L.P. monitors and challenges these
processes, reviewing Sophos’s Consolidated Risk Register and reporting material risks to the Board. Climate-related
issues are considered in terms of potential for contribution to these principal risks. The issues consider both the risk of physical
disruption to the business from climate change, and the risks and opportunities as the glo’bal economy transitions to
significantly lower carbon emissions. In'the current period it has been concluded that climate related risks did not rise to the
level of a principal risk. There may be other risks or uncertainties that could emerge in the future, however Sophos’s
ongoing commitment to risk management will seek to address and mitigate the future risks, as and when they
become apparent.

The Directors consider the following matters to be the principal risks and uncertainties (in no specific order):



Risk

How it impacts

organization

the

‘What we are doing

Risk
movement
since 2021

IT Security &
Cyber Risk

As a provider of cybersecurity
products, Sophos is a higher
profile cyber-attack target.
Sophos's infrastructure,
services and products may
have vulnerabilities that have
from time to time been, and
may in the future be, targeted
by attacks which could result
in the disruption of Sophos's
business, harm to Sophos's
reputation, and/or ability to
provide services to customers

Sophos has a dedicated cybersecurity Team focused on
identifying risks related to a cyber-attack and planning
appropriate protection, detection, response and
recovery mechanisms. Sophos is focused on day-to-day
active monitoring and hunting for threats, improving
response processes and implementing continual
improvements to governance, technology and education
& awareness programs.

Sophos has significantly increased its investment in
cybersecurity over the past few years. In addition,
Sophos collaborates with external industry experts for
independent assessment, validation and certifications.
We will continue to invest in cybersecurity over the
coming years to manage this risk.

No change

Defects or
Vulnerabilities
in Products or
Services

Sophos's products and services
are complex and as such they
may contain design or
manufacturing defects or
errors that are not detected
until after their commercial
release and deployment by
end customers. As a result,
actual or perceived defects or
vulnerabilities in Sophos's
products or services, the
failure of Sophos's products or
services to prevent a security
threat could harm Sophos's
reputation and divert Sophos's
resources.

Sophos is committed to extensive test cycles and quality
procedures which are subject to continuous
improvement. Sophos employs combinations of internal
and external quality reviews and testing of products,
including source code reviews, public and private 3rd
party efficacy testing, automated code tests and various
forms of penetration testing. Sophos practices
transparency and engages in a healthy collaboration
with the security research community, as described in
our Trust Centre https://trust.sophos.com. Sophos
continues to run a Bug Bounty program to leverage the
skills of thousands of individuals to help make our
products and web properties more secure. Sophos sees
good activity from the research community, allowing us
to resolve software defects before they can be exploited
by attackers. This and other measures have allowed us
to slightly reduce this risk.

Further, Sophos protect the privacy and security of its
customers worldwide through our pledge to never
engineer backdoors into our products as described here:
https://www.sophos.com/nobackdoors

No change

Product
Portfolio
Management

Failure to manage the product
portfolio adequately could
result in inappropriate
investment focus in relation to
research and product
innovation. This could result in
products that do not meet the
requirements of customers or
partners and the risk they will
look to alternative solutions,
resulting in the potential loss
of both new and existing
revenue streams. Failure to
protect Sophos's intellectual
property could adversely affect
the ability of Sophos to
operate in its markets.

Sophos product portfolio strategy involves acquisitions,
partnerships or developing products in-house. Sophos
continue to focus on and improve the interaction
between Product Management, Product Development,
our Security Operations {managed services) team, Sales
and Marketing and all Support functions in an
integrated product development approach. We have
recently reorganized to combine all product
management, product development, threat intelligence,
and security operations (managed services) under a
single structure; further improving communications and
collaborations.

Internal processes are run to identify opportunities for
standardisation and consistency across products lines.
This helps eliminate redundancies, reduce development
and support costs, and improve partner and customer
experiences through a more predictable and coherent
product portfolio.

All Sophos next-generation products are managed by a
single cloud management platform, Sophos Central,
delivering a common management and operating
experience for the portfolio and a comprehensive

No change




| Risk How it impacts the | Whatwe aredoing Risk
organization movement
since 2021
solution that will encourage existing customers using on
premise products to migrate to cloud management. We
use that platform to deliver our managed services, which
allows for rapid and efficient improvements to both the
product and the outcomes of the service.
Sophos customer, our partner communities, and our
Security Operations (managed services) team are
invaluable resources in guiding portfolio management
decisions. They provide immediate and constant
feedback on how well Sophos is meeting its
requirements, improvements that Sophos can make to
its current offerings and opportunities for portfolio
consolidation or expansion.
Patents are filed mainly in the US. An IP strategy is in
place and depends on factors including the amount of
money available to invest. Sophos uses a software tool
to track our patent and trademark assets.
Major False Sophos's products may falsely Sophos strives for continuous improvement in our No change
Detection of detect threats or malware that | Sophos Labs threat research operation. Sophos invests in
Threats do not actually exist in ongoing staff training and process optimisation, as well
applications or content based as enhancements to testing and quality systems and
on Sophos's classification of procedures.
application type, virus,
malware, vulnerability exploits, | Sophos has developed and launched a new reputation
data or URL categories (known | based false positive suppression system to complement
as 'false positives'). These false | the introduction of "Deep Learning" artificial intelligence
positives, while inherent in predictive modules in its products. Additionally, there is
Sophos's industry, may impair proactive focus on improvement of processes to enable
the perceived reliability of early detection of a false positive event, as well as
Sophos's products and may applying a 'lessons learnt' approach through root cause
therefore adversely impact analysis.
market acceptance of Sophos's
products. Any such false Sophos continues to make product enhancements to
identification of important files | allow our partners and customers to manage
or applications could result in occurrences of false positives on their own, enabling us
negative publicity, damage to and them to deal with those occasional or even unique
Sophos's reputation, loss of files that might evade our reputation and prevalence
end customer and sale, suppression techniques
increased costs to remedy any
problem and risk of litigation,
any of which could materially
adversely affect Sophos's
financial condition and
operating results.
Recruitment The ongoing success of Sophos | Making Sophos a great place to work is central to | Increased
& Retention is dependent on attracting and | Sophos's strategy. Sophos is increasing its commitment to
of Key retaining global high-quality | diversity and inclusion by introducing new programs to
Personnel employees at all levels in the | attract and develop diversity of all types. Additionally,

business who can effectively
implement Sophos's strategy.
Failure to attract, retain or
develop high quality employees
across the business could limit
Sophos's ability to deliver its
strategic plan.

Sophos has a commitment to all levels of training and
development throughout the organization

Reward schemes are continuously evaluated to drive and
reward performance and ensure retention of key talent.
Annual employee engagement surveys enable progress of
Sophos's people actions to be monitored, areas of
improvement identified, and necessary actions
performed.




legally required and guide
employee conduct may lead to
financial loss during
operations, regulatory fines,
and reputational damage.

Compliance Policy is Board Approved, Sophos
Compliance Team executes on Policy requirements in
many ways, depending on the Policy. Several of these
controls are executed by cross-functional Teams in
Supply Chain, Sales Operations, and IT.

Examples of compliance controls include written supplier
verification, awareness and training campaigns that
inform all Company Team Members, due diligence
screening through international restricted party lists,
adverse media screening, and validation during security
and privacy incidents, should they occur. Global Trade
Compliance also includes cross-functional GEO-IP
blocking of software downloads, feedback from 24/7
telemetry screening, and warnings, certifications,

. Risk | How it  impacts the | What we are doing Risk
organization movement
since 2021
The cybersecurity industry continues to be a competitive
marketplace for talent. As such, Sophos is increasing the
commitment to strong recruitment processes supported
by robust remuneration programs which are
benchmarked appropriately.
Business Sophos is at risk of disruption Incident management procedures and escalation No change
Continuity to its day-to-day operations processes are in place as well as maintaining security,
Management | from a disaster or similar business continuity and disaster recovery plans. The
incident which may seriously Sophos Disaster Recovery policy ensures testing of tier 1
impact employees, IT systems, and 2 IT applications on a regular basis. Sophos
access to office space and/or continues to invest in cloud technology that provides
key suppliers. A significant resilient infrastructure for the company. As we have
impact to employees or failure | made significant investment in our IT infrastructure over
in the operation of Sophos's the past couple of years, this has enabled Sophos
key systems, infrastructure, or | employees to smoothly transition to working from home
suppliers on which Sophos with minimal impact to the business.
relies could cause a failure of
service to its customers and
negatively impact the Sophos
brand and sales.
Product Product outage may consist of | Sophos recognizes how important this risk is to our No change
Outages the loss of operations of customers. The majority of Sophos production
Sophos Central, or any Sophos infrastructure runs on multiple Amazon AWS regions and
Labs production infrastructure | availability zones. We therefore inherit the global
that serves threat intelligence resiliency provided by AWS. In addition, Sophos has
_to products. Product outages redundant systems and microservices that can withstand
may lead to loss of service to significant outages. Currently the service availability is at
clients, reputational damage 99.9%+.
and reduced billings.
Competition Major competitors offer Sophos recognises that demands from customers in the Increased
additional product features market will continue to evolve and Sophos will need to
due to their scale and pricing evolve to keep up with market changes. In addition to
power leading to product price | Product Management and Analyst Relations functions,
reductions to remain Sophos employs a Market Intelligence team who
competitive or loss of market monitors the market, evaluates competitive products
share. and how they compare with Sophos and provides
assistance and guidance to the product team in our
roadmap planning to ensure we are competitive and
differentiated to the market. Sophos is integrating
products within the portfolio in order to add unique
value to clients. Particular focus around innovation to
stay in front of the market and maintain premium pricing
opportunities.
Legal and Non-compliance with key Sophos has implemented several policies to ensure No change
Compliance compliance policies that are compliance with key laws and regulations. After a




‘Risk "How it impacts the | Whatwe are doing Risk
‘ organization | movement
since 2021
account blocking, device disabling, and termination of
Partners found to have violated export control
requirements.
In addition, Sophos has assigned dedicated subject
matter experts who are responsible for keeping up to
date with laws and regulations in their areas of
responsibilities, including working closely with external
law firms when required.
Taxation Increased scrutiny on tax Sophos ensures the tax team has the appropriate in No change
compliance through both house and third-party resources to assess tax risk and
increased number of tax audits | take appropriate action to reduce or eliminate the risk.
and through more aggressive The company tracks tax filings for timeliness and
tax authority positions. completeness through a third-party system called
Additionally, the ability to Thomson Reuters. The company actively defends its
optimize Group's tax position positions on tax audits and ensures tax decisions are
could be reduced due to made in a responsible way. The company is in the
legislative changes including process of automating a number of workflows to both
the broadening of the tax base | maximise the efficiency of the tax department and to
and the increase in tax rate ensure accurate calculations and filings. The tax team
leading to an increased tax bill. | and its advisors regularly review the legal entity
structure, the IP structure and the tax operating
structure to ensure compliance with tax requirements
and to manage tax risk. The tax team monitors tax
legislative changes to ensure compliance and to adjust
the tax operating model to reduce the impact of law or
regulation changes on the company. In addition, the tax
team is performing an increased number of internal tax
audits across different geographies in indirect tax.
Currency and The approach to hedging Sophos continues to manage revenues and cost by Increased
interest rate against foreign exchange risk currency to achieve the best possible matching and has
movements may result in fluctuating always taken a proportion of the external debt in foreign
financial results as a currencies to help manage the exposures.
consequence of income and
expenditure in particular A currency hedging programme is considered on a
territories not being entirely periodic basis; usually around re-financing events.
matched. Notable risk in
Euro/USD currency pair where | A newly established dedicated Treasury team monitor
revenue significantly exceed external financial markets and consider the need for
costs. derivative financial instruments to fix rates in the event
that the risk to the company exceeds tolerable levels.
Economic uncertainty as a
result of geo-political events
means the company is also
exposed to interest rate risk,
primarily due to related party
balances.
Supply Chain There is a risk of global supply Sophos has in place a dedicated supply chain Increased
and Third- chain disruption or failure to management team that monitors the inventory levels
party manage supply chain and business requirements for specific components and
Management | requirements and third parties | engages in a variety of remedial actions in the event

such as partners and vendors
leading to a disruption in
product delivery and
reputational damage. This can
manifest in either shortage of
products for the customers or
product price increases.

delays or shortages are forecasted.

At this time of uncertainty with the COVID-19 virus, the
supply chain management team are monitoring
hardware component suppliers and ODMs regarding
their factory closures and engineering personnel
shortages and working with Product Management and
Engineering to identify alternative suppliers,
components, or designs to mitigate hardware




Risk

Social and
Governance

customer expectations with
regard to environmental,
social, and governance factors
can lead to brand and
reputational damage and lost
sales opportunities. These are
important in creating a
sustainable growth and a
positive corporate culture. In
addition, failure to achieve this
can lead to poor employment
branding, which impacts
recruitment and retention.

environmental, social, and governance practices in its
corporate policies and everyday operations. This is
ongoing, cross-functional work that builds a platform of
sound environmental policy, strong social responsibility,
and ethical governance. In its first steps, Sophos has
implemented a Code of Conduct modelled on the
Responsible Business Alliance (RBA) Code of Conduct
and covers Labour, Health & Safety, Environmental,
Ethical Business Practices, and Management Systems.

Environmental: Pursuant to Sophos’s Declaration to
Responsible Business Alliance Code of Conduct 7.0
(2021), Sophos environmental responsibility is integral to
producing world class products. Our commitment
requires that adverse effects on the community,
environment, and natural resources shall be reduced, if
not removed. Specifically, Sophos's new Environmental
Sustainability Policy has been published in the first
quarter of fiscal year 2022. This Policy identifies several
key initiatives to reduce our environmental footprint,
which will be developed and measured by our 5-year
sustainability road map.

Social: Sophos has implemented a diversity and inclusion
program which benchmarks and tracks progress to the
organisation's goals. Further, Sophos consistently gives
back to the communities where we do business,
including voluntaryism and the donation of our
company's products and services. Also, the company's
new Health & Safety Policy has been published in the
first quarter of fiscal year 2022.

Governance: Sophos requires ethical and transparent
business practices in the conduct of its employees, as
well as management's relationship with employees and
stakeholders. This can be seen in the company’s
Anticorruption Policy, Modern Slavery Policy, Conflict
Minerals Policy, Whistleblowing Policy, Global Privacy
Policy, Global Trade Policy, as well as the company's
practices.

Risk How it impacts the | What'we are doing
organization movement
' since 2021
production delays due to component shortages or
delays. The supply chain management team is also
monitoring national border closures and the potential
impact on product costs due to potential freight cost
increases
Environment, | Failure to meet regulatory and | Sophos is committed to upholding ethical standards of No change

Other Risks and Uncertainties

In concluding on the risks and uncertainties that are considered to be significant for Sophos, the Directors assess a
wide range of issues, which included the following that are not considered to be principal risks:

Patent Infringement

The Directors consider the risk of claims of patent infringement against Sophos’s products, which is considered to
be a software industry-wide risk. The risk is not considered to be a standalone principal risk and is instead factored
into the Directors’ consideration of ‘Product portfolio management’, which is a principal risk.
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Coronavirus

At the time of preparing this report, the impact of COVID-19 globally has lessened somewhat compared to the
previous two financial years. High levels of vaccinations combined with mandatory and voluntary control measures
have seen a reduction in case rates globally and less severe implications for many that contract the virus. While the
immediate situation is somewhat improved, we are likely to experience the negative impacts of COVID-19 on Global
GDP and macroeconomic conditions for some years to come. Sophos successfully navigated the challenging
circumstances of the pandemic by monitoring risk indicators and external guidance and formulating policies and
actions to respond to different scenarios. It also ensured regular and clear communication with employees and other
stakeholders and continues this practice despite the lesser risk posed by the virus. The COVID-19 pandemic did result
in additional risks that Sophos managed and continues to monitor:

First, there remains an increased risk to the health of employees during this period. The safety of Sophos’s
employees, families and relatives is the primary objective. During the early phases of the spread of the virus
in 2020, Sophos implemented travel restrictions and enhanced health and safety measures to reduce the
risks. These include restricting both international and domestic business travel for all employees, reducing
physical participation in events, and switching in-person meetings to video conference. The approach of
Sophos has been to follow government advice and guidance in all the regions in which it operates. As the
virus continued to spread and governments issued updated advice, Sophos acted swiftly to communicate
changes and implement appropriate measures to protect the health and wellbeing of our employees,
partners, and customers. Throughout the period, the Senior Management Team have been conducting
enhanced levels of communication with employees. Sophos will continue to take appropriate measures to
protect our people.

Secondly, there is an increased risk of business disruption at any of Sophos’s global sites or at one or more
of our suppliers or partners. Sophos has continued to operate during the pandemic and has implemented
appropriate social distancing measures, enhanced cleaning regimes and a work from home approach at all
sites where appropriate. At the height of the pandemic, only employees who were essential to Sophos’s
logistic operations were working on-site with all other employees working from home. Sophos has in place
a robust set of technologies that enables the majority of our global employees to work from home. As a
precautionary measure, and to help prevent the spread of COVID-19, Sophos advised all employees to
continue to work from home where possible when restrictions were relaxed in some locations. Sophos is
enabled to continue day-to-day business remotely, including but not limited to product development, sales
activities, and running administrative functions. Sophos has a cross-functional working group which enables
it to stay coordinated on actions across global operations, to support employee health and safety while
minimizing disruption to the business. Towards the end of the financial year, we have been able to open
offices on a voluntary basis to fully vaccinated employees in a number of locations, and we expect to
continue with further office openings as we move into the next financial year. Sophos has established a
hybrid working model for all employees globally which means that, as offices begin to open back up, over
80% of employees will not be required to attend the office for more than two days per week, and for many,
the requirement to be in the office will be less (or they will be fully remote). This permanent change to
hybrid working means that Sophos is far less susceptible to outbreaks, which could pose a risk to ongoing
operations and business continuity. Sophos continues to monitor the evolving situation and continues to
update employees, customers, vendors, and partners with any changes. Sophos received significant praise
and positive feedback in relation to its handling of the pandemic from employees in the annual surveys of
2021 and 2022, with record scores being achieved in consecutive years. Sophos is confident that the plans,
processes, and protocols that it implemented in response to the changing circumstances that the pandemic
presented, can be relied upon should the situation worsen. As at the date of this report, there have been
no suspensions to operations due to COVID-19 at any of Sophos’s global sites and the situation continues
to be monitored regularly.
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e Thirdly, there is an increased risk of a fall in demand for Sophos’s products resulting from a global economic
downturn due to the pandemic. However, trading was strong during fiscal years 2022 and 2021, and there
are no signs of a material reduction in demand at the date of this report. Sophos continues to monitor
markets and liaise with its customers closely.

Sophos also encourages everyone to maintain high cybersecurity vigilance at this difficult time. Cybercriminals are
exploiting COVID-19 in their attacks and Sophos continues to offer advice to protect against campaigns that target
COVID-19 fears. Updates to new findings about these types of attacks are being published regularly by “SophosLabs”
on Twitter.

Brexit

Following the decision by the UK electorate to exit from the European Union (“Brexit”), the Directors continue to
keep under consideration the expected impact of Brexit on Sophos. As Sophos operates internationally with a diverse
geographic, spread, any fluctuations in the sterling exchange rate, are, to a degree, balanced with sterling
denominated costs which mitigates the impact on the US Dollar functional currency of Sophos. Also, the Directors
have changed the operations of Sophos and its supply chain to undertake more logistical activity from mainland
Europe, though these changes are not considered to be significant or posing any heightened risk to Sophos. The
impact of Brexit on the current and future employees also continues to be monitored though to date, there has been
no disruption or changes in the UK that have had a material effect on one of Sophos’s principal risks, the ‘Recruitment
and retention of key personnel’. Accordingly, the management team no longer consider this matter to be a risk which
may impact Sophaos’s business in a material way.

Geo-Political and economic uncertainty

The recent conflict in the Ukraine has generated a significant amount of uncertainty from both a geo-political and
world-wide economic perspective which has compounded the impacts from covid-19 referred to above. There are
no signs of a material reduction in demand at the date of this report and nor has there been a material impact on
Sophos's ability to run the business. Nevertheless, Sophos continues to monitor markets and liaise with its customers
closely. Sophos along with other subsidiaries in the Group, has taken and continues to take, certain steps to mitigate
the impact of the change in the market conditions on its business (as further discussed in the consolidated financial
statements of the group in which the entity is consolidated), its short-term growth outlook, and it’s ability to support
and accelerate the Company's strategic transition to be a next-generation cybersecurity leader.

10
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Section 172 of the Companies Act 2006 requires a director of a company to act in the way he or she considers, in
good faith, would most likely promote the success of the company for the benefit of its members as a whole. In
doing this, section 172 requires a director to have regard, amongst other matters, to the:

- likely consequences of any decisions in the long-term;

- interests of the company’s employees;

- need to foster the company’s business relationships with suppliers, customers and others;

- impact of the company’s operations on the community and environment;

- desirability of the company maintaining a reputation for high standards of business conduct; and

- need to act fairly as between members of the company.

In discharging its section 172 duties, the Company has regard to the factors set out above. The Company also has
regard to other factors which consider relevant to the decision being made. The Company acknowledges that
every decision it makes will not necessarily result in a positive outcome for all of its stakeholders. By considering
the Company’s purpose, vision and values together with its strategic priorities and having a process in place for
decision-making, the Company does, however, aim to make sure that its decisions are consistent and predictable.
As is normal for large companies, the Company delegates authority for day-to-day management of the Company to
executives and then engage management in setting, approving and overseeing the execution of the business
strategy and related policies. The Company reviews risk and compliance and legal matters at Board or Board
Committee meetings.

The Company also reviews other areas over the course of the financial year including the Company’s financial and
operational performance; stakeholder-related matters; diversity and inclusivity; and corporate responsibility
matters. This is done through the consideration and discussion of reports which are sent in advance of each Board
meeting and through presentations to the Board. The views and the impact of the Company’s activities on the
Company’s stakeholders (including its workforce, customers and suppliers} are an important consideration for it
when making relevant decisions. While there are cases where the Board itself judges that it should engage directly
with certain stakeholder groups or on certain issues, the size and spread of both the stakeholders and the Sophos
Group means that generally stakeholder engagement best takes place at an operational or group level. The
Company finds that as well as being a more efficient and effective approach, this also helps it achieve a greater
positive impact on environmental, social and other issues than by working alone as an individual company. For
details on some of the engagement that has taken place with the Company’s stakeholders, so as to help the
Directors to understand the issues to which they must have regard, and the impact of that feedback on decisions,
please see clauses on Employee Engagement, Business Relationships, Enhancing Community, Protecting the
environment and corporate governance standards in this Strategic Report of the Company.

During the year the Company received information to help it understand the interests and views of the Company'’s
key stakeholders and other relevant factors when making decisions. This information was distributed in a range of
different formats including in reports and presentations on our financial and operational performance, non-
financial KPls, risk, environmental, social and corporate governance matters and the outcomes of specific pieces of
engagement. As a result of this, the Company has had an overview of engagement with stakeholders and other
relevant factors which allows it to understand the nature of the stakeholders’ concerns and to comply with our
section 172 duty to promote success of the Company.

Approval
By order of the Board

sbd ﬁ///ngham

Stuart Fillingham
Director
28 October 2022
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Directors’ Report for the year-ended 31 March 2022

Directors’ Report

The Directors of Sophos Limited present their annual report with the audited financial statements of Sophos Limited
for the financial year-ended March 31, 2022.

Strategic Report

The Strategic Report, which also forms part of this report and is presented on pages 2 to 12 of this Annual Report,
includes a review of the business and a description of the principal risks and uncertainties‘ facing the company.

Board of Directors

The Directors who held office during the year and up to the date of signing the financial statements are given below:

Stuart Fillingham
Jacqueline Denton
Diarmuid O'Brien —

resigned 13 April 2021

The Directors benefit from an indemnity provision in the form of professional indemnity insurance.

Proposed Dividends ,

Proposed and paid dividends for the year-ended 31 March 2022 are £0.2M (2021: £230M).

Dividends of £1,637k were received in the year from the Company’s subsidiaries (2021: £11,805k).

Stakeholder Engagement

Communicating with key stakeholders is vital in helping to better understand their needs and requirements.
Sophos conducted several engagement activities with the stakeholders throughout 2022, to encourage two-way
dialogue with key stakeholder groups.

Key

Stakeholders | Engagement Channels

Key activities in the year

partners

Channel ¢ Channel ‘best’ commitment

to offer Company partners
industry-leading benefits
and support

Competitive and profitable
partner programme
Regional virtual partner
conferences

Dedicated partner portal
and mobile app

Partner advisory councils
Webinars and live online
events, including product
and threat landscape
training and how to
position product and
services to customers

Pre- and post-sales
technical support

e Increased engagement with Managed Service Providers

(“MSPs”), including platform integrations to facilitate user

management

e Virtual Partner conferences with the CEO and members of
the Senior Management Team participating

o  Specific partner programs include in-person events

e  Partner advisory meetings in key markets
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Key
Stakeholders

Engagement Channels

Key activities in the year

End
customers

Community and support
forums

Social media engagement
Dedicated and targeted
product communications
Sophos News, including
industry and Company
news updates

Daily industry news service
via the Sophos Naked
Security news site

Free tools for home use
Virtual enduser events in
key markets

Webinars and live online
events

Virtual customer events to focus on next-generation
security technologies and threat landscape advancements.
Specific customer events including in-person events

Employees

Intranet site ‘Sophos Hub’
for collaboration,
communication, and
information

Annual employee survey
Access to online training
tools and instructor-led
training via Sophos
Learning Hub and LinkedIn
Learning

Regular CEO All Hands
briefings

Microsoft Teams as a core
collaboration medium
Manager Central on Sophos
Hub for targeted line
manager communications,
guidance, and actions

MS Stream video for SMT
updates (e.g., IT Unplugged
viog from CIO)

Annual kick-off led by CEO

Quarterly business updates

CEO all hands calls

Virtual social events run globally and locally

Enhancement and expansion of Diversity Hub page
(information, updates, resources)

Creation of Director-level D&I and CSR role to drive actions
Continued actions from seven Employee Resource Groups
(ERGs) supporting Diversity & Inclusion

Recognized Pride, Mental Health Awareness, International
Women'’s Day, Hispanic Heritage Month, Asian and Pacific
Islanders Month, and Black History Month with global and
local events

Sophos Women in Technology paid for a one-year
membership for 15 female employees to ‘Women Get on
Board’, an organization that connects, promotes and
empowers women to corporate boards

Renewed the Calm app subscription for all employees
globally

Built out additional content on Wellbeing Central,
providing resources to support employee mental and
physical health and augmented this with monthly
‘Wellbeing Focus’ broadcasts

Re-ran diversity and inclusion self-identification survey
Ran a global fitness challenge, SOPH-FIT, a virtual race
across our EMEA Sophos locations for all Sophos
employees

Provided four paid Sophos wellness days off work for all
Sophos employees

Extended Coaching program to APJ for full global coverage
Quarterly Sophos Values Award nominations and winners
recognised by CEO

Environment and sustainability — developed sustainability
Hub, policy, and Earth Day ‘plant a tree’ employee
challenge

Annual employee survey showed positive improvements in
ratings across every single question for the second year
running
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Sophos Limited

Directors Report (continued)

Summary of general disclosures (incorporated in this Directors’ Report)

The following information required to be disclosed in this Directors’ Report is set out elsewhere in the financial
statements on the pages listed below:

Page Number

Employee engagement 13

Other stakeholder engagement including customers and suppliers 12-13

Future Developments

The COVID-19 pandemic has negatively affected businesses worldwide, and the Company has taken and is continuing
to take, certain steps to mitigate the negative impact of the material change in market conditions on its business
and its short-term growth outlook, and also to support and accelerate the Company’s strategic transition to be a
next-generation cybersecurity leader.

The Company remains focused on keeping employees safe and empowering them to continue to do their jobs,
collaborate and support each another, and engage with our customers and partners to drive the best outcomes
possible.

Research and development
The Group continues to undertake research and development activity relating to its principal activities.

In the year-ended 31 March 2022, the Group spent 16 per cent of its billings on research and development (2021:
17 per cent). Development expenditure is capitalised as an intangible asset once its future recoverability can
reasonably be regarded as assured and technical feasibility and commercial viability can be demonstrated. See
note 4 Significant accounting polices for further details.

Policy on disability

Applications for employment from disabled persons are always fully considered, bearing in mind the abilities of the
applicant concerned, and any adjustments we could make to accommodate specific needs. In the event of an
employee becoming disabled, every effort is made to ensure that their employment with the Company continues
and that appropriate training and support are provided. It is the policy of the Company that the training, career
development and promotion opportunities of disabled persons should, as far as possible, be identical to that of
other employees.

Financial Instruments

Objectives of risk management of financial instruments

Financial risk management is conducted at a Group level, applying treasury policies which have been approved by
the Board. The major financial risks to which Sophos is exposed relate to interest rate risk, credit risk and movements

in foreign currency exchange rates. Where appropriate, cost effective and practicable, Sophos uses various financial
instruments to manage these risks. The main purpose of these financial instruments is to reduce the impact on
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Sophos Limited

Directors Report {continued)

Sophos operations of changes in market rates. No speculative use of derivatives, currency or other instruments is
permitted.

Liquidity Risk

Preparation of annual budgets in advance enables operating cash flow requirements to be anticipated to ensure
sufficient liquidity is available to meet foreseeable needs and obligations.

Credit Risk

Credit risk is primarily attributable to trade receivables. In order to manage credit risk, the Directors set limits for
customers based on a combination of payment history and third party references. Credit limits are reviewed by the
credit controller on a regular basis in conjunction with debt ageing and collection history. Sophos has no significant
concentration of credit risk in trade receivables.

Interest rate risk
The Group is exposed to interest rate risk primarily due to the related party loans with floating rates of interest.

Currency risk

The Company is'exposed to transaction foreign exchange risk. Several other currencies in addition to the functional
currency of sterling are used, including the euro and US dollar. The Company experiences currency exchange
differences arising upon retranslation of monetary items (primarily short-term inter-company balances and long-
term borrowings), which are recognised as an expense in the period the difference occurs.

Disclosure of relevant information to the auditors

The Directors who held office at the date of approval of this Directors’ report confirm that, so far as they are each
aware, there is no relevant audit information of which the Company’s auditor is unaware and each Director has
taken all the steps that he or she ought to have taken as a Director to make them aware of any relevant audit
information and to establish that the Company’s auditor is aware of that information.

Auditors
In accordance with Section 487 of the Companies Act 2006, a resolution for the re-appointment of Ernst & Young

LLP as auditors of the Company is to be proposed to the shareholders.

On behalf of the Board

sbd ﬁl//ngham

Stuart Fillingham
Director

The Pentagon
Abingdon Science Park
Abingdon

0X14 3YP

28 October 2022
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Sophos Limited

Statement of Directors’ responsibilities in respect of the Strategic Report, Directors’ Report and the Financial
Statements for the year-ended 31 March 2022

The Directors are responsible for preparing the Strategic Report, the Directors’ Report and the financial statements
in accordance with applicable law and regulations.

Company law requires the Directors to prepare financial statements for each financial year. Under that law they
have elected to prepare the financial statements in accordance with UK accounting standards and applicable law
(UK Generally Accepted Accounting Practice), including FRS 102 The Financial Reporting Standard applicable in the
UK and Republic of Ireland.

Under company law the Directors must not approve the financial statements unless they are satisfied that they give
a true and fair view of the state of affairs of the company and of the profit or loss of the company for that period. In
preparing these financial statements, the Directors are required to:

e select suitablé accounting policies and then apply them consistently;
e  make judgements and estimates that are reasonable and prudent;

e state whether applicable UK accounting standards have been followed, subject to any material departures
disclosed and explained in the financial statements;

e assess the company’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern; and

e use the going concern basis of accounting unless they either intend to liquidate the company or to cease
operations, or have no realistic alternative but to do so.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
company’s transactions and disclose with reasonable accuracy at any time the financia! position of the company and
enable them to ensure that the financial statements comply with the Companies Act 2006. They are responsible for
such internal control as they determine is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error, and have general responsibility for taking such steps as
are reasonably open to them to safeguard the assets of the company and to prevent and detect fraud and other
irregularities.

By order of the Board

sbd fillingham

Stuart Fillingham
Director

28 October 2022
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF SOPHOS LIMITED

Opinion

¢ We have audited the financial statements of Sophos Limited (the ‘Company’) for the year ended 31 March
2022 which comprise the Statement of Profit and Loss Account, statement of other comprehensive
income or expense, statement of changes in equity, statement of financial position and the related
notesl to 23, including a summary of significant accounting policies. The financial reporting framework
that has been applied in their preparation is applicable law and United Kingdom Accounting Standards
FRS 102 “The Financial Reporting Standard applicable in the UK and Republic of Ireland” (United
Kingdom Generally Accepted Accounting Practice).

e |n our opinion, the financial statements:

. give a true and fair view of the company’s affairs as at 31 March 2022 and of its profit for the year then
ended;

. have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice;
and

e  have been prepared in accordance with the requirements of the Companies Act 2006.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and applicable
law. Our responsibilities under those standards are further described in the Auditor’s responsibilities for the
audit of the financial statements section of our report. We are independent of the company in accordance with
the ethical requirements that are relevant to our audit of the financial statements in the UK, including the FRC’s
Ethical Standard and we have fulfilled our other ethical responsibilities in accordance with these requirements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Conclusions relating to going concern
In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of

accounting in the preparation of the financial statements is appropriate.

Based on the work we have performed, we have not identified any material uncertainties relating to events or
conditions that, individually or collectively, may cast significant doubt on the company’s ability to continue as a
going concern for a period of 12 months from when financial statements are authorised for issue.

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the
relevant sections of this report. However, because not all future events or conditions can be predicted, this
statement is not a guarantee as to the company’s ability to continue as a going concern.
e Other information
¢ The other information comprises the information included in the annual report, other than the financial
statements and our auditor’s report thereon. The directors are responsible for the other information

contained within the annual report.

e Our opinion on the financial statements does not cover the other information and, except to the extent
otherwise explicitly stated in this report, we do not express any form of assurance conclusion thereon.
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Our responsibility is to read the other information and, in doing so, consider whether the other information is
materially inconsistent with the financial statements or our knowledge obtained in the course of the audit or
otherwise appears to be materially misstated. If we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether this gives rise to a material misstatement in the financial
statements themselves. If, based on the work we have performed, we conclude that there is a material
misstatement of the other information, we are required to report that fact.

We have nothing to report in this regard.

Opinions on other matters prescribed by the Companies Act 2006

. In our opinion, based on the work undertaken in the course of the audit:

. the information given in the strategic report and the directors’ report for the financial year for which the
financial statements are prepared is consistent with the financial statements; and

. the strategic report and directors’ report have been prepared in accordance with applicable legal
requirements.

Matters on which we are required to report bv exception

¢ In the light of the knowledge and understanding of the company and its environment obtained in the
course of the audit, we have not identified material misstatements in the strategic report or directors’
report.

We have nothing to report in respect of the following matters in relation to which the Companies Act 2006

requires us to report to you if, in our opinion:

¢ adequate accounting records have not been kept or returns adequate for our audit have not been received
from branches not visited by us; or

e the financial statements are not in agreement with the accounting records and returns; or

e certain disclosures of directors’ remuneration specified by law are not made; or

e we have not received all the information and explanations we require for our audit.

Responsibilities of directors

As explained more fully in the directors’ responsibilities statement set out on page 16, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and fair
view, and for such internal control as the directors determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless the directors either intend to liquidate the company or to cease operations,
or have no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISAs (UK} will always detect a material misstatement when it exists. Misstatements can arise
from fraud or errar and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial statements.

Explanation as to what extent the audit was considered capable of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures
in line with our responsibilities, outlined above, to detect irregularities, including fraud. The risk of not detecting
a material misstatement due to fraud is higher than the risk of not detecting one resulting from error, as fraud



may involve deliberate concealment by, for example, forgery or intentional misrepresentations, or through
collusion. The extent to which our procedures are capable of detecting irregularities, including fraud is detailed
below. However, the primary responsibility for the prevention and detection of fraud rests with both those
charged with governance of the entity and management.

We obtained an understanding of the legal and regulatory frameworks that are applicable to the company and
determined that the most significant are those relating to the reporting framework (United Kingdom Generally
Accepted Accounting Practice}, compliance with the Companies Act 2006, the relevant direct and indirect tax
compliance regulations, as well as relevant empioyment laws in the United Kingdom.

We understood how Sophos Limited is complying with those frameworks by making enquiries of management
and those responsible for legal and compliance procedures to understand how the Company maintains and
communicates its policies and procedures to ensure compliance. We corroborated this through our review of
Company’s Board minutes and through enquiry of employees. We also reviewed correspondence with the
relevant tax authorities regarding tax compliance

We assessed the susceptibility of the company’s financial statements to material misstatement, including how
fraud might occur by understanding the potential incentives and pressures for management to manipulate the
financial statements, and performed procedures to understand the areas in which this would most likely arise.
To address our fraud risk of management override of controls, given the limited number of transactions in the
period, we substantively tested all material journal entries across the entire population of journals, including
segregation of duties. For each journal selected, we tested specific transactions back to source documentation
to confirm that the journals were authorised and accounted for appropriately.

Based on this understanding we designed our audit procedures to identify noncompliance with such laws and
regulations. Our procedures had a focus on compliance with the accounting framework and Companies Act 2006
through obtaining sufficient audit evidence in line with the level of risk identified and with relevant legislation.

A further description of our responsibilities for the audit of the financial statements is located on the

Financial Reporting Council’s website at https://www.frc.org.uk/auditorsresponsibilities. This description forms
part of our auditor’s report.

Use of our report

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. Our audit work has been undertaken so that we might state to the company’s members
those matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the company and the
company’s members as a body, for our audit work, for this report, or for the opinions we have formed.

6”“’7 %\»:j (——UQ

David Hales (Senior statutory auditor)

for and on behalf of Ernst & Young LLP, Statutory Auditor
Reading

28 October 2022



Sophos Limited

Statement of profit or loss

For the year-ended 31 March 2022

2022 2021

Note £'000 £'000

Turnover 6 526,011 451,563
Cost of sales (64,307) (69,745)
- Gross profit 461,704 381,818
Administrative Expenses (366,827) (366,430)
Operating Profit 5 94,877 15,388
Impairment of Investment in Subsidiary 14 - (15,441)
Income from shares in Group undertakings 1,637 11,805
Finance income 10 1,168 4,611
Finance expense 10 - (3,210}
Profit on ordinary activities before taxation 97,682 13,153
Tax on profit on ordinary activities 11 1,107 369
Profit for the financial year 98,789 13,522

All results relate to continuing operations.

STATEMENT OF OTHER COMPREHENSIVE INCOME OR EXPENSE
For the year-ended 31 March 2022

There is no other comprehensive income or profit apart from the profit after tax of £98,789k (2021: £13,522k) attributable
to the shareholders. Total comprehensive profit for the year-ended 31 March 2022 is therefore £98,789k (2021: £13,522k

loss)

The notes on pages 23 to 44 form an integral part of these financial statements
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Sophos Limited

Statement of financial position
At 31 March 2022

Company registered number: 2096520

Note 2022 2021
£'000 £'000
Fixed assets
Intangible assets 12 7,745 24,923
Tangible assets 13 11,939 13,647
Investments 14 148,978 148,978
168,662 187,548
Current assets
Inventory 15 1,886 1,148
Debtors 16 827,375 605,659
Cash at bank and in hand 102,187 90,142
931,448 696,949
Creditors: amounts falling due within one year 17 (595,506) (499,895)
Net current assets 335,942 197,054
Total assets less current liabilities 504,604 384,602
Creditors: amounts falling due after more than one year 17 (211,827) (190,700)
Net assets 292,777 193,902
Capital and reserves
Called up share capital 18 1,069 1,069
Share premium 69,994 69,994
Share Based Payment reserve 2,391 2,065
Retained Earnings 219,323 120,774
Shareholder’s funds 292,777 193,902

The notes on pages 23 to 44 form an integral part of these financial statements.
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Sophos Limited

Statement of changes in equity

At 31 March 2022

Share
Based
Share Share Payment "Retained
Capital Premium Reserve Earnings Total
" £'000 £'000 £'000 £000 £'000
At 1 April 2020 1,069 69,994 - 337,252 408,315
Profit for the period: - - - 13,522 13,522
Total comprehensive profit - - - 13,522 13,522
Share-based payments
Expense - - 2,065 - 2,065
Dividend Paid - - - (230,000) (230,000)
At 31 March 2021 1,069 69,994 2,065 120,774 193,902
Profit for the period: - - - 98,789 98,748
Total comprehensive profit - - - 98,789 98,748
Dividends Paid (240) (240)
Share-based payments
Expense - - 326 - 326
At 31 March 2022 1,069 69,994 2,391 219,323 292,777

The notes on pages 23 to 44 form an integral part of these financial statements.

These Financial Statements were approved by the Board of Directors on 28 October 2022 and were signed on its behalf
by:

sbd fillingham

Stuart Fillingham
Director
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Sophos Limited

Notes to the Company financial statements

1 General information

The Company is a private company limited by shares and is incorporated and domiciled in England, registration
number 2096520. The address of its registered office is Sophos Limited, The Pentagon, Abingdon Science Park,
Abingdon, Oxfordshire, OX14 3YP.

Further information regarding the Company’s business activities, together with the factors likely to affect its
future development, performance and position is set out in the Strategic Report on page 2. Further information
regarding the financial position of the Company is described in the Directors’ Report and the notes to the
financial statements. .

2 Compliance with accounting standards

The financial statements have been prepared in compliance with United Kingdom Accounting Standards,
including Financial Reporting Standard 102, ‘The Financial Reporting Standard applicable in the United Kingdom
-and the Republic of lreland’ (‘FRS 102’) and the Companies Act 2006.

3 Changes in accounting policies

There has been one change in accounting policy during the year-ended 31 March 2022. As per FRS 102 (section
10.11), management have considered and adopted the requirements under IFRS in relation to the treatment of
Software-as-a-Service (“SaaS”). Management believe that the change in policy will provide greater clarity and
comparability for the user. Arrangements as follows:

The International Financial Reporting Interpretation Committee (“IFRIC") issued two final agenda decisions
which impact SaaS arrangements:

e Customer’s right to receive access to the supplier’s software hosted on the cloud — this decision considers
whether a customer receives a software asset at the contract commencement date or a service over
the contract term.

e Configuration or customisation costs in a cloud computing arrangement — this decision discusses
whether configuration or customer expenditure relating to SaaS arrangements can be recognised as an
intangible asset and if not, over what time period the expenditure is expensed.

Sophos’s accounting policy has previously been to capitalise all costs related to Saa$ arrangements as intangible
assets in the Statement of Financial position and amortise in line with Sophos’s policy on software. The adoption
of the above agenda decisions, the latter of which was issued in the current financial year, has a resulted in a
change of accounting policy and a consequent reclassification of these intangible assets to either a prepaid asset
in the Statement of Financial Position and / or recognition as an expense in the Statement of Profit or Loss. The
Directors cansider that the impact of the change of policy on the financial information for the year-ended 31
March 2021 is not material and consequently the comparative information has not been restated.

Profit and loss for the period ending 31 March 2022 includes expenditure of £20.8M relating to the change in
accounting policy, £6.3M of which, formed part of the FY21 closing balance for intangible assets {note 12).

4 Significant accounting policies

The following accounting policies have been applied consistently in dealing with items which are considered
material in relation to the Company’s financial statements. These policies have been consistently applied to all the
years presented, unless otherwise stated. The Company first adopted FRS 102 in the financial statements for the
year ended 31 March 2017.
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Sophos Limited

Notes to the Company financial statements (continued)

Basis of preparation

The financial statements have been prepared under the historical cost convention and the presentation currency
is GBP Sterling.

Exemptions for qualifying entities

The Company’s most senior parent undertaking in Europe, Sophos Intermediate | Limited includes the Company
in its consolidated financial statements. The Consolidated Financial Statements of Sophos Intermediate | Limited
have been prepared using International Accounting Standards in compliance with the requirements of the
Companies Act 2006 as they apply to that Group , are available to the public and may be obtained by writing to
the Head Office: Sophos Intermediate | Limited, The Pentagon, Abingdon Science Park, Abingdon, Oxfordshire,
OX14 3YP.

In these financial statements, the Company is considered to be a qualifying entity (for the purposes of FRS 102)
and has applied the exemptions available under FRS 102 in respect of the following disclosures:

¢ Under the exemption within FRS 102 paragraph 33.1A, transactions with wholly owned Sophos’ companies
are not separately disclosed. All transactions with non-wholly owned Sophos’ companies are made in the
ordinary course of business and are arms-length transactions; and,
e The Company has taken advantage of the exemption, under FRS 102, from preparing
o astatement of cash flows and related notes (paragraph 1.12(b)
o astatement of financial instrument and related notes (paragraph 12.2)
o astatement of share based payments and related notes (paragraph 26)
o astatement of key management personnel compensation and refated notes (paragraph 33.7)

The Company is exempt by virtue of section 400 of the Companies Act 2006 from the requirements to prepare
group financial statements. These financial statements present information about the Company as an individual
undertaking and not about the group.

Going concern

The financial statements have been prepared on a going concern basis which has been assessed for the 12 months from the
approval of these financial statements which The Directors consider to be appropriate based on the Company’s
considerable financial resources together with contracts with a large number of customers across different
geographic areas and industries. As a consequence, the Directors believe that the Company is well placed to
manage its business risks successfully.

Whilst there are levels of uncertainty regarding the impact of Coronavirus, the war in Ukraine and the impact
both have on the world economy, including the impact on foreign currency and interest rates, the Directors are
confident that the overall market in security software will continue to grow in the medium to long-term. To
ensure Sophos continues to be well positioned to exploit this growing market in the long-term, Sophos has
developed a technology roadmap and continues to invest in research and development.

After excluding non-cash short-term deferred revenue from current liabilities, the Company has net current
assets of £638,836k including a significant cash and cash equivalent balances of £102,187k.

The Company is an intrinsic part of the Sophos Group’s structure and given that the company is the holder of the
Group’s intellectual property, the forecasts for the company are dependent on the results of the Sophos Group
as a whole as income from other Sophos legal entities within the Group is dependent upon their performance.

The nature of the Group's subscription business is such that there is good visibility in the timing of cash inflows.
Based on the Group’s latest forecast and discussions with the Group’s senior management, the Directors have
considered the Group’s current and future prospects, including the cash flows, the Directors expect that future
cash flows will be sufficient to cover the Company’s requirements. '
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Sophos Limited

Notes to the Company financial statements (continued)

The Directors have also considered reasonably possible downside scenarios in forming their assessment, which
although are not expected to materialise, given the historic billings growth experienced by the Group, include a
decrease in billings versus the base case cash flow forecasts. Under all scenarios, the Company is able to operate
for a minimum of twelve months period from the date of approval of these financial statements.

Based on the above, the Directors have concluded that there are no material uncertainties related to events or
conditions that may cast significant doubt about the ability of the company to continue as a going concern and
have prepared the financial statements accordingly

Revenue

Sophas Limited sells to third parties exclusively through a channel distribution model using a two-tier structure.
Under this arrangement Sophos will contract with and invoice distributors, who will in turn transact with partners, who
will ultimately transact with the end user. Consequently, in the judgement of the Directors, Sophos’s customers are both
distributors and partners under the model and sales contracts are therefore not with the end user, in all cases Sophos regards
itself as a principal and not an agent.

In cases where support has been purchased, the responsibility for providing that support, and for all products
providing maintenance and definition updates, remains with Sophos rather than with channel partner. The
Directors do not consider this changes the nature of the relationship with the customer.

Software licences sold by Sophos provide security protection amongst other things against ransomware,
malware and malicious viruses.

The vast majority of Sophos’ software licences include rights to support and frequent product updates, the access
to which is granted at the point a licence is provided to the customer and continues through the term of the
licence to which the customer has subscribed, resulting in the software licence service being performed over a
period of time. As a result, for these right-of-access licences, Billings occur on day one whilst Revenue is
‘recognised over time, because of the ongoing obligations to provide updates over the term of the licence.

Standard sales contracts do not include return rights; and in accordance with industry practice, customers only
have a right of refund for undelivered product on the hardware or software licences that they have purchased.
In a minority of cases, agreements do allow for some limited returns. These very limited return rights are taken
into account when considering the appropriate recognition of Revenue.

Sophos does not recognise billings nor revenue until the criteria requiring delivery, and consequently transfer of
control, of hardware or software licences to be completed have been met.

Revenue is therefore recognised to the extent that it is probable that the economic benefits will flow to the
Company and the revenue can be reliably measured. Revenue is measured at the transaction price of the
consideration received, after discounts and rebates but excluding VAT and other sales taxes or duty.

The following specific recognition criteria must also be met before revenue is recognised: where there is a multi-
element arrangement, the consideration receivable is allocated to each performance obligation of the
arrangement and this is done on the basis of an estimate of their respective transaction price. In determining
the standalone selling price of each performance obligation, the Directors make reference to current prices of
individual elements and adjust this by its relative share of discounts applied to the entire sale, regardless of any
separate prices stated within the contract. :

Revenue from software licences and service contracts

The Company sells software products under fixed term contracts and perpetual licences. Where there is a multi-
element arrangement, the consideration receivable is allocated to each element of the arrangement on a basis
of an estimate of their respective fair values. In determining the relative fair values of each element, Directors

make reference to current prices of individual elements and adjust by its relative share of discounts applied to
the entire sale, regardless of any separate prices stated within the contract. The portion of the revenue allocated
to an element is recognised when the recognition criteria for that element has been met.

25



Sophos Limited

Notes to the Company financial statements (continued)

Fixed-term contracts

Customers who receive software products at the start of the contract under a fixed-term licence are entitled to
receive regular updates and upgrades for the duration of the licence term, which typically runs for periods
ranging from 1 to 5 years. Revenue for these fixed-rate contracts is recognised rateably over the period that the

contractual obligation exists. Accrued and deferred revenue arising on long-term contracts is included in
receivables as accrued income and creditors as deferred revenue, as appropriate.

Where the Company contracts with an original equipment manufacturer (OEM) or a service provider, rather than
an end-user, it mirrors the above policy and recognises the revenue in line with the contractual terms granted
to the end-user.

Perpetual licences

Revenue is recognised immediately where customers purchase software products under a perpetual licence.
Revenue in respect of support and maintenance contracts associated with perpetual licences is recognised
rateably over the life of the support / maintenance contract.

Sale of goods

Where software licences and hardware and are sold together, if the software is not essential to the functionality
of the tangible product, then the revenue from the sale of goods is recognised immediately. However, where
the software is essential to the functionality of the tangible product and the hardware cannot function without
the software, revenue from the sale of goods is recognised rateably over the period of the associated software
licence contract.

Investments held as fixed assets

Investments in subsidiary undertakings are stated at cost, less any provision for impairment. When selling
subsidiary undertakings to entities in a common control transaction, the transaction is accounted for using the
cash-cost accounting approach.

Intangible fixed assets and amortization

Purchased intangible fixed assets are capitalized at their cost and amortized over their estimated economic lives
as follows:

Intellectual property - Between 5-7 years — reducing balance basis
Software - 33.33% per annum ~ straight line basis

Where computer software is not an integral part of a related item of computer hardware, the software is
classified as an intangible asset. The capitalised costs of software for internal use include external direct costs of
materials and services consumed in developing or obtaining the software, and incremental payroll and payroll-
related costs arising from the assignment of employees to implementation projects. Capitalisation of these costs
ceases no later than the point at which the software is substantially complete and ready for its intended internal
use.
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Software-as-a-Service (“SaaS"”) arrangements are service contracts providing Sophos with the right to access the
cloud provider’s application software over the contract period. The right to access the supplier’s software does
not give the Group the power to control the software or restrict others’ access to future economic benefits and
accordingly expenditure on Saa$ projects is accounted for as follows: fees for the use of the application software
are recognised as an operating expense over the term of the service contract, whilst configuration costs, data
conversion and migration costs, testing and training costs are recognised as an operating expense as incurred.

Property plant and equipment and depreciation

Tangible fixed assets are stated at cost less accumulated depreciation and any accumulated impairment losses.
Depreciation is provided to write off the cost less the estimated residual value of tangible fixed assets by equal
instalments over their estimated useful economic lives as follows:

Freehold buildings - 4% per annum

Leasehold improvements - over the life of the lease -
Computer equipment - 33.33% per annum

Other plant and equipment - 20% per annum

No depreciation is provided on freehold land.

Foreign exchange

Transactions in foreign currencies are recorded using the rate of exchange prevailing at the date of the
transaction.

Monetary assets and liabilities denominated in foreign currencies are translated using the rate of exchange ruling
at the Statement of financial position date and the gains or losses on translation are included in the Statement
of profit or loss.

Non-monetary assets and liabilities denominated in foreign currencies are stated at historical foreign exchange
rates.

Leases

Operating lease rentals are charged to the Statement of profit or loss account on a straight-line basis over the
period of the lease.

Research and development expenditure

Expenditure on research activities is expensed as incurred.

Development expenditure is recognised as an intangible asset when its future recaverability can reasonably be
regarded as assured and technical feasibility and commercial viability can be demonstrated.

During the period of development, the asset is tested for impairment annually. Following the initial recognition
of the development expenditure, the cost model is applied requiring the asset to be carried at cost less any
accumulated amortisation and accumulated impairment losses. Amortisation of the asset begins when
development is complete and the asset is available for use. It is amortised over the period of expected future
sales.

Development expenditure incurred on minor or major upgrades, or other changes in software functionalities
does not satisfy the criteria, as the product is not substantially new in its design or functional characteristics.
Such expenditure is therefore recognised as an expense in the Statement of profit or loss as incurred.
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Inventories

Inventories are stated at the lower of cost and net realisable value. Costs include all costs incurred in bringing
each product to its present location and condition. The cost of raw materials, consumables and goods for resale
is based on the purchase cost and is determined on a first-in, first-out basis. Net realisable value is based on
estimated selling price less any further costs expected to be incurred to completion and disposal.

Taxation

The income tax charge represents the sum of current and deferred taxes. Current tax payable or recoverable is
based on the taxable profit for the period. Taxable profit differs from profit reported in the Statement of Profit
or Loss because some items of income or expense are taxable in different periods or may never be taxable or
deductible. Sophos’ liability for current tax is calculated using the UK rate and laws that have been enacted or
substantively enacted by the reporting period date.

A current tax provision is recognised when the Company has a present obligation as a result of a past event and
it is probable that the Company will be required to settle that obligation. Tax liabilities are recognised when it is
considered probable that there will be a future outflow of funds to a taxing authority. They are measured using
one of the following methods, depending on which of the methods the Directors expect will better reflect the
amount the Company will pay to the tax authority.

The single best estimate method is used where there is a single outcome that is more likely than not to occur.
This will happen, for example, where the tax outcome is binary or the range of possible outcomes is limited. The
most likely outcome may be that no tax is expected to be payable, in which case the provision is nil.

Alternatively, a probability weighted expected value is used where, on the balance of probabilities, something
will be paid to the tax authority but the possible outcomes are widely dispersed with low individual probabilities
(i.e. there is no single outcome more likely than not to occur). In this case, the provision is the sum of the
probability-weighted amounts in the range. In assessing provisions against uncertain tax positions, management
uses in-house tax experts, professional firms and previous experience of the taxing authority to evaluate the risk.
However, it remains possible that uncertainties will ultimately be resolved at amounts greater or smaller than
the liabilities provided.

Sophos’ current tax provision relates to the Directors’ estimate of the amount of tax payable on open tax
computations where the liabilities remain to be agreed with authorities. The uncertain tax items for which
provision is made, relate to the interpretation of tax legislation impacting arrangements entered into in the
ordinary course of business. Due to the uncertainty associated with such items, it is possible that at a future
date, on conclusion of open tax matters, the final outcome may vary. The Company reports cross-border
transactions undertaken between Sophos subsidiaries on an arm’s-length basis in tax returns in accordance with
OECD guidelines. However, transfer pricing relies on the making of estimates and it is frequently possible for
there to be a range of legitimate and reasonable views. This means that it is impossible to be certain that the tax
returns basis will be sustained on examination. Discussions with tax authorities relating to cross-border
transactions and other matters are ongoing in several of the Company’s major trading jurisdictions. Although
the timing and amount of final resolution of these uncertain tax positions cannot be reliably predicted, no
significant impact on the profitability of the Company is expected to resuit.

Deferred tax is the tax expected to be payable or recoverable in the future arising from temporary differences
between the carrying amounts of assets and liabilities in the Financial Statements and the corresponding tax
bases used in the computation of taxable profit. It is accounted for using the balance sheet liability method.
Deferred tax liabilities are generally recognised for all taxable temporary differences and deferred tax assets are
recognised to the extent that it is probable that taxable profits will be available against which deductible
temporary differences can be utilised. Such assets and liabilities are not recognised if the temporary difference
arises from the initial recognition of goodwill or from the initial recognition (other than in a business
combination) of other assets and liabilities in a transaction that affects neither the tax profit nor the accounting
profit.
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Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries,
except where the Company is able to control the reversal of the temporary difference and it is probable that the
temporary difference will not reverse in the foreseeable future. The carrying amount of deferred tax assets is
reviewed at each reporting date and reduced to the extent that it is no longer probable that sufficient taxable
profits will be available to allow all or part of the asset to be recovered.

Taxation

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or
the asset is realised. The rate is based on tax rates that have been enacted or substantively enacted by the
reporting period date. Deferred tax is charged or credited in the Statement of Profit or Loss, except when it
relates to items charged or credited to other comprehensive income or directly to equity, in which case the
deferred tax is dealt with in other comprehensive income or in equity. Deferred tax assets and deferred tax
liabilities are offset if a legally enforceable right exists to set off current tax assets against current tax liabilities
and the deferred taxes relate to the income taxes levied in the same taxation authority on either the same entity
or on different taxable entities which intend to settle the current tax assets and liabilities on a net basis.

Share based payments transactions

Employees (including senior executives and Directors) of Sophos receive remuneration in the form of share-
based payment transactions (Incentive Equity Plan), whereby employees render services as consideration for
equity instruments ("equity-settled transactions") and/or Sophos grants “cash-settled awards”.

Equity-settled transactions

The cost of equity-settled transactions with employees is measured by reference to the fair value at the date on
which they are granted. The fair value is determined by using an appropriate pricing model.

The cost of equity-settled transactions is recognised in employee benefits expense, together with a
corresponding increase in equity Share-Based Payment Reserve, over the period in which the service and, where
applicable, the performance conditions are fulfilled (the vesting period).

At each reporting date before vesting, the cumulative expense is calculated, representing the extent to which
the vesting period has expired and the Directors best estimate of the achievement or otherwise of non-market
conditions and of the number of equity instruments that will ultimately vest. The movement in cumulative
expense since the previous reporting date is recognised in the Statement of Profit or Loss, with a corresponding
entry in equity.

Service and non-market performance conditions are not taken into account when determining the grant date
fair value of awards, but the likelihood of the conditions being met is assessed as part of Sophos’ best estimate
of the number of equity instruments that will ultimately vest. Market performance conditions are reflected
within the grant date fair value. Any other conditions attached to an award, but without an associated service
requirement, are considered to be non-vesting conditions. Non-vesting conditions are reflected in the fair value
of an award and lead to an immediate expensing of an award unless there are also service and/or performance
conditions.

No expense is recognised for awards that do not ultimately vest because non-market performance and/or service
conditions have not been met. Where awards include a market or non-vesting condition, the transactions are
treated as vested irrespective of whether the market or non-vesting condition is satisfied, provided that all other
performance and/or service conditions are satisfied.

Where the terms of an equity-settled award are modified or a new award is designated as replacing a cancelled
or settled award, the cost based on the original award terms continues to be recognised over the original vesting
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period. In addition, an expense is recognised over the remainder of the new vesting period for the incremental
fair value of any modification, based on the difference between the fair value of the original award and the fair
value of the modified award, both as measured on the date of the maodification. No reduction is recognised if
this difference is negative.

Where an equity-settled award is cancelled, it is treated as if it had vested on the date of cancellation, and any
cost not yet recognised in the Statement of Profit or Loss for the award is expensed immediately. Any
compensation paid up to the fair value of the award at the canceliation or settlement date is deducted from
equity, with any excess aver fair value being treated as an expense in the Consolidated Statement of Profit or
Loss.

Cash-Settled transactions

A liability is recognised for the fair value of cash-settled transactions. The fair value is measured initially at grant
and each subsequent reporting date up to and including the settlement date. The cost of cash-settled
transactions is recognised in employee benefits expense over the period in which the service and, where
applicable, the performance conditions are fulfilled (the vesting period). Any change in fair value is recognised
over the period until the vesting date in employee benefits expense in the Statement of Profit or Loss with a
corresponding entry in liabilities. The approach used to account for vesting conditions when measuring equity-
settled transactions also applies to cash-settled transactions '

Method to the specific classes of equity based on their respective rights and preferences. Finally, a discount is
applied for lack of marketability to give a weighted average fair value of equity instruments at the measurement

Fair Value

The fair value of the awards granted under the Incentive Equity Plan was measured indirectly, by reference to
the fair value of the equity instruments granted, in accordance with the AICPA Practice Aid entitled Valuation of
Privately-Held-Company Equity Securities Issued as Compensation. The valuation has been carried out with the
assistance of external advisors by first establishing an enterprise value using generally accepted valuation
methodologies adjusting for cash and debt, and allocating the resulting equity value using the Option-Pricing-
date used for accounting purposes of $7.00 per unit (2021: $7.89). No expected dividends or market conditions
were incorporated into the measurement of fair value.

Further details can be found in Sophos Group Consolidated Accounts: Sophos Intermediate | LTD.

Dividends

Dividends paid and received are included in the financial statements in the period in which the related dividends
are actually paid or received or, in respect of the Company’s final dividend for the year, approved by
shareholders.

Pension Scheme

The Company operates a defined contribution pension scheme. The assets of the scheme are held separately
from those of the Company in an independently administered fund. The amount charged to the Statement of
profit or loss account represents contributions payable in the period.

Financial Instruments

Financial assets and liabilities are recognised in the Company’s statement of financial position when the
Company becomes party to the contractual provisions of the instrument. When financial instruments are
recognised initially, they are measured at fair value, being the transaction price plus, in the case of financial
assets and financial liabilities not at fair value through profit or loss, directly attributable transaction costs.
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Trade receivables

Trade receivables, which generally have 30-90 day payment terms mainly depending on the jurisdiction, are
carried at original invoice amount, including value added tax and other sales taxes, less an estimate made for
doubtful receivables based on an expected credit loss model through a review of any outstanding amounts at
the period-end. Provision for bad debts is made in the period in which they are identified.

Cash and cash equivalents

Cash and cash equivalents comprise cash in hand and bank deposits repayable in 90 days or less. For the purpose
of the Consolidated Statement of Cash Flows, cash and cash equivalents consist of cash in hand and bank deposits
net of outstanding bank overdrafts. ‘

Trade payables
Trade payables are recognised at cost, which is deemed to be materially the same as the fair value.
Classification of equity instruments as debt or equity

Financial liabilities and equity instruments are classified according to the substance of the contractual
arrangements entered into. An equity instrument is any contract that evidences a residual interest in the assets
of the Company after deducting all of its liabilities.

When equity instruments are issued, any component that creates a financial liability of the Company is presented
as a liability in the Consolidated Statement of Financial Position; measured initially at fair value net of transaction
costs and thereafter at amortised cost until extinguished on conversion or redemption. The corresponding
dividends relating to the liability component are charged as interest expense in the Consolidated Statement of
Profit or Loss.

Equity instruments issued by the Company are recorded as the proceeds received, net of direct issue costs. Equity
instruments are classified according to the substance of the contractual arrangements entered into.

Interest bearing loans and borrowings

Obligations for loans and borrowings are recognised when the Company becomes party to the related contracts
and are measured initially at fair value less directly attributable transactions costs.

After initial recognition, interest bearing loans and borrowings are subsequently measured at amortised cost
using the effective interest method.

Gains and losses arising on the re-purchase, settlement or other cancellation of liabilities are recognised
respectively in finance income and finance expense.

Gains and losses arising on the revaluation of loans and borrowings denominated in currencies other than the
entity’s functional currency are recognised in finance expense.

Derivative financial instruments

The Company sometimes uses derivative financial instruments, principally forward foreign currency contracts to
reduce its exposure to exchange rate movements and interest rate caps to reduce its exposure to fluctuating
interest rates. The Company does not hold or issue derivatives for speculative or trading purposes.

Derivative financial instruments are recognised as assets and liabilities measured at their fair values at the
reporting date. Changes in the fair values are recognised in the Consolidated Statement of Profit or Loss and this
is likely to cause volatility in situations where the carrying value of the hedged item is either not adjusted to
reflect fair value changes arising from the hedged risk or is so adjusted but that adjustment is not recognised in
the Consolidated Statement of Profit or Loss. Provided the conditions specified by FRS102 paragraph 12 are met;
hedge accounting may be used to mitigate this volatility.

31



Sophos Limited

Notes to the Company financial statements (continued)

CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

The preparation of Financial Statements requires Directors to make estimates and assumptions that affect the
amounts reported for assets and liabilities as at the reporting date and the amounts reported for revenues and
expenses during the period.

Judgments

In the process of applying the Company’s accounting policies described in this note, the Directors have made the’
following judgments that have a significant effect on the amounts recognised in the historical financial
information.

Revenue

The Company sells software products under fixed term contracts and perpetual licences. Where there is a multi-
element arrangement, the consideration receivable is allocated to each performance obligation of the
arrangement and this is done on the basis of an estimate of their respective transaction price. In determining
the standalone selling price of each performance obligation, Directors make reference to current prices of
individual elements and adjust this by its relative share of discounts applied to the entire sale, regardless of any
separate prices stated within the contract.

Classification of exceptional items

The Directors exercise their judgement in the classification of certain items as exceptional and outside of the
Company's underlying results. The determination of whether an item should be separately disclosed as an
exceptional item or other adjustments requires judgement on its materiality, nature and incidence, as well as
whether it provides clarity on the Company’s underlying trading performance. In exercising this judgement, the
Directors take appropriate regard of relevant accounting standards, as well as guidance issued by the Financial
Reporting Council and the European Securities and Market Authority on the reporting of exceptional items and
alternative performance measures. The overall goal of the Directors is to present the Company’s underlying
performance without distortion from one-off or non-trading events regardless of whether they be favourable or
unfavourable to the underlying result.

Research and development costs

Development costs will be capitalised in accordance with the accounting policy set out in this note. Determining
the amounts to be capitalised requires the Directors to make assumptions regarding the capitalisation criteria
requirements of FRS 102 - Section 18. See note 12.

Estimates

The key assumptions concerning the future, and other key sources of estimation uncertainty at the reporting
date, that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year, are discussed below. The nature of estimation means that actual outcomes could
differ from those estimates:

Income tax

The liability for income taxes at the balance sheet date includes the Directors estimates of the amount of tax
payable on open tax computations where the liabilities remain to be agreed with the tax authorities. These
estimates may differ from the actual outcome.

Investments

The carrying value of investments at the balance sheet date includes assessments made by the Directors on the
future performance of those investments. These estimates are used to forecast future cash flows and accordingly
assess the carrying value of investments on the balance sheet. These estimates may differ from the actual
outcome.
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S Operating profit

Operating profit is stated after charging:

2022 2021

£'000 £'000
Operating lease rentals 635 146
Depreciation 2,829 2,811
Amortisation 12,076 7,322
Research and development 36,716 31,599
Pension scheme contributions 1,686 1,508
Net foreign currency differences (15,455) 23,643
Auditors remuneration 63 50
Share based payments charge - 3,471 3,793
Exceptional items* 24,443 ' 3,100

*Exceptional Items

Exceptional items are those that in the judgment of the Directors need to be disclosed by virtue of their size,
nature or incidence, in order to draw the attention of the reader and to show the underlying business
performance of the company.

Due to a change in accounting policy {see note 3), during the year-ended 31-March 2022 Sophos Limited
expensed £20.8M (2021: £nil) of costs in respect of SaaS system projects which are not recognised as intangible
assets (the most significant of which is an in-progress project covering the order to cash process and systems).
Of the £20.8M adjustment, £14.5M related to FY22 and £6.3M relating to FY21 intangible assets. There has been
. no restatement of FY21 comparatives based on materiality.

Other exceptional costs amounting to £3.6m during the year-ended 31 March 2022 primarily relate to business
restructuring projects throughout the year

6 Analysis of revenue

Re-analysed

, 2022 2021

By activity £°000 £000
Product : 59,960 55,526
Services 466,051 396,037
Total 526,011 451,563
2022 2021

By Geography £'000 £'000
EMEA 313,135 280,795
Americas 171,294 132,748
APJ 41,582 38,020
Total 526,011 451,563
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7 Staff costs

2022 2021

£000 £’000
Wages and salaries 53,453 48,088
Social security costs 3,025 5,355
Pension costs 185 1,508
Other costs . 10,628 10,677
Share based payments charge 3,471 3,793
Total staff costs 70,762 69,421

8 Employee information

The average mohthly number of persons (including executive directors) employed by the Company during the
year was:

2022 2021

£'000 £'000 -
Technical 260 230
Sales and Marketing 178 189
Administration 210 200
Total average number of employees 648 619

9 Directors’ emoluments
2022 2021
£'000 £'000

Directors emoluments - B
Aggregate contributions to pensions schemes - -

Total directors' emoluments - -

The aggregate value of Company contributions to defined contribution pension schemes in respect of directors’
qualifying services paid or treated as paid during the year was nil (2021 - nil).

- Director’s remuneration is paid by other Group entities for their role in the Company as well as their role in the
other Group entities. Director’'s emoluments relating to the Company are therefore considered to be immaterial
as the director’s role in the Company is incidental to their overall role in Sophos.
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10 Finance income / expense

2022 2021
£'000 £'000
Interest on loans to related parties 1,168 4,611
Total finance income 1,168 4,611
Interest expense on loans from related parties - 3,210
Total finance expense - 3,210
11 Taxation
2022 2021
£000 £000
Current taxation:
Current year tax (credit)/charge : 1,051 1,110
Adjustment in respect of prior-years 217 (49)
Total current tax (credit)/charge 1,268 1,061
Deferred taxation:
Origination and reversal of timing differences 5,758 69
Adjustment in respect of prior-years (217) (1,499)
Impact of rate change* ' (7,916) -
Total deferred tax (credit) / charge (2,375) (1,430)
Total tax charge / (credit) on ordinary activities (1,107) (369)
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11 Taxation (continued)

Reconciliation to total tax charge:

The tax assessed for the period is lower than the standard rate of corporation tax in the UK {19%). The

differences are explained below:

2022 2021

£'000 £'000
Profit / (Loss) for the year before taxation 97,682 13,152
Profit / (loss) for the year multiplied by the standard UK rate of 19% (2021: 19%) 18,560 2,499
Effect of:
Expenses not deductible for tax purposes 1,253 3,235
Dividends received (exempt under section 931) (311) (2,243)
Shae options adjustment - -
Adjustment in respect of previous years - (1,547)
Recognised tax losses surrendered for no consideration (12,415) (2,589)
Non Taxable Income- SSE - -
Rate change impact during the year (8,194) -
R&D tax charge - -
Foreign tax - no credit available ) - 276
Total tax charge / (credit) on ordinary activities (1,107) (369)

The aggregate current and deferred tax relating to items that are recognised as items in equity is a charge of

Nil (2021: £1,829k).

Factors affecting future tax charges

At the balance sheet date the company has unused tax losses of £161,230k (2021: £179,763k) available for offset
against future profits. The unused losses have an unlimited carry forward period. A deferred tax asset has been
recognised in respect of these losses as it is considered probable that there will be future profits available in the

company.

On 11 March 2022, in the 2021 Budget, the Chancellor announced that the main rate of UK corporation tax
would remain at 19%, cancelling the previously enacted cut to 17%. This has been appropriately reflected in the

deferred tax for year ended March 2022.

The announcement of a growth plan on 23 September 2022 included measures to support the economy by
tackling high energy costs and inflation. This included cancelling planned rises in corporation tax, keeping the

rate at 19%.
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12 Intangible assets

Intellectual
Software Property Total
£'000 £'000 £000
Cost
At 1 April 2021 41,374 41,590 82,964
Additions 1,234 - 1,234
Accounting policy change (see note 3) (7,977) {7,977)
Disposals - - -
Cost at 31 March 2022 34,631 41,590 76,221
Amortisation
At 1 April 2021 31,452 26,589 58,041
Charge for the year 1,863 10,213 12,076
Accounting policy change (see note 3) (1,641) (1,641)
Disposals - -
Amortisation at 31 March 2022 31,674 36,802 68,476
Net book value
At 1 April 2021 9,922 15,001 24,923
At 31 March 2022 2,957 4,788 7,745
13 Property plant and equipment
Freehold .
Land and Plant and Motor Fixture
Buildings Machinery Vehicles  and Fittings Total
£/000 £000 £000 £’000 £000
Cost
At 1 April 2021 33,209 14,158 21 2,526 49,914
Additions - 1,037 - 86 1,123
Disposals - (2) - - (2}
Cost at 31 March 2022 33,209 15,193 21 2,612 51,035
Depreciation
At 1 April 2021 23,039 11,904 21 1,303 36,267
Charge for the year 1,291 1,276 - 263 2,830
Disposals - (1) - - (1)
Depreciation at 31 March 2022 24,330 13,179 21 1,566 39,096
Net book value
At 1 April 2021 10,170 2,254 - 1,223 13,647
At 31 March 2022 8,879 2,014 - 1,046 11,939

At March 31 2022, the Company had entered into contractual commitments for the acquisition of property, plant
and equipment amounting to £Nil (2021: £Nil).

Within freehold land and buildings the gross cost which is depreciable is £32,029k (2021: £32,029k).

37



Sophos Limited

Notes to the Company financial statements (continued)

14 Investments

2022 2021

£'000 £'000

Sophos Holdings GmbH 74,182 74,182
Sophos Technology Private Ltd ' 38,960 38,960
Sophos Inc (Canada) 13,546 13,546
Sophos BV 9,671 9,671
Sophos Computer Security Pte Ltd 2,084 2,084
Sophos Italia Srl 1,906 1,906
Sophos Schweiz AG 1,776 1,776
Sophos AB 1,767 1,767
Sophos Sarl 1,611 1,611
Sophos Security Technology Ltd 1,473 1,473
Sophos Hungary Kft 1,242 1,242
Sophos Hong Kong Co Ltd 670 670
Sophos KK 63 63
Sophos Taiwan Ltd 20 20
Sophos Iberia Srl : 5 S
Sophos Turkey Technaji Ltd Sirketi ' 2 2
.Sophos Inc - -
Total investments 148,978 148,978

Impairment of Subsidiaries

Following an annual review there is no indication of impairment of investment in subsidiaries during 2022 (2021:
£15.4m).

15 Inventories

2022 2021
£'000 £'000
Finished goods and goods for resale 1,886 1,148

38



Sophos Limited

Notes to the Company financial statements {continued)

16 Debtors

2022 2021
£'000 £'000
Trade debtors 24,366 22,080
Amounts owed by Group undertakings 676,971 472,751
Other debtors 1,190 300
Deferred tax asset 46,253 43,877
Prepayments and accrued income 14,583 10,678
Corporation tax debtor 8,962 3,554
Total debtors falling due within one year 772,325 553,240
Amounts owed by Group undertakings 55,050 52,419
Total debtors falling due after more than one year 55,050 52,419
Total Debtors 827,375 605,659
2022 2021
£'000 £'000

The Deferred tax asset above comprises:
Capital allowances in excess of depreciation 4,948 5,341
Short term timing differences 3,450 4,380
Losses 37,855 34,155
Total deferred tax asset 46,253 43,877

17 Creditors

* 2022 2021
£'000 £'000
Trade creditors (20,333) (12,481)
Amounts due to Group undertakings (227,765) (186,953)
Social security and other taxes (2,120) (1,977)
Other creditors (5,297) (2,219)
Accruals (37,098) (31,609)
Deferred revenue (302,893) (264,656)
Total creditors falling due within one year (595,506) (499,896)
Deferred revenue (211,827) (190,700)
Total creditors falling due after more than one year (211,827) (190,700)
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18 Called-up share capital

Allotted, called up and fully paid shares
Ordinary shares

Thousands £'000
At 1 April 2021 2,674,725 1,069
At 31 March 2022 2,674,725 1,069

These ardinary shares have a value of GBP 0.0004 per share.
Shares are issued at par with no preference.

19 Operating leases
At the reporting date, the Company had outstanding commitments for future minimum lease payments under
non-cancellable operating leases which fall due as follows:

2022 2021
£'000 £'000
Within one year 1,108 98
‘In the second to fifth years inclusive 1,614 48
Total operating lease commitments 2,272 146

20 Ultimate parent undertaking

Sophos Limited is wholly owned by Sophos Parent Limited, a company registered on Jersey. Sophos Parent
Limited is in turn wholly owned by Sophos Ultimate Parent LP, an entity registered in the Cayman Islands.

The consolidated financial statements of Sophos Intermediate | Limited include the financial information of the
Company'’s subsidiaries as listed in the following table:

Percentage
Country of Principal activity / Class of of shares
incorporation Subsidiary undertaking registered address shares held held
Australia Sophos Pty Limited 7 Selling IT security solutions Ordinary 100%
Level 11, 1 Elizabeth Plaza, North Sydney, NSW 2060, Australia
Canada Sophos Inc? Selling IT security solutions Comman 100%
3400, 350-7th Ave SW, Calgary AB T2P 3N9, Canada
France Sophos Sarl 7 Selling IT security solutions Ordinary 100%

River Quest, 80 Quai Voltaire, 35870 Bezons, France
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20 Ultimate parent undertaking (continued)

Country of Principal activity / Class of Percentage of
incorporation Subsidiary undertaking registered address shares held shares held
Germany Sophos Holdings GmbH 7 Holding Company Ordinary 100%
Gustav-Stresemann-Ring 1, 65189 Wiesbaden, Germany
Sophos Technology GmbH 8 Research arid Development Ordinary 100%
Gustav-Stresemann-Ring 1, 65189 Wiesbaden, Germany
Sophos Hong Kong Co ) . ) )
Hong Kong Limited 7 Selling IT security solutions Ordinary 100%
26th Floor, Three Exchange Square, 8 Connaught
Place, Central, Hong Kong
Hungary Sophos Hungary Kft 7 Research and Development * Ordinary 100%
Aliz Utca, 1 Office Garden, Irodahaz A Epulet, 1117 Budapest, Hungary
. Sophos Technologies Private . . . .
Indi Selling IT security solutions Ordina 100%
dia Limited?® € v v
Sophos House, Saigu!shan Complex, Beside White House, Panchwati Cross Road,
Ahmedabad 380006, Gujarat, India
fi\:‘?tsee:l:;e India Private Services Company Ordinary 100%
H. No.140/7, Sector 7 Gurugram, Gurgaon, HR 122001, India
i nolo
Ireland Sf)phos ?ecurlty Tech 8Y Research and Development Ordinary 100%
Limited
6% Floor, 2 Grand Canal Square, Dublin 2, Ireland
Italy Sophos Italia Srl? Selling IT security solutions Ordinary 100%
Corso Europa 2, 20122, Milano, Italy
Japan Sophos KK 7 Selling IT security solutions Ordinary 100%
lzumi Garden Tower 10F, 1-6-1 Roppongi, Minato-ku Tokyo 106-6010 Japan
Luxembourg Sophos Holdings S.a.r.l. 2 Financing company Ordinary 100%

12C, rue Guillaume Kroll, L-1882 Luxembourg

Netherlands

Sophos BV 7

SurfRight BV 12

Selling IT security solutions Ordinary 100%
Hoevestein 118, 4903 SE Oosterhout NB, Netherlands

M d duri
Selling IT security solutions erged during FY22

Lansinkesweg 4, 7553 AE Hengelo, Netherlands

Sophos Computer Security

Singapore Pte Limited 7 Selling IT security solutions Ordinary 100%
60 Paya Lebar Road, #08-13 Paya Lebar Square, Singapore 409051

Spain Sophos Iberia Srl 7 Selling IT security solutions Ordinary 100%
Ava Del General Peron, 38 — 8a Planta, Madrid 28020, Spain

Sweden Sop‘hos AB? Selling IT security solutions Ordinary 100%

Kistagadngen 208, Kista 164 40, Sweden
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20 Ultimate parent undertaking (continued)

Country of Principal activity / Class of

Percentage of
incorporation Subsidiary undertaking registered address shares held shares held
Switzerland Sophos Schweiz AG 7 Selling IT security solutions Ordinary 100%
¢/o RA lic. jur. Hans Rudi Alder
Pestalozzistras;e 2
CH-8200 Schaffhausen
Switzerland
Astaro Trading AG ? Historical purchasing entity Ordinary 100%

¢/o RA lic. jur. Hans Rudi Alder, Pestalozzistrasse 2
8200 Schaffhausen, Switzerland

Taiwan Sophos Taiwan Limited ? Services Company Ordinary 100%
16F., N0.89, Songren Rd., Xinyi Dist., Taipei City,
(R.O.C.)

Turkey Sophos Turkey Technoiji Limited Sirketi’ Services Company Ordinary 100%

Barbaros Mah. Halk Cad., Palladium Residence (A Blok) Apt. No: 8A /4,

Atasehir/Istanbul, Turkey

UK Sophos Intermediate Il Limited ! Holding company Ordinary
1 Bartholomew Lane, London, United Kingdom EC2N 2AX

Sophos Services Limited 2 Holding company Ordinary
1 Bartholomew Lane, London, United Kingdom EC2N 2AX

Sophos Group Limited 4 Holding Company Ordinary
1 Bartholomew Lane, London, United Kingdom EC2N 2AX

Sophos Holdings Limited $ Holding Company Ordinary
1 Bartholomew Lane, Londan, United Kingdom EC2N 2AX
Sophos Treasury Limited 6 Financing Company Ordinary
Sophos Limited © Selling IT security solutions Ordinary
Sophos Nominees Limited 7 Share nominee company Ordinary

100%

100%

100%

100%

100%

100%

100%

The Pentagon, Abingdon Science Park, Abingdon, OX14 3YP, UK
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20 Ultimate parent undertaking (continued)

Country of Principal activity / Class of Percentage of
incorporation Subsidiary undertaking registered address shares held shares held
USA Sophos Holdings, LLC? Holding company Common units 100%

The Corporation Trust Company, 1209 Orange Street Wilmington, DE 19801

Sophos Inc¢ 3 Selling IT security solutions

Ordinary

100%

3 Van de Graaff Drive, 2nd Floor, Burlington, MA 01803, USA

Reflexion Networks Inc 1 Selling IT security solutions

Ordinary

100%

1209 Orange St, Wilmington, County of New Castle DE 19801, USA

Ordinary
Ordinary
Ordinary

100%
100%
100%

Corporation Service Company, 251 Little Falls Drive, Wilmington, DE 19808,

Invincea, Inc 11 Selling IT security solutions
Sandboxie Holdings, LLC 14 Services Company
Avid Secure Inc. 11 Services Company
USA
Darkbytes, Inc. 11 Services Company

22390 Ortega Dr, Salinas CA 93908, USA

Capsules, Inc. 11 Services Company

251 Little Falls Drive, Wilmington
New Castle DE 19808

BrainTrace, Inc. 11 Services Company

2825 East Cottonwood Park #500
Salt Lake City, UT 84121

Refractr, IT, Inc 11 Services Company

3411 Silverside Road, Tatnall Bldg Ste 104

Wilmington, New Castle DE19810
Rook Group, Inc. 11 Services Company

Ordinary

Ordinary

Ordinary

Ordinary

Ordinary

100%

100%

100%

100%

100%

3 Van de Graaff Drive, 2nd Floor, Burlington, MA 01803, USA

Cyberoam Inc 10 Services Company

Ordinary

100%

Corporation Service Company, Princeton South Corporate Ctr, Suit, 100, Charles
Ewing Blvd, Ewing, 08628, USA

1Shares held by Sophos Intermediate | Limited

2 Shares held by Sophos Intermediate Il Limited
3Shares held by Sophos Holdings LLC

4Shares held by Sophaos Services Limited

5 Shares held by Sophos Group Limited

6 Shares held by Sophos Holdings Limited

’Shares held by Sophos Limited

8Shares held by Sophos Holdings GmbH

9 Shares held by Sophos Technology GmbH

10 Shares held by Sophos Technologies Private Limited
1t Shares held by Sophos Inc

12 Shares held by Sophos BV

13Shares held by Sophos Limited and Sophos Nominees Limited
14 Shares held by Invincea, Inc

15Shares held by AvidSecure Inc.

16 Shares held by Sophos Holdings LLC
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21 Functional currency

Sophos Limited is registered in England and Wales and has a functional currency of GBP, as this is the currency
of the primary economic environment in which the entity operates.

22 Contingent Liabilities

In March 2022, Webroot, Inc. and Open Text, Inc. {collectively, “Webroot”) filed a lawsuit against Sophos Limited
in federal court in the Western District of Texas alleging that certain of the Company’s products infringe patents
held by them. In the complaint, Webroot sought unspecified damages, attorneys’ fees and a permanent
injunction. Sophos intends to vigorously defend against them. Sophos is unable to predict the likelihood of
success of Webroot’s claims or estimate a loss or a range of loss.

23 Events after the end of the reporting period

There are no material events after the reporting period which requires disclosure in accordance with FRS 102
para 32.10:
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