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Sophos Limited
Strategic Report for the year-ended 31 March 2023

The Directors of Sophos Limited have prepared this Strategic report for the year-ended 31 March 2023 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 the European Economic Area, 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, compllance governance, and
security monitoring for both on-premise and cloud-based environments.

Sophos Limited sells these cyber security products locally via a channel distribution model, whereby Sophos transacts
with both distributors and partners, who will transact with the ultimate end user, and globally through a series of
other Sophos Group affiliated entities, who similarly use a channel distribution model.

Key performance indicators and overview of financial performance for the year-ended 31 March 2023:
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 £611M (2022: £526M) representing growth of 16.1% year-on-year, which
was primarily driven by service revenue (see note 6).

Goodwill:

On 21 April 2022, the company acquired for cash 100% of the share capital of SOC.0S Cybersecuritiy Limited, a
company incorporated in England and Wales. On 20 February 2023, the net assets amounting to £251k were
transferred into Sophos Limited. As a result, the company has recognised £29.5m of goodwill in the year and
subsequently amortised £1m of this balance. At 31 March 2023 there remains a carrying value of goodwill of £28.5m.

Profit on Ordinary Activities:

Profit on ordinary activities during the year was £100.1M (2022:£97.7M). This due to an increase in revenue of
£85.4m, primarily relating to a £76.5m of intercompany recharged revenue and a £2.2m increase in finance
income. This is offset by a £5.3m increase in cost of sales and an £79.9m increase in operating expenses, of which
£55.3m is related to intercompany recharged costs, £17m from an increase in payroll costs, driven by an increase
in the average number of employees, and £3m from an increase in other administrative expenses.

See note 5 for further details on operating profit.

Average staff numbers have increased to 707 (2022: 648).



Sophos Limited
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 monitoring 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
global 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):



STRATEGIC REPORT (continued)

Principal Risks and Uncertainties (Continued)

Risk

How it impacts the organisation

What the Group is doing

Risk
movement
since 2022

IT Security &
Cyber Risk

As a provider of cybersecurity
products, the Group is a higher
profile cyber-attack target. The
Group'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 the Group’s business,
harm to the Group’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 that could impact
our products and services as well as internal systems and
on planning appropriate protection, detection, response,
and recovery mechanisms. The Group 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 reporting regularly to governing
bodies for appropriate oversight.

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

Decreased

Defects or
Vulnerabilities
in Products or
Services

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

Sophos is committed to extensive test cycles and quality
procedures within the development of its products, actively
seeking continuous improvement. Sophos employs
combinations of internal and external quality reviews and
testing of products comprised of processes and technology
at multiple stages of the development process, including

-source code reviews, public and private 3™ party efficacy

testing, automated code tests and various forms of
penetration testing, to identify and respond to product
vulnerabilities. Sophos performs continuous monitoring of
the threat landscape and has developed a pipeline to help
find defects earlier in the process.

The Group practices transparency and engages in a healthy
collaboration with the security research community, as
described in our Trust Centre available at:
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. The Group 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 protects the privacy and security of its
customers worldwide through a pledge to never engineer
backdoors into our products as described here:
https://www.sophos.com/nobackdoors

No Change




STRATEGIC REPORT (continued)

Principal Risks and Uncertainties (continued)

relation to research and product
innovation, developing products
that do not meet the requirements
of customers or partners leading to
potential loss of both new and
existing revenue streams as
customers and partners look to
alternative solutions.

Failure to protect the Group's
intellectual property could
adversely affect the ability of the
Group to operate in its markets.

between Product Management, Product Development, our
Security Operations {managed services) team, Sales and
Marketing and all Support functions in an integrated
product development approach. The Group manages 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
Srganization5I5 and consistency across product 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 products are managed by a single cloud
management platform, Sophos Central, delivering a
common management and operating experience for the
product portfolio and a comprehensive solution that will
encourage existing customers using on premise products to
migrate to cloud management. The Group uses Sophos
Central to deliver managed services, which allows for rapid
and efficient improvements to both the product and the
outcomes of the service.

Sophos customers, the partner communities, and the
Security Operations (managed services) Team are all
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 actively tracks its patent and
trademark assets.

Risk
. L . i movement
Risk How it impacts the organisation What the Group is doing since 2022
Product Failure to manage the product There is a clear product portfolio strategy that involves No change
Portfolio portfolio adequately could resultin | acquisitions, partnerships or developing products in-house.
Management inappropriate investment focus in Sophos continues to focus on and improve the interaction
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STRATEGIC REPORT (continued)

Principal Risks and Uncertainties (continued)

Risk

How it impacts the organisation

What the Group is doing

" Risk
movement
since 2022

Recruitment &
Retention of Key
Personnel

The ongoing success of Sophos is
dependent on attracting and
retaining global high-quality
employees at all levels in the
business who can effectively
implement the Group's strategy.
Failure to attract, retain or develop
high quality employees across the
business could limit the Group’s
ability to deliver its strategic plan.

Making Sophos a great place to work is central to the
Group's strategy. Sophos is increasing its commitment to
diversity and inclusion by introducing new programs to
attract and develop diversity of all types. Additionally,
Sophos has a commitment to all levels of training and
development throughout the 7rganization.

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

The cybersecurity industry continues to be a competitive
marketplace for talent. As such, Sophos is increasing the
commitment to a strong recruitment processes supported
by robust remuneration programs which are benchmarked
appropriately.

No Change

Legal and
Compliance

Non-compliance with key
compliance policies, that are legally
required and guide employee
conduct, may lead to financial loss
during operations, regulatory fines,
and reputational damage.

Sophos has implemented several policies to ensure
compliance with key laws and regulations. Aftera
Compliance Policy is Board Approved, the 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, 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.

No change




STRATEGIC REPORT (continued)

Principal Risks and Uncertainties {continued)

Risk

- How it impacts the organisation

What the Group is doing

Risk
movement
since 2022

Strategic
transformation

Failure to effectively execute the
transformational activities to deliver
on our strategy may lead to delays
in executing new business models
to grow revenue and not achieving
expected leverage to scale the
business more cost-effectively,
which could negatively affect
business benefits from loss of
business value and/or incur
additional costs.

Sophos recognises the importance of delivering our
strategic transformation to our customers, our
shareholders and our staff and effectively executing that
strategy to achieve the greatest overall benefits. Sophos
has significant investment and robust governance
structures in place dedicated to steering the
transformation efforts and ensuring the Group executes at
scale while managing risk associated with change.
Specialised teams execute our 8rganization8l, product and
digital transformation activities leveraging project
management best practices (decision framework, project
governance and communications, stakeholder
management), that increase the probability of project
success. The Group has also established our Products
Operating Model to transform our global product
management approach.

New Risk

Competition

Major competitors may offer
additional product features due to
their scale and pricing power
leading to product price reductions
to remain competitive or loss of
market share.

Sophos recognises that demands from customers in the
market will continue to evolve and Sophos will need to
evolve to keep up with market changes. In addition to
Product Management and Analyst Relations functions,
Sophos employs a Market Intelligence team who monitors
the market, evaluates competitive products and how they
compare with Sophos products and provides assistance and
guidance to the product team in our roadmap planning to
ensure the Group is competitive and differentiated to the
market. Sophos is integrating products within the portfolio
in order to add unique value to clients. Particular focus is
around innovation to stay in front of the market and
maintain premium pricing opportunities.

Increased

Taxation

Increased scrutiny on tax
compliance through both an
increased number of tax audits and
through more aggressive tax
authority positions. Additionally,
the ability to 8rganiza Group’s tax
position could be reduced due to
legislative changes including the
broadening of the tax base and the
increase in tax rate leading to an
increased tax bill.

Sophos ensures that its tax team has the appropriate in-
house and third-party resources to assess tax risk and take
appropriate action to reduce or eliminate the risk. The
Group tracks tax filings for timeliness and completeness
through a third-party system. The company actively
defends its positions on tax audits and ensures tax
decisions are made in a responsible way. The Group is in
the process of automating a number of workflows to both
maximise the efficiency of the tax department and to
ensure accurate calculations and filings. The tax team 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 indirect tax audits across
different geographies.

No change




STRATEGIC REPORT (continued)

Principal Risks and Uncertainties (continued)

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

variety of remedial actions in the event delays or shortages
are forecasted.

The supply chain management team continues to monitor
hardware component suppliers, Original Design
Manufacturers, and engineering personnel shortages and
work with Product Management and Engineering to
identify alternative suppliers, components, or designs to
mitigate hardware production delays due to potential
component shortages or delays. The supply chain
management team also monitors geopolitical events like
national border closures and the potential impact on
product costs, potential freight cost increases and
additional regulatory increases.

The post pandemic improvement in the supply chain
environment during the financial year has helped to reduce
the level of impact in this area.

Risk
i L L oo movement

Risk How it impacts the organisation What the Group is doing since 2022
Currency The approach to hedging against Sophos continues to manage revenues and costs by No change
movements foreign exchange risk may result in currency to achieve the best possible matching and has

fluctuating financial results as a always taken a proportion of the external debt in foreign

consequence of income and currencies to help manage the exposures.

expenditure in particular territories

not being entirely matched. A currency hedging program is considered on a periodic

Notable risk exists in the Euro/USD basis, usually around re-financing events.

currency pair where revenue

significantly exceeds costs.
Supply Chain There is a risk of global supply chain | Sophos has in place a dedicated supply chain management No Change
and Third-Party | disruption or failure to manage team that monitors the inventory levels and business
Management supply chain requirements and third | requirements for specific components and engages in a




STRATEGIC REPORT {continued)

Principal Risks and Uncertainties (continued)

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.

There 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’ declaration to the
Responsible Business Alliance Code of Conduct 7.0 (2021),
Sophos’ environmental responsibility is integral to
producing world class products. The Group’s commitment
requires that adverse effects on the community,
environment, and natural resources shall be reduced, if not
removed. Specifically, Sophos’ Environmental
Sustainability Policy was published in the first quarter of
fiscal year 2022. This Policy identifies several key initiatives
to reduce the Group’s 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 it does business, including
voluntaryism and the donation of the Group's products and
services. Also, the Group’s Health & Safety Policy was
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 Group's Anti-
Corruption Policy, Modern Slavery Policy, Conflict Minerals
Policy, Whistleblowing Policy, Global Privacy Policy, Global
Trade Policy, as well as the Group's practices.

Risk
I . movement
Risk How it impacts the organisation What the Group is doing since 2022
Environment, Failure to meet regulatory and Sophos is committed to upholding the highest ethical No change
Social and customer expectations with regard standards of environmental, social, and governance
Governance to environmental, social, and practices in its corporate policies and everyday operations.

10




STRATEGIC REPORT (continued)

Principal Risks and Uncertainties (continued)

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.

Coronavirus

The global impact of COVID-19 has decreased compared to previous years due to high vaccination rates and the
implementation of mandatory and voluntary control measures. Although the COVID-19 pandemic remains a
continuing risk to our customers and organisation, there is a reduced appetite for public health restrictions as
societies have adapted to the situation. However, the pandemic still affects worldwide economic activity and
financial markets, and the Group remains vigilant in monitoring the risk and taking necessary measures to mitigate
any potential impact on the Group and its employees in the future. The full extent to which the COVID-19 pandemic
will directly or indirectly impact the Group’s business, operating results, cash flows, and financial condition will
depend on future developments that are both uncertain and unpredictable.

During fiscal year 2023, the Group adopted a “Remote-First” concept as the primary option for the manner in which
most Sophos employees would work, which in addition to numerous other benefits, is intended to further mitigate
the impact of COVID-19. As a result, the management team no longer views COVID-19 as a principal risk to the
Group's business. ‘

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.

11



Sophos Limited
Section 172(1) Statement

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 KPlIs, 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 july 2023
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Sophos Limited
Directors’ Report for the year-ended 31 March 2023

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, 2023.

Strategic Report

The Strategic Report, which also forms part of this report and is presented on pages 2 to 11 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

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 2023 are £2.5M (2022: £0.2M).
Dividends of £1.7M were received in the year from the Company’s subsidiaries {(2022: £1.6M).

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 2023, to encourage two-way
dialogue with key stakeholder groups.

Key
Stakeholders | Engagement Channels Key activities in the year
Channel e Channel ‘best’ commitment to offer ¢ Increased engagement with Managed Service
partners the Group’s partners industry- Providers (“MSPs”), including platform
leading benefits and support integrations to facilitate user management
e Competitive and profitable partner e Virtual and on-site Partner conferences and
programme events in the Americas, EMEA and APJ with
e Regional and sub-regional partner the CEO and members of the Senior
conferences and events Management Team participating
o Dedicated partner portal and mobile | ¢  Region-specific partner programmes with local
app experts and executives Partner advisory
e  Partner advisory councils meetings in key markets

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

e  Pre- and post-sales technical support
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Sophos Limited

Directors’ Report (continued)

Stakeholder Engagement (continued)

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
Microsoft Stream update videos from
senior management team members
(e.g., IT Unplugged vlog from CIO)

Key
Stakeholders | Engagement Channels Key activities in the year
End e Community and support forums o Virtual customer events across Americas, EMEA
customers e Social media engagement and APJ markets to focus on next-generation
. e Dedicated and targeted product security technologies and threat landscape
communications advancements.
¢ Sophos News, including industry and ¢ Region-specific customer events including in-
Company news updates person events
e Threat intelligence and research
provided by the Sophos X-Ops team of
experts
o Daily industry news service via the
Sophos Naked Security news site
e Free tools for home use
e Virtual enduser events in key markets
« Webinars and live online events
e Employees | e Intranet site ‘Sophos Hub’ for e Corporate Events:

e Annual kick-off led by CEO

¢ Quarterly business updates

o CEO All Hands global calls

¢ Quarterly Sophos Values Award nominations
and winners recognised by CEO

e Social Events:

¢ Virtual social events run globally and locally

e Restarted in-office social events and
celebrations

« Diversity & Inclusion:

‘| o Continued actions and activities from our seven

Diversity & Inclusion Networks

e Recognized Pride, Mental Health Awareness,
International Women'’s Day, Hispanic Heritage
Month, Asian and Pacific Islander Heritage
Month, NAIDOC Week, Military Veterans /
Remembrance Day, Juneteenth, International
Day of the Girl, National Coming Out Day,
International Day of the World's Indigenous
Peoples, and Black History Month with global
and local events

¢ The Sophos Women in Technology (“SWIT”)
Network continued to roll out its SWIT Leader
Development Program to cohorts across our
main global regions :

e Re-ran diversity and inclusion self-identification
survey

o Employee Wellbeing:

e Continued to develop an employee wellbeing
program

e Provided four paid Sophos wellbeing days off
work for all Sophos employees

¢ Renewed the Calm app subscription for all
employees globally
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Key
Stakeholders

Engagement Channels

Key activities in the year

e Further developed the Group’s Wellbeing
Central Hub, providing resources to support
employee mental and physical health and
augmented this with monthly ‘Wellbeing Focus
broadcasts

¢ Ran a global fitness challenge, SOPH-FIT, a
virtual race across the world for all Sophos
employees

e Employee Volunteering:

e Continued an employee volunteering program
offering forty working hours per calendar year
for employees to volunteer for local activities
individually or in teams

e Employee Coaching:

« Extended the corporate coaching program to
ensure full global coverage

¢ Ran a SWIT mentoring program

’

e Community

e Employee driven charity and
community actions in global offices,
supported by senior management team
and local management

e Sophos' UK team raised funds for the
Alzheimer’s Society to be used to support
Dementia Advisers and research into better
ways of treating and caring for people with
dementia. Additionally, the team raised
additional funds for Save the Children on
Christmas Jumper Day.

¢ Sophos donated winter clothing, including
jackets, fleeces, and raincoats, to aid a
humanitarian initiative in Ukraine.

¢ Sophos' Cork office team raised money for Cork
Simon Community, a charity focused on
reducing homelessness and associated
problems. The team participated in the Cork
Mini Marathon, with some members
participating virtually.

« Sponsored over 180 local school chiidren in
India, providing them with educational resources
such as schoolbooks and engaging activities to
support their academic growth.

o Sponsored over 20 students to pursue medical
and PhD studies, supporting the next generation
of healthcare professionals in India.

e The Group’s commitment to community
development also includes funding sanitation
and water facilities, as well as the construction
of a meal shed at four government schools in
Ahmedabad and Bangalore. These efforts have
helped to ensure that students have access to
necessities, enabling them to focus on their
education.

¢ Funded a vocational training center at a non-
governmental organization, providing training
opportunities for individuals seeking to improve
their livelihoods and career prospects.

¢ Continued to support community and hygiene
maintenance projects in Ropada village,
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Key

Stakeholders | Engagement Channels Key activities in the year
emphasizing the Group’s commitment to
promoting sustainable development and
improving the quality of life for people across
india.

« Donated to True North Aid, a humanitarian
organisation that is dedicated to supporting
Indigenous self-determination through practical
support. The organisation's ongoing
humanitarian support is a direct result of the
tragic legacy of residential schools, which has
resulted in socio-economic inequities
experienced by Indigenous communities across
Canada.

¢ Sophos' Military Veterans Diversity and Inclusion
Network volunteer at FourBlock to assist military
personnel in transitioning to a civilian role.
FourBlock provides a career readiness program
to help attendees navigate the job searching,
including job interviews, salary negotiations, and
succeeding in a new role.

e “Sophos' Professionals of Color (“PoC”) Network
and the Sophos Dallas office collaborated with
Community Partners of Dallas to purchase and
donate school supplies to underprivileged
children as they returned to school. This
community service project aligns with PoC's
initiative to foster a pipeline between
underprivileged youth in the community and the
tech industry.

¢ Donated to Out & Equal Workplace Advocates,
who work exclusively on LGBTQ+ workplace
equality by empowering organizations to deliver
equal workplace policies, opportunities,
practices, and benefits that are inclusive of all
sexual orientations, gender identities,
expressions, and characteristics.

¢ Sponsored 100 scholarships through RISE, a
program committed to accelerating opportunity
and access to tech certification and critical skills
for women of colour.

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 14
Other stakeholder engagement including customers and suppliers 13-16
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Sophos Limited
Directors Report (continued)

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

Future Developments

The Company’s’s growth strategy includes continued innovation within existing cybersecurity solutions as well as
continued market expansion into adjacent solutions. The Company seeks to increase opportunities in the
following areas:

1. Acquisition of new customers

The Company’s install base of endpoint, network, and managed service customers is large and growing,
but Sophos sees opportunity to acquire thousands of new customers in the areas of: Managed Services;
Endpoint Security; Network Security; and MSP.

2. Increasing Annual Recurring Revenue within existing customers

Sophos has new innovations and integrations that will allow annual recurring revenue expansion through
cross-sell, network security, and managed services.

3. Cybersecurity market expansion

Sophos sees opportunity to expand services within our core cybersecurity market through partnerships,
cybersecurity as a Service, and cyber Insurance.

Research and development

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

In the year-ended 31 March 2023, the Group spent 19 per cent of its billings on research and development

(2022: 16 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.

Streamlined Energy and Carbon Reporting

The company has claimed exemptions from SECR reporting as this has been covered in the parent’s group report
and is therefore not required to be covered by this annual report.

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

17



Sobhos Limited
Directors Report (continued)

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

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
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 Company is exposed to interest rate risk primarily due to related party loans with floating interest rates.

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 euroc 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 fillingham

Stuart Fillingham
Director

The Pentagon
Abingdon Science Park
Abingdon 0X14 3YP

28 July 2023
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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 2023

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:

¢ select suitable 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 financial 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 ﬁ///ngham

Stuart Fillingham
Director

28 July 2023
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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
2023 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 notes 1 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).

In our opinion, the financial statements:

. give a true and fair view of the company’s affairs as at 31 March 2023 and of its profit for the year then
ended;

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

. 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.

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.

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

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

Matters on which we are required to report by 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:

e 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 19, 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 error 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
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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
20086, the relevant direct and indirect tax compliance regulations, as well as relevant employment
faws 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 pemmitted 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.

Ernst £ Yourd LLP

Richard Harrison (Senior statutory auditor)

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

31 July 2023



Sophos Limited

Statement of profit or loss

For the year-ended 31 March 2023

2023 2022
Note £'000 £'000
Turnover 6 611,469 526,011
Cost of sales (69,590) (64,307)
Gross profit 541,879 461,704
Administrative Expenses (446,722) (366,827)
Operating Profit 5 . 95,157 94,877
Income from shares in Group undertakings 1,670 1,637
Finance income 10 3,362 1,168
Finance expense 10 (19) -
Profit on ordinary activities before taxation 100,169 97,682
Tax on profit on ordinary activities 11 (1,814) 1,107
Profit for the financial year 98,355 98,789

All results relate to continuing operations.

STATEMENT OF OTHER COMPREHENSIVE INCOME OR EXPENSE
For the year-ended 31 March 2023

There is no other comprehensive income or profit apart from the profit after tax of £98,355K (2022: £98,789k]) attributable
to the shareholders. Total comprehensive profit for the year-ended 31 March 2023 is therefore £98,355K (2022: £98,789k

Profit)

The notes on pages 26 to 44 form an integral part of these financial statements
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Sophos Limited

Statement of financial position

At 31 March 2023

Company registered number: 2096520

Note 2023 2022
£'000 £'000
Fixed assets
Intangible assets 12 33,411 7,745
Tangible assets 13 10,135 11,939
Investments : 14 149,394 148,978
192,940 168,662
Current assets
Inventory 15 8,091 1,886
Debtors 16 895,788 827,375
Cash at bank and in hand 102,773 102,187
' 1,006,652 931,448
Creditors: amounts falling due within one year 17 (598,944) (595,506)
Net current assets . 407,708 335,942
Total assets less current liabilities 600,648 504,604
Creditors: amounts falling due after more than one year 17 (211,827) (211,827)
Net assets 388,821 292,777
Capital and reserves
Called up share capital 18 1,069 1,069
Share premium 69,994 69,994
Share Based Payment reserve 2,618 2,391
Retained Earnings 315,140 219,323
Shareholder’s funds 388,821 292,777

These Financial Statements were approved by the Board of Directors on 28 July 2023 and were signed on its behalf by:

sbd fillingham

Stuart Fillingham
Director

The notes on pages 26 to 44 form an integral part of these financial statements.
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Sophos Limited

Statement of changes in equity

At 31 March 2023

Share
Based
Share Share Payment Retained
Capital Premium Reserve Earnings ~ Total
£'000 £000 £'000 £000 £'000
At 1 April 2021 1,069 69,994 2,066 120,774 193,902
Profit for the period: - - - 98,789 98,789
Total comprehensive profit - - - 98,789 98,789
Share-based payments
Expense - - 326 - 327
Dividend Paid ) ) ) (240) (240)
At 31 March 2022 1,069 69,994 2,391 219,323 292,777
Profit for the period: - - - 98,355 98,355
Total comprehensive profit - - - 98,355 98,355
Dividends Paid (2,537) (2,537)
Share-based payments
Expense - - 226 - 226
At 31 March 2023 1,069 69,994 2,618 315,140 388,821

The notes on pages 26 to 44 form an integral part of these financial statements.
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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, 0X14 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 reland’ {‘FRS 102’) and the Companies Act 2006.

3 Changes in accounting policies
There have been no changes in accounting policy during the year-ended 31 March 2023.
In the prior-year, there was one change in accounting policy as follows:

Per FRS 102 (section 10.11), management 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 provided 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 had previously been to capitalise all costs related to Saa$S 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 previous financial year, 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 considered that the impact of the change of policy on the financial information for the year-ended 31
March 2021 was not material and consequently the comparative information was not 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 the European Economic Area, 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, 0X14 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:

e 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 exemptions, 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 related notes (paragraph 33.7)

The Combany 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 £407.7M including a significant cash and cash equivalent balances of £102.8M.

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
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Going concern (continued)

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.

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

Sophos 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
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Revenue from software licences and service contracts (continued)

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.

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 S 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 within administration expenses,
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.

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 Company 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
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Intangible fixed assets and amortization (continued)

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.

Goodwill

Business combinations are accounted for under FRS102. Any excess of the cost of the business combination over
the interest on the net fair value of assets is recognized as goodwill in the Statement of Financial Position. This
is then subsequently amortised over a 5 year period using the straight line method.

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 recoverability 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. 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 result.

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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Taxation {continued)

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 modification. 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 cancellation or settlement date is deducted from
equity, with any excess over 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 (2022: $7.00). 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 thfough 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.
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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.

FRS102 does not require these items to be presented on the face of the statement of profit or less, however the
company has included them in the notes.

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.

35



Sophos Limited

Notes to the Company financial statements (continued)

5 Operating profit

Operating profit is stated after charging:

2023 2022

£000 £000
Operating lease rentals . 629 635
Depreciation 2,812 2,829
Amortisation 5,533 12,076
Research and development 48,608 36,716
Pension scheme contributions 2,197 1,686
Net foreign currency differences (14,862) (15,455)
Auditors remuneration 63 63
Share based payments charge 5,379 3,471
Exceptional Items* 27,902 24,443
Total ] 78,260 66,464

*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 prior-year change in accounting policy relating to SaaS system projects (see note 3), in the year-ended
31-March 2023, Sophos Limited expensed £22.7M (2022: £20.8M) of costs in respect of these 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).

Other exceptional costs amounting to £5.2M during the year-ended 31 March 2023 (2022: £3.6M) primarily
relate to business restructuring projects throughout the year.

6 Analysis of revenue 2023 2022
By activity £000 £'000
Product 77,230 59,960
Services i 534,239 466,051
Total 611,469 526,011

2023 2022
By Geography £000 £000
EMEA 356,285 313,135
Americas 210,043 171,294
APJ : . 45,141 41,582
Total 611,469 526,011
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7 Staff costs

2023 2022

£°000 £'000
Wages and salaries 69,053 53,453
Social security costs 4,172 3,025
Pension costs 182 185
Other costs 10,161 10,628
Share based payments charge 5,379 3,471
Total staff costs 88,947 70,762

8 Employee information

The average monthly number of persons (including executive directors) employed by the Company during the

year was: )

2023 2022

£'000 £'000

Technical 188 260

Sales and Marketing 239 178

Administration 280 210

Total average number of employees 707 648
9 Directors’ emoluments

2023 2022

£000 £'000

Director’s emoluments
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 (2022 - 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 Directors’ roles in the Company are incidental to their overall role in Sophos.
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10 Finance income / expense

2023 2022

£'000 £000
Interest on loans to related parties 3,362 1,168
Total finance income 3,362 1,168
Interest expense on loans from related parties (19) -
Total finance expense (19) -
11 Taxation

2023 2022

£'000 £'000
Current taxation:
Current year tax charge 1,506 1,051
Adjustment in respect of prior-years 108 217
Total current tax charge 1,614 1,268
Deferred taxation:
Origination and reversal of timing differences 4,581 5,758
Adjustment in respect of prior-years (3,154) (217)
Impact of rate change* (1,227) (7,916)
Total deferred tax credit 200 (2,375)
Total tax credit on ordinary activities 1,814 (1,107)
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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:

2023 2022

£000 £000
Profit for the year before taxation 100,169 97,682
Profit for the year multiplied by the standard UK rate of 19% (2022: 19%) 19,032 18,560
Effect of:
Expenses not deductible for tax purposes 3,492 1,253
Dividends received (exempt under section 931) (317) (311)
Shae options adjustment - -
Adjustment in respect of previous years (3.046) -
Recognised tax losses surrendered for no consideration (15,846) (12,415)
Non Taxable Income- SSE - -
Rate change impact during the year (1,639) (8,194)
R&D tax charge : - -
Foreign tax - no credit available 139 -
Total tax credit on ordinary activities (1,814) (1,107)

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

Nil (2022: NIL).

Factors affecting future tax charges

At the balance sheet date the company has unused tax losses of £143.9M (2022: £162.2M) available for offset
against future profits. 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.
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12 Intangible assets

Intellectual
Software Property Goodwill Total
£000 - £'000 £000 £000

Cost
At 1 April 2022 34,631 40,695 895 76,221
Additions 1,704 - 29,495 31,199
Accounting policy change (see note 3) - - - -
Disposals - - - -
Cost at 31 March 2023 36,335 40,695 30,390 107,420
Amortisation
At 1 April 2022 31,674 35,907 895 68,476
Charge for the year 1,521 3,029 983 5,533
Accounting policy change (see note 3) ] - - - -
Disposals - - - -
Amortisation at 31 March 2023 33,195 38,936 1,878 74,009
Net book value
At 1 April 2022 2,957 4,788 - 7,745
At 31 March 2023 3,140 1,759 28,512 33,411

On 21 April 2022, the company acquired for cash 100% of the share capital of SOC.0S Cybersecuritiy Limited, a
company incorporated in England and Wales. On 20 February 2023, the net assets amounting to £251k were
transferred into Sophos Limited. As a result, the Company has recognised £29.5m of goodwill in the year and
subsequently amortised £1m of this balance. At 31 March 2023 there remains a carrying value of goodwill of
£28.5m, which is being amortised over 5 years on a straight line basis.

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 2022 33,209 15,193 21 2,612 51,035
Additions - 950 - 43 993
Disposals - (2) - - (2)
Cost at 31 March 2023 33,208 16,141 21 2,656 52,026
Depreciation
At 1 April 2022 24,330 13,179 21 1,566 39,096
Charge for the year 1,273 1,269 - 255 2,797
Disposals - (1) - - (1)
Depreciation at 31 March 2023 25,602 14,448 21 1,821 41,892
Net book value
At 1 April 2022 8,879 2,014 - 1,046 11,939
At 31 March 2023 7,606 1,693 - 835 10,135
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At March 31 2023, the Company had entered into contractual commitments for the acquisition of property, plant
and equipment amounting to £Nil (2022: £Nil).

Within freehold land and buildings the gross cost which is depreciable is £32,029k (2022: £32,029k).

14 Investments

2023 2022

£'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 Sr! 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
SOC.0S 251 -
Sophos Brazil 165 -
Sophos KK 63 63
Sophos Taiwan Ltd 20 20
Sophos Iberia Srl
Sophos Turkey Technoiji Ltd Sirketi 2
Sophos Inc - -
Total investments ' 149,394 148,978

Impairment of Subsidiaries

Following an annual review there is no indication of impairment of investment in subsidiaries during 2023 (2022:
Nil).

15 Inventories

2023 2022
£'000 £'000
Finished goods and goods for resale 8,091 1,886
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16 Debtors
2023 2022
£'000 £'000
Trade debtors 29,205 24,366
Amounts owed by Group undertakings — due withing 1 year 731,720 676,971
Amounts owed by Group Undertakings — due after more than 1 year 58,763 55,050
Other debtors 1,532 1,190
Deferred tax asset 46,293 46,253
Prepayments and accrued income 18,692 14,583
Corporation tax debtor 9,584 8,962
Total Debtors 895,788 827,375
Total Debtors - due within 1 year . 837,025 772,326
Total Debtors — due after more than 1 year 58,763 55,050
2023 2022
£'000 £'000
The deferred tax asset above comprises:
Capital allowances in excess of depreciation 5,497 4,948
Short-term timing differences 4,805 3,450
Losses 35,991 37,855
Total deferred tax asset 46,293 46,253
17 Creditors
2023 2022
£'000 £'000
Trade creditors (21,005) (20,333)
Amounts due to Group undertakings (152,910) (227,765)
Social security and other taxes (2,886) (2,120)
Other creditors (10,960) (5,297)
Accruals (39,746) (37,098)
Deferred revenue (371,437) (302,893)
Total creditors falling due within one year (598,944) (595,506}
Deferred revenue (211,827) (211,827)
Total creditors falling due after more than one year (211,827) (211,827)
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18 Called-up share capital

Allotted, called up and fully paid shares
Ordinary shares

Thousands £'000
At 1 April 2022 ' 2,674,725 1,069
At 31 March 2023 2,674,725 1,069

These ordinary shares have a nominal 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:

2023 2022
£'000 £'000
Within one year 629 1,108
In the second to fifth years inclusive 121 1,614
Total operating lease commitments . 750 2,272

20 Related Party Transactions

During the year, the Group entered into transactions with companies under common control as set out below.

Purchases from Amounts owed Purchases from Amounts owed
related parties to related parties related parties to related parties

2023 2023 2022 2022
£'000 £'000 £'000 £'000
Anaplan, Inc 1,387 - 1,901 44
ConnectWise, LLC 11 - 19 -
Flexera Software LLC 1,257 47 619 -

21 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.
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22 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.

23 Contingent Liabilities

In January 2019, Vir2us, Inc. filed a lawsuit against Group entities in federal court in the Eastern District of
Virginia alleging claims of breach of contract arising out of a patent license agreement. On 31 March 2021 the
U.S District Court delivered a judgement of $24.6m plus interest with royalty obligations going forward against
two Group entities, and the Group entities filed an appeal. The appeal was successful, and the judgment was
vacated, and the case remanded to the District Court in February 2023. At the time of signing these accounts,
the plaintiff has not, since the appeal decision, submitted any documents to the District Court and the District
Court has not yet set a schedule for the case. The Group intends to continue to vigorously defend against the
allegations. The Group is unable to predict the likelihood of success of Vir2us’s claims or estimate a loss or a
range of loss. The Group has not recorded a provision in relation to this matter. Should the Group incur a
liability as a result of this case, then Sophos Limited would be impacted through a cost recharge under the
transfer pricing agreements within the Group.

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.

Also see note 24.
24 Events after the end of the reporting period

OnJuly 7, 2023, Speech Transcription, LLC (“Speech Transcription”) filed a lawsuit against the Company in federal
court in the Northen District of Texas alleging that certain of the Companies products infringe one patent held
by them. In the complaint, Speech Transcription sought unspecified damages, attorneys’ fees and a permanent
injunction. The Company intends to vigorously defend against them. The Company is unable to predict the
likelihood of success of Speech Transcription’s claims or estimate a loss or a range of loss, and as a consequence
this represents a contingent liability.
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