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Canonical Group Limited

Strategic report
for the year ended 31 December 2019

The director presents the strategic report together with the audited financial statements for the year ended
31 December 2019. During the prior financial period the company's accounting reference date was changed from
31 March to 31 December to align with other group companies. As such, financial information has been presented for
the year ended 31 December 2019, with corresponding comparatives being the previously reported 9 months to
31 December 2018.

Principal activities

Canonical Group Limited is part of the Canonical group of companies, headed by Canonicat Holdings Limited. The
Canonical group is the leading provider of services for Ubuntu deployments in the market. Ubuntu is a free, open-
source platform for client, server and cloud computing. Since its launch in 2004, Ubuntu has become a natural
choice for users of all kinds, from Fortune 500 companies to hardware makers, content providers, software
developers, public cloud providers and individual technologists. The Canonical group is uniquely positioned to help
customers make the most of Ubuntu.

Canonical Group Limited provides the operational management resources and assistance for the sales, engineering
and support of Ubuntu services provided by the companies within the group. In addition to this, under the strategic
guidance and direction of Canonical Holdings Limited, Canonical Group Limited provides operational management
for the development of the Ubuntu brand and products.

Review of development, performance and position of the business

Ubuntu is the platform of choice for multi-cloud. Most public cioud workloads are running on Ubuntu. Most public
and private cloud container deployment on Kubernetes use Ubuntu. Most large-scale private cloud built with
OpenStack are on Ubuntu, using both Kernel-based Virtual Machine ("KVM”) and the LXD pure-container hypervisor
for the world’s fastest private clouds. The majority of new smart gateways, self-driving cars and advanced humanoid
robots are running Ubuntu as well. Canonical Group Limited provides enterprise support and services for commercial
users of Ubuntu.

fn addition to producing Ubuntu, Canonical leads the development of key differentiating technologies which allow
customers to operate efficiently at scale. Canonical leads the development of Juju, the model-driven operations
system, and MAAS (Metal-as-a-Service), which creates a physical server cloud and IP Address Management
("IPAM") for amazing data centre operational efficiency. Further, Canonical leads the development of the snap
universal Linux packaging system for secure, transactional device updates and app stores. Ubuntu Core is an all-
snap instantiation of Ubuntu, perfect for devices and appliances.

Building on these technologies, Canonical offers Canonical OpenStack and the Charmed Distribution of Kubernetes.
Both offer enterprise, telecom providers and OEMs mechanisms to build multi-cloud infrastructure that's cost efficient
to build and operate. Canonical consulting, training and managed services offering means companies can get started
with their multi-cloud infrastructure in weeks. .

To support the technology and go-to-market strategies, Canonical Group Limited continues to build world class
global engineering, support and managed service operational teams. The combination of these highly skilled
individuals and Canonical Group Limited's class leading management tools, positions the group to be a leading
player in the markets where it operates.
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Canonical Group Limited

Strategic report
for the year ended 31 December 2019 (continued)

Key performance indicators

As Canonical Group Limited carries out services on behalf of the Canonical group, this commentary reflects that of
the combined group headed by Canonical Holdings Limited (the 'CHL Group’).

During 2018, the company and group changed its financial year end to December, from March. As such, financial
information has been presented for the year ended 31 December 2019, with corresponding comparatives being the
previously reported 9 months to 31 December 2018. In order to provide meaningful financial analysis the below
unaudited, proforma financial information, covering two 12 month periods, has been included.

2019 2018

(pro-forma

unaudited)

Us$'000 Us$'000 -

Turnover 118,736 96,887
Cost of sales (1,642) (1,295)
Gross profit 117,094 95,592
Administrative expenses (119,523) (106,748)
Operating loss (2,429) (11,156)

In the year to 31 December 2019 turnover increased by $22m to $119m. The CHL Group continued to invest with
average headcount moving from 437 to 473 in the period. Growth in revenue and improvements in efficiency led to
operating loss improving from $11m to $2m.

The Canonical group measures its performance through the use of key performance indicators ('KPIs'). These KPIs
are focussed on revenue, operating loss, cash flow and average headcount. Given the nature of operations the
Board considers these most relevant and the KPls form the basis of operational reports provided to the Board and
management.

KPIs - Canonical Holdings Limited

(Pro-forma

unaudited)

2019 2018

Revenue ($m) 119 97
Operating loss ($m) (2) (11)
Cash used in operations ($m) (3) (6)
Average headcount 473 437

The Board is satisfied with the overall performance as indicated by these metrics. The increase in revenue year on
year reflects the increase in staffing levels in the CHL Group and thus the service levels offered to other group
companies. Consequently, the CHL Group's operating loss has reduced year on year.
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Canonical Group Limited

Strategic report
for the year ended 31 December 2019 (continued)

KPIs — Canonical Group Limited 2019 2018
Revenue ($m) 121 110
Operating profit ($m) 0.4 15.2
Cash used in operations ($m) (2.3) (6.4)
Average headcount 415 385

The Board is satisfied with the overall perfformance as indicated by these metrics. The increase in revenue year on
year reflects the increase in staffing levels in the group and thus the service levels offered to other group companies.
The group’s operating profit has decreased year on year due to the realignment of the CHL Group’s transfer pricing
policies such that they reflect the current group operating model.

Financial risk management objectives and policies

The group uses various financial instruments including loans and cash. The main purpose of these financial
instruments is to raise finance for the group's operations. The group has various other financial assets and liabilities
such as trade debtors and creditors that arise directly from its operations.

The existence of these financial instruments exposes the group to a number of financial risks which are described
in more detail below. The risks arising from the group's financial instruments are currency risk, credit risk and liquidity
risk. The directors review and agree policies for managing each of these risks and they are summarised below.

Principal risks and uncertainties

Currency risk - The group has minimal exposure to currency translation risk. The majority of the group is
denominated in USD, which is in line with the majority of sales and costs which are also denominated in USD.

Credit risk - The group's principal credit risk relates to recovery of amounts owed by trade debtors. This risk is limited
by determining a limit for customers based on third party credit references, payment history and other factors. This
risk is reviewed regularly in conjunction with debtor ageing and payment history.

Liquidity risk - Current and projected working capital demand is assessed on a monthly basis and parent company
loans are drawn down as required.

Future developments

The group's principal strategic initiatives during the year included ongoing improvement of the product offerings via
the group's software roadmap, and continued development of the various global channel-led sales routes. In
addition, the capital funding structure of the group is continuously monitored via a set of detailed financial forecasts.
External funding has not been necessary given the group's rapid success in most markets. Going forward, both
software and market initiatives will continue, and management will also continue to assess whether the group would
benefit from financial partnering to boost growth, whilst ensuring that increased costs are limited to increased
revenue earned.

Going concern

The Directors are confident of building on the great progress made in 2019 and expect to further improve financial
performance in 2020. However, despite a successful 2019, high levels of recurring revenues, growth in revenue in
the post year end period versus the same period in the prior year and higher than expected cash levels in the
business as at August 2020, the Directors have considered their response to the likely effects of the COVID-19
pandemic.

Canonical, as a remote-based software development and services provider, is naturally well placed to deal with the
challenges that COVID-19 have given rise to. The vast majority of staff are already home based, and with the
exception of some customer-centric physical delivery requirements, most customer service operations are remotely
delivered. Thus, the impact of global lock down on our operations has ‘been minimal to date and is predicted to
continue as such.
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Canonical Group Limited

Strategic report
for the year ended 31 December 2019 (continued)

Going concern (continued)

The base case budget and plan for the year ended 2020, involves a plan for the status of the group to reach break-
even (in terms of EBITDA and operating cash), despite increasing annualised costs by approximately 25%. The
group has not received any cash funding since mid-2018, owing to the ability of the Directors to closely match cost
growth with sales growth. In the post year

As the group enters an uncertain economic environment, triggered by COVID-19, necessary adjustments to this plan
will be made, as necessary, in order to control costs. Given the high level of planned, but unexecuted investment in
people, there is a high level of immediate control available to the directors in order to meet the forecast break-even
status. Furthermore, the level of committed, non-cancellable costs in the business is very low, being relatively small
offices and annual software licenses.

The rapid emergence of the COVID-19 pandemic has already, and will continue to cause, disruption to many of our
customers. This in turn may lead to lower new sales, or a lower level of renewal of existing customer value.

In assessing the risks posed to the going concern assumptions, a set of detailed forecasts has been prepared that
show the effects of various scenarios on the group. In particular the director has considered the potential impacts
that COVID-19 may have on the ability to achieve adequate levels of sales.

The forecasts prepared by the director include scenarios where the group’s sales and renewal plan is significantly
impacted, by an approximate 30% reduction in sales which can be comfortably sustained before enacting cost-
cutting measures. This level of reduction is not expected by management due to the nature of the services provided
and due to the fact that a large proportion of the income throughout the going concern period has already been
contracted with large companies that are expected to succeed in these economic conditions (e.g. public cloud
operators).

The group has not utilised any government-led offers of financial assistance, e.g. furlough schemes. Based on the
forecasts noted above, the various scenarios considered and the sensitivities applied thereto, including the group’s
inherent remote operating capabilities, and the high level of ability to reduce future costs rapidly, the director is
satisfied that the group has adequate resources to continue in operational existence for the foreseeable future and
is able to meet its liabilities as they fall due. Accordingly, the Director continues to adopt the going concern basis in
preparing these financial statements.

After making enquiries of the shareholders and having given consideration to the confirmation that the ultimate
parent company, Canonical Holdings Limited will not recall the ‘Amounts owed to parent undertaking within 12
months of the date of sign off of these financial statements, the directors consider it appropriate to prepare the
financial statements on a going concern basis.
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Canonical Group Limited

Strategic report
for the year ended 31 December 2019 (continued)

Section 172 Statement

Section 172 of the Companies Act 2006 requires Directors to take into consideration the interests of stakeholders
and other matters in their decision making. The Directors continue to have regard to the interests of the Company’s
employees and other stakeholders, the impact of its activities on the community, the environment and the Company’s
reputation for good business conduct, when making decisions.

In this context, acting in good faith and fairly, the Directors consider what is most likely to promote the success of
the Company for its members in the long term. We explain here how the Board engages with stakeholders. The
Directors are fully aware of their responsibilities to promote the success of the Company in accordance with section
172 of the Companies Act 2006.

To ensure the Company was operating in line with good corporate practice, all Directors reflect on how the Company
engages with its stakeholders and opportunities for enhancement. As required, the Senior Legal Counsel and
Company Secretary will provide support to the Board to help ensure that sufficient consideration is given to issues
relating to the matters set out in s172(1)(a)-(f). The Board regularly reviews the Company'’s principal stakeholders
and how it engages with them.

In addition to the above, during 2019 the Board initiated the following specific activities, limited here to matters of
strategic importance only:

+ The board insisted on a hiring plan that was consummate with achievement of a break even EBITDA status for
the year. This was to ensure the long term stability and security of the company for all internal and external
stakeholders in the absence of a desire to receive external funding for the short term.

e The business hired a Director of Human Resources and a Director of workplace engineering, to ensure all
aspects, diversity, compensation, hiring, training and career development continue to be first class and fair for
all staff.

e The business launched Ubuntu Pro, a new product designed to further enhance the accessibility of the security
benefits of Ubuntu, particularly on the public clouds. This launch was in response to growing customer
stakeholder demand for extended security maintenance.

Approval

This strategic report was approved on behalf of the Board on 9/15/2020

DocuSigned by:
Ml Frunde

N r_jFAeaF;é?fEFl'lCu.

Director
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Canonical Group Limited

Director’s report
for the year ended 31 December 2019

The director presents his report together with the audited financial statements for the year ended 31 December 2019.
Results and dividends
The consolidated income statement is set out on page 11 and shows the loss for the year.

During the year, no dividends were paid (2018 - $Nil). The director does not recommend the payment of a final
dividend (2018 - $Nil).

Director

The director of the company during the year was:

N French

Employee policies

Applications for employment by disabled persons are given full and fair consideration for all vacancies, having regard
to their particular aptitudes and abilities. Where existing employees become disabled, it is the company's policy
wherever practicable to provide continuing employment under normal terms and conditions and to provide training,
career development and promotion to disabled employees wherever appropriate.

Employee involvement

The company maintains an HR intranet site that provides employees with information on matters of concern to them
as employees, including the financial and economic factors affecting the performance of the company. The intranet site
includes functionality that enables employees to express views on matters that affect them anonymously and the
company also undertakes staff surveys to canvas views on significant matters.

Auditors

The current director has taken all the steps that he ought to have taken to make himself aware of any information
needed by the company's auditors for the purposes of their audit and to establish that the auditors are aware of that
information. The director is not aware of any relevant audit information of which the auditors are unaware.

BDO LLP have expressed their willingness to continue in office and a resolution to reappoint them will be proposed

at the annual general meeting.

On behalf of the Board
DocuSigned by:
I ML Frunde
"A351 1EF47C...
Tench

Director

Date 9/15/2020
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Canonical Group Limited

Director's responsibilities statement
for the year ended 31 December 2019

The director is responsible for preparing the strategic report, the director's report and the financial statements in
accordance with applicable law and regulations.

Company law requires the director to prepare financial statements for each financial year. Under that law the director
has elected to prepare the group and company financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law). Under company law the
director must not approve the financial statements unless he is satisfied that they give a true and fair view of the
state of affairs of the group and company and of the profit or loss of the group for that period.

In preparing these financial statements, the director is required to:
* select suitable accounting policies and then apply them consistently;
¢ make judgements and accounting 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; and

e prepare the financial statements on the going concern basis unless it is inappropriate to presume that the
company will continue in business.

The director is 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. The director is also
responsible for safeguarding the assets of the company and hence for taking reasonable steps for the prevention
and detection of fraud and other irregularities.
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Canonical Group Limited

Independent auditor's report

INDEPENDENT AUDITOR’S REPORT TO MEMBERS OF CANONICAL GROUP LIMITED
Opinion

We have audited the financial statements of Canonical Group Limited (“the Parent Company”) and its subsidiaries
(“the Group”) for the year ended 31 December 2019 which comprise the consolidated income statement,
consolidated and company balance sheets, consolidated and company statements of changes in equity,
consolidated statement of cash flows and the notes to the financial statements, 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, including Financial Reporting Standard 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 state of the Group's and of the Parent Company'’s affairs
as at 31 December 2019 and of the Group’s loss for the year then ended;

¢ the financial statements have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice; and

¢ the financial statements 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 Group and the Parent 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

We have nothing to report in respect of the following matters in relation to which the 1SAs (UK) require us to report
to you where:

s the Director’s use of the going concern basis of accounting in the preparation of the financial statements is not
appropriate; or

o the Director has not disclosed in the financial statements any identified material uncertainties that may cast
significant doubt about the Group or Parent Company’s ability to continue to adopt the going concern basis of
accounting for a period of at least twelve months from the date when the financial statements are authorised for
issue.
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Canonical Group Limited

Independent auditor’s report (continued)

Other information

The Director is responsible for the other information. The other information comprises the information included in the
Strategic report and Directors report, other than the financial statements and our auditor’s report thereon. Our opinion
on the financial statements does not cover the other information and, except to the extent otherwise explicitly stated
in our report, we do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, 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 audit or otherwise appears to be materially misstated. If we identify such material
inconsistencies or apparent material misstatements, we are required to determine whether there is a material
misstatement in the financial statements or a material misstatement of the other information. If, based on the work
we have performed, we conclude that there is a material misstatement of this 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 Director’s report for the financial year for which the financial
statements are prepared is consistent with the financial statements; and

¢ the Strategic report and Director's 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 Group and the Parent Company and its environment obtained
in the course of the audit, we have not identified material misstatements in the Strategic report and Director’s 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 by the Parent Company, or returns adequate for our audit
have not been received from branches not visited by us; or

o the Parent Company financial statements are not in agreement with the accounting records and returns; or

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

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

Responsibilities of the Director

As explained more fully in the Director's responsibilities statement, the Director is 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 Director determines 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 Director is responsible for assessing the Group’'s and the Parent
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 intends to liquidate the Group or the Parent
Company or to cease operations, or have no realistic alternative but to do so.
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Canonical Group Limited

Independent auditor's report (continued)

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.

A further description of our responsibilities for the audit of the financial statements is located at the Financial
Reporting Council's website at: hitps://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 Parent 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 Parent Company'’s

members those matters we are required to state to them in an auditor’s report and for no other purpose. To the

fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Parent Company

and the Parent Company's members as a body, for our audit work, for this report, or for the opinions we have formed.
Bde P

Andrew Gandell (Senior Statutory Auditor)

For and on behalf of BDO LLP, Statutory Auditor
London, UK

16/09/2020

BDO LLP is a limited liability partnership registered in England and Wales (with registered number OC305127).

10
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Canonical Group Limited

Consolidated income statement
for the year ended 31 December 2019

Turnover

Cost of sales

Gross profit

Administrative expenses

Operating profit

interest receivable and similar income

Interest payable and similar charges

Profit on ordinary activities before tax

Taxation

(Loss)/profit for the financial year/period and total
comprehensive profit

All amounts relate to continuing activities.

There was no other comprehensive income in the current or prior year.

The notes on pages 17 to 30 form part of these financial statements.

11

Note

Year ended
31 December
2019

$'000
121,326

(1,642)

119,684

(119,300)

384

13
@)

394

(568)

(174)

9 months
ended

31 December
2018

$'000

83,437

(1,090)

82,347
(70,936)
11,411

12
(173)
11,250

(394)

10,856



DocuSign Envelope ID: 9B55FA40-E707-4892-A289-792FCAEA4993

Canonical Group Limited

Consolidated balance sheet
at 31 December 2019

Company number 06870835 Note 2019 - 2019 2018 2018
$'000 $'000 $'000 $'000

Fixed assets
Tangible assets 10 3,066 1,348
Current assets ’
Stock 12 88 157
Debtors 13 387,344 362,347
Cash at bank 10,419 16,078

397,851 378,582
Creditors: amounts falling due .
within one year 14 (458,302) (437,217)
Net current liabilities (60,451) (58,635)
Provisions for liabilities 15 (225) (225)
Net liabilities (57,610) (57,512)
Capital and reserves
Share capital 17 - -
Accumulated deficit (57,610) (57,512)

Shareholder’s deficit (57,610) (567,512)

The financial statements were approved by the Board of Directors and authorised for issue on 9/15/2020

| ALl F’M
‘&%1547(:.-

Director

The notes on pages 17 to 30 form part of these financial statements.

12
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Canonical Group Limited

Consolidated statement of changes in equity
for the year ended 31 December 2019

Share  Accumulated Total
capital deficit equity
US$'000 Us$'000 Us$'000
1 January 2019 - (57,512) (57,512)
Loss for the year - (174) (174)
Total comprehensive loss for the year - (174) (174)
31 December 2019 - (57,610) (57,610)
Share  Accumulated ’ Total
capital deficit equity
US$'000 US$'000 Us$'000
31 March 2018 - (68,368) (68,368)
Profit for the period - 10,856 10,856
Total comprehensive profit for the period - 10,856 10,856
31 December 2018 - (57,512) (57,512)

The notes on pages 17 to 30 form part of these financial statements.

13



DocuSign Envelope |D: 9B55FA40-E707-4892-A289-792FCAEA4993

Canonical Group Limited

Consolidated statement of cash flows
for the year ended 31 December 2019

9 months
Year ended ended
31 December 31 December
2019 2018
US$'000 us'o00
Cash flows from operating activities
Profit for the financial year (174) 10,856
Adjustments for:
Depreciation of fixed assets 1,207 798
Disposal of assets - 50
Net interest payable 3 173
Net interest receivable (13) (12)
Taxation expense 568 394
Increase in trade and other debtors (16,735) (18,322)
Decrease in stocks 69 38
Increase/(decrease) in trade and other creditors 12,815 (346)
Cash used in operations (2,260) - (6,371)
Taxation paid (474) (288)
Net cash used in operating activities (2,734) (6,659)
Cash flows from investing activities
Purchases of tangible fixed assets (2,925) (541)
Net cash used in investing activities (2,925) (541)
Cash flows from financing activities
Increase in loans payable - 10,000
Net cash from financing activities - 10,000
Net (decrease)/increase in cash and cash equivalents (5,659) 2,800
Cash and cash equivalents at beginning of year 16,078 13,278
Cash and cash equivalents at end of year 10,419 16,078
Cash and cash equivalents comprise:
Cash at bank and in hand 10,419 16,078

The notes on pages 17 to 30 form part of these financial statements.

14
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Canonical Group Limited

Company balance sheet

at 31 December 2019

Company number 06870835

Fixed assets
Tangible assets
Investments

Current assets
Stock

Debtors

Cash at bank

Creditors: amounts falling due
within one year

Net current liabilities

Net liabilities

Capital and reserves
Share capital
Accumulated Deficit

Shareholder’s deficit

Note

10
11

12

13

14

17

2019
$'000

88
363,412
9,620

373,120

(453,302)

2019
$'000

1,003
864

1,867

(80,182)

(78,315)

(78,315-)

(78,315)

2018 2018

$'000 $'000

966

864

1,830
157
337,195
15,097
352,499
(433,943)

(81,494)

(79,664)

(79,664)

(79,664)

As permitted by Section 408 of the Companies Act 2006, the company has elected not to present its own income
statement for the year. The company reported a profit after taxation for the financial year ended 31 December 2019

of $1,349,000 (2018 - $4,937,000).

The financial statements were approved by the Board of Directors and authorised for issue on 9/15/2020

DocuSigned by:

ML Fronde

N French
Director

The notes on pages 17 to 30 form part of these financial statements.

15



DocuSign Envelope ID: 9B55FA40-E707-4892-A289-792FCAEA4993

Canonical Group Limited

Company statement of changes in equity
for the year ended 31 December 2019

1 January 2019
Profit for the year

Share
capital
USs$'000

Accumulated
deficit
US$'000

(79,664)
1,349

Profit and total comprehensive income for the year

1,349

31 December 2019

(78,315)

31 March 2018
Profit for the period

Share
capital
US$'000

Accumulated
deficit
US$'000

(84,601)
4,937

Profit and total comprehensive income for the period

4,937

31 December 2018

(79,664)

The notes on pages 17 to 30 form part of these financial statements.
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Total
equity
US$'000
(79,664)
1,349
1,349

(78,315)

Total
equity
US$'000
(84,601)
4,937
4,937

(79,664)
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019

1 Accounting policies
Basis of preparation of financial statements

Canonical Group Limited is a company limited by shares, incorporated in England & Wales under the
Companies Act. The address of the registered office is given on the contents page and the nature of the group’s
operations and its principal activities are set out in the strategic report. The financial statements have been
prepared in accordance with FRS 102, the Financial Reporting Standard applicable in the United Kingdom and
the Republic of Ireland.

The preparation of financial statements in compliance with FRS 102 requires the use of certain critical
accounting estimates. It also requires Group management to exercise judgement in applying the Group's
accounting policies (see note 2).

The financial statements have been prepared under the historical cost convention and are in accordance with
applicable accounting standards. The financial statements have been prepared using the US Dollar as the
presentational currency, due to the fact that the US Dollar is the functional currency of the company. The year-
end exchange rate between US Dollar and Sterling was 1.319 (2018: 1.269).

During the year, Canonical Group Limited was acquired by Canonical Limited for nil consideration. Prior to the
acquisition both companies shared a common immediate and ultimate shareholder. The substance of the
transaction was not the acquisition of a business but a group reconstruction.

Parent company disclosure exemptions

In preparing the separate financial statements of the parent company, advantage has been taken of the
following disclosure exemptions available in FRS 102:

e  Only one reconciliation of the number of shares outstanding at the beginning and end of the period has
been presented as the reconciliations for the group and the parent company would be identical;
No cash flow statement has been presented for the parent company;
Disclosures in respect of the parent company’s financial instruments have not been presented as
equivalent disclosures have been provided in respect of the group as a whole; and

e No disclosure has been given for the aggregate remuneration of the key management personnel of the
parent company as their remuneration is included in the totals for the group as a whole.

The following principal accounting policies have been applied:

Basis of consolidation

The group financial statements consolidate the financial statements of Canonical Group Limited and all its
subsidiary undertakings as at 31 December 2019. The Group uses the acquisition method of accounting to

consolidate the results of the subsidiary undertakings unless otherwise stated. All inter-company transactions
and balances between group enterprises are eliminated on consolidation.
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

1 Accounting policies (continued)
Going concern

The financial statements have been prepared using the going concern basis of accounting. The directors have
reviewed the company’s and group’s going concern position taking into account its current business activities,
budgeted performance and factors likely to affect its future development. Based on the information contained
within the accounts and including specific consideration with the risks associated with the COVID-19 situation,
the director has a reasonable expectation that the group has adequate resources to continue in operational
existence for the foreseeable future, being a period of at least 12 months from the date of these financial
statements. Accordingly, they continue to adopt the going concern basis in preparing the financial statements.

As at 31 December 2019, the Canonical Group had cash resources of $10.4m (2018: $16.1m), current assets
of $390m (2018: $379m) and had net current liabilities of $60m (2018: $58m). The company and group have
no external loans or borrowings outside of the Canonical group. In the year to 31 December 2019 the Group
made a profit before tax of $0.4m (2018: $11.3m) and net cash used in operations was $2.7m (2018: $6.7m).
Whilst the group continues to invest heavily in R&D in order to preserve the products market-leading nature,
contractual revenues are rising to the point that they are forecast to overtake costs in 2020 and beyond.

The director has considered the potential impact COVID-19 may have on the ability to achieve budgeted sales.
Whereas a large proportion of the income throughout the going concern period has already been contracted
with large companies that are expected to succeed the economic conditions (e.g. public cloud operators), the
rapid emergence of the COVID-19 pandemic has caused significant disruption to some of the group’s
customers and thus may lead to lower new sales, or a lower leve! of renewals from existing customers.

The results of the group’s stress test show that owing to the group’s strong cash position on entering the crisis,
high level of contracted sales and low level of fixed costs the business can comfortably sustain an approximate
30% reduction in sales before enacting cost-cutting measures. Furthermore, in the most extreme case, the
business could sustain the removal of sales to the contracted minimum, if necessary, with an appropriate
reduction in variable cost that would not impede short to medium term mandatory customer and internal
operations.

After making enquiries of the shareholders and having given consideration to the confirmation that the ultimate
parent company, Canonical Holdings Limited will not recall the ‘Amounts owed to parent undertaking within 12
months of the date of sign off of these financial statements, the directors consider it appropriate to prepare the
financial statements on a going concern basis.

Revenue recognition

Turnover comprises of revenues from third parties and fees from other group companies in respect of charges
for outsourced business services, exclusive of sales taxes.

Revenue from third parties is generated from the provision of custom software engineering, the provision of
support, maintenance and training services, the sale of merchandise and from advertising fees.
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

1 Accounting policies (continued)
Revenue recognition (continued)

Each sales contract is designed to meet the specific requirements of each customer. Where agreements
involve multiple elements, the entire fee from such arrangements is allocated to each of the individual elements
based on each element's fair value. The revenue in respect of each element is recognised in accordance with
the following:

o Software Engineering - revenue is measured with reference to the stage of completion of the contract. The
stage of completion is determined by the level of services performed to date as a percentage of total services

expected to be performed. Where the stage of completion cannot be reliably measured in this way, reference
is made to the completion of project milestones;

e Maintenance and Support - revenue is deferred and recognised on a straight line basis over the year to
which the support relates;

e Merchandise Sales - revenue is recognised once the sale has taken place and the risks and rewards have
been transferred to a third party; and

¢ Advertising Fees - revenue is recognised when earned based on the click-through activity of an internet user
on a third party web-site advertisement.

Where the company is contractually committed to future revenues from a third party, revenue will be accrued
in accordance with the terms of the agreement.

Foreign currency

Transactions denominated in currencies other than USD are recorded at the rate of exchange ruling at the
dates of transactions. Assets and liabilities expressed in currencies other than USD are translated into USD
at rates of exchange ruling at the end of the financial year. All foreign exchange differences are taken to the
income statement in the year in which they arise.

Valuation of investments

Investments held as fixed assets are stated at cost less any provision for impairment.

Fixed assets and depreciation

Tangible fixed assets are stated at cost less depreciation. Depreciation is calculated to write down the cost,
with nil residual value, of all tangible fixed assets over their expected useful lives. The rates generally applicable

are:
Leasehold improvements - over the term of the lease

Computer equipment - over 30 months straight line
Fixtures and fittings - over 30 months straight line
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. Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

1 Accounting policies (continued)
Financial Instruments

The Group only enters into basic financial instruments transactions that result in the recognition of financial
assets and liabilities like trade and other debtors and creditors, loans from related parties and accrued
expenses.

Debt instruments (other than those wholly repayable or receivable within one year), including loans and other
accounts receivable and payable, are initially measured at present value of the future cash flows and
subsequently at amortised cost using the effective interest method. Debt instruments that are payable or
receivable within one year, typically trade debtors or creditors, are measured, initially and subsequently, at the
undiscounted amount of the cash or other consideration, expected to be paid or received. However if the
arrangements of a short-term instrument constitute a financing transaction, like the payment of a trade debt
deferred beyond normal business terms or financed at a rate of interest that is not a market rate or in case of
an outright short-term loan not at market rate, the financial asset or liability is measured, initially, at the present
value of the future cash flow discounted at a market rate of interest for a similar debt instrument and
subsequently at amortised cost.

Financial assets that are measured at cost and amortised cost are assessed at the end of each reporting period
for objective evidence of impairment. If objective evidence of impairment is found, an impairment loss is
recognised in the statement of comprehensive income.

For financial assets measured at amortised cost, the impairment loss is measured as the difference between
an asset's carrying amount and the present value of estimated cash flows discounted at the asset's original
effective interest rate. If a financial asset has a variable interest rate, the discount rate for measuring any
impairment loss is the current effective interest rate determined under the contract.

For financial assets measured at cost less impairment, the impairment loss is measured as the difference
between an asset's carrying amount and best estimate, which is an approximation of the amount that the group
would receive for the asset if it were to be sold at the reporting date.

Financial assets and liabilities are offset and the net amount reported in the statement of financial position when
there is an enforceable right to set off the recognised amounts and there is an intention to settle on a net basis
or to realise the asset and settle the liability simultaneously.

Share-based payments

Where share options are awarded to staff members, the fair value of the options at the date of grant is charged
to profit or loss over the vesting period. Non-market vesting conditions are taken into account by adjusting the
number of equity instruments expected to vest at each balance sheet date so that, uitimately, the cumulative
amount recognised over the vesting period is based on the number of options that eventually vest. Market
vesting conditions are factored into the fair value of the options granted. The cumulative expense is not adjusted
for failure to achieve a market vesting condition. The fair value of the award also takes into account non-vesting
conditions. These are either factors beyond the control of either party (such as a target based on an index) or
factors which are within the control of one or other of the parties (such as the company keeping the scheme
open or the employee maintaining any contributions required by the scheme). Where the terms and conditions
of options are modified before they vest, the increase in the fair value of the options, measured immediately
before and after the modification, is also charged to profit or loss over the remaining vesting period. Where
equity instruments are granted to persons other than employees, the profit and loss account is charged with
the fair value of goods and services received.
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

1  Accounting policies (continued)
Share capital

Financial instruments issued by the group are classified as equity only to the extent that they not meet the
definition of a financial liability or financial asset. The group’s ordinary shares are classified as equity
instruments.

Taxation

The tax expense for the period comprises current and deferred tax. Tax is recognised in the income statement,
except that a charge attributable to an item of income or expense recognised as other comprehensive income
or to an item recognised directly in equity is also recognised in other comprehensive income or directly in equity
respectively.

The current income tax charge is calculated on the basis of tax rates and laws that have been enacted or
substantively enacted by the reporting date in the countries where the company's subsidiaries operate and
generate taxable income.

Deferred balances are recognised in respect of all timing differences that have originated but not reversed by
the balance sheet date, except:

e The recognition of deferred tax assets is limited to the extent that it is probable that they will be recovered
against the reversal of deferred tax liabilities or other future taxable profits;

¢ Any deferred tax balances are reversed if and when all conditions for retaining associated tax allowances
have been met; and

e Where timing differences relate to interests in subsidiaries, associates, branches and joint ventures and the
group can control their reversal and such reversal is not considered probable in the foreseeable future.

Deferred tax balances are not recognised in respect of permanent differences except in respect of business
combinations, when deferred tax is recognised on the differences between the fair values of assets acquired
and the future tax deductions available for them and the differences between the fair values of liabilities
acquired and the amount that will be assessed for tax.

Deferred income tax is determined using tax rates and laws that have been enacted or substantively enacted
by the reporting date.
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

1 Accounting policies (continued)
Research and development tax credit

Companies within the group may be entitled to claim special tax allowances in relation to qualifying research
and development expenditure (e.g. R&D tax credits), using the above the line (‘'ATL') R&D tax credit scheme.
The group accounts for such allowances as tax credits, which means that they are recognised when it is
probable that the benefit will flow to the group and that benefit can be reliably measured. R&D tax credits are
recognised within administrative expenses reducing the expenditure incurred on the R&D project to which the
credit relates. To the extent the amounts due in respect of them are not settled by the balance sheet date, they
reduce current tax payable or are held as a receivable.

Stock

Stock is valued at the lower of cost and net realisable value. Cost is based on the cost of purchase on a first
in, first out basis. Net realisable value is based on estimated selling price less additional costs to completion
and disposal.

Contribution to pension funds

The group makes contributions to individuals personal pension plans. Pension costs are charged against
profits in respect of the accounting year in which they are paid.

Leased assets

All leases are treated as operating leases. Their annual rentals are charged to the income statement on a
straight line basis over the term of the lease.

2 Judgements in applying accounting policies and key sources of estimation uncertainty
In preparing these financial statements, the directors have made the following judgements:

¢ Determine the stage of completion in respect of ongoing services. Factors considered include milestone
achievements, fair value of contractual components and level of staff time incurred per project as a
proportion of the total expected time.

In preparing these financial statements, the directors have made the following estimates:

s Tangible fixed assets are depreciated over their useful lives taking into account residual values, where
appropriate. The actual lives of the assets and residual values are assessed annually and may vary
depending on a number of factors. In re-assessing asset lives, factors such as technological innovation,
product life cycles and maintenance programmes are taken into account.

» Recoverability of amounts owed by group undertakings — determine whether provisions are required against
amounts owed by group undertakings based on the ability of the fellow subsidiary to generate profits and
cash.
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

Turnover

The turnover for the year is derived from the group's principal activity.

9 months
Year ended ended
31 December 31 December
2019 2018
Analysis by geographical market: $'000 $'000
United Kingdom 6,530 12,389
Rest of Europe 8,943 6,540
Rest of the World 105,853 64,508
121,326 83,437
Employees
9 months
Year ended ended
31 December 31 December
2019 2018
) $'000 $'000
Staff costs consist of:
Wages and salaries 57,048 37,284
Social security costs 3,981 2,707
Pension costs 3,865 2,347
64,894 42,338
The average number of employees, including directors, during the year was 415 (2018 - 385).
Directors' remuneration
9 months
Year ended ended
31 December 31 December
2019 2018
$'000 $'000
Directors' emoluments 266 220

The director was paid $265,517 (2018 - $219,587) in the year by the Company. The key management of the
group and company is the director and the directors of Canonical Holdings Limited, who are remunerated via
other group and non-group companies.
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

6  Operating profit

This has been arrived at after charging/(crediting):

Depreciation

Operating leases:

- Land and buildings

- Other

Fees payable to the company's auditor for:
- the audit of the group

- the audit of the subsidiaries

Research and development tax credit

7 Interest receivable and similar income

Realised foreign exchange gain

Unrealised foreign exchange gain

8 Interest payable and similar charges

Unrealised foreign exchange loss
Realised foreign exchange loss

24

Year ended
31 December
2019

$'000

1,207

3,783
622

108
32
(916)

Year ended
31 December
2019

$'000

13

Year ended
31 December
2019

$'000

9 months
ended

31 December
2018

$'000

798

3,767
552

73
27
(1,115)

9 months
ended

31 December
2018

$'000

12

9 months
ended

31 December
2018

$'000
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

9 Taxation

9 months
Year ended ended
31 December 31 December
2019 2018
$'000 $'000

Corporation tax
Current tax on overseas income for the year 439 105
Adjustment to tax charge in respect of prior periods 129 289
568 394

The tax assessed for the year differs from the standard rate of corporation tax in the UK. The differences are
explained below:

9 months

Year ended ended

31 December 31 December

2019 2018

$'000 $'000

Profit on ordinary activities before tax , 395 11,250
Profit on ordinary activities at the standard rate

of corporation tax in the UK 19% (2018 - 19%) 75 2,138

Expenses not deductible for tax purpose 3 90

Adjustment to tax charge in respect of previous periods 129 289

Differences in overseas tax rate 143 -

Brought forward losses utilised - (1,422)

Other differences 145 (76)

R&D tax charge 73 -

Offset of current year research and development credits - (491)

Offset of other utilised research and development credits - (134)

Total tax charge for the year ' 568 394

The adjustment in respect of prior periods relates to the claiming of a research and development tax credit
under the ‘above the line’ scheme.

A deferred tax asset has not been recognised in respect of timing differences relating to revenue losses and
accelerated capital allowances as there is insufficient evidence that the asset will be recovered. The amount
of the asset not recognised is $12.7m (2018 - $11m). The asset would be recovered if sufficient future taxable
profits were to arise against which the asset could be offset.
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

10 Tangible assets

Leasehold Computer Fixtures

Group improvements equipment and fittings Total

$'000 $'000 $'000 $'000
Cost
At 1 January 2019 926 8,280 744 9,950
Additions 1,187 956 782 2,925
At 31 December 2019 2,113 9,236 1,526 12,875
Depreciation
At 1 January 2019 504 7,555 543 8,602
Charge for the year 238 711 258 1,207
At 31 December 2019 742 8,266 801 9,809
Net book value
At 31 December 2019 1,371 970 725 3,066
At 31 December 2018 292 1,210 153 1,655
Company
Cost :
At 1 January 2019 926 4,215 39 5,180
Additions 20 652 19 691
At 31 December 2019 946 4,867 58 5,871
Depreciation
At 1 January 2019 484 3,726 4 4214
Charge for the year 175 463 16 655
At 31 December 2019 659 4,189 20 4,868
Net book value
At 31 December 2019 287 678 38 1,003
At 31 December 2018 442 489 35 966
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

11 Investments $'000
Cost
At 1 January 2019 and at 31 December 2019 864

The company had the following subsidiary undertakings at the end of the year, all of which have been included
in the consolidated accounts.

Country of Class of Voting rights

Name of undertaking incorporation share held (%) Nature of business
Canonical USA Inc USA Ordinary 100% Software development
Canonical Canada Limited Canada Ordinary 100% Software development
Canonical UK Limited UK Ordinary 100% Services provider
Canonical China Ltd China Ordinary 100% Software development
Canonical Group Limited Taiwan Ordinary 100% Software development
(Taiwan Branch)

Canonical Japan K.K Limited Japan Ordinary 100% Software development

Registered offices:

Canonical USA Inc
C32 W.Loockerman Street, Suite 201, Dover, Delaware 19904 USA

Canonical Canada Limited
1000 De la Gauchetiere Street West, Suite 2500, Montreal, Quebec H3B 0A2

Canonical Group Limited and Canonical UK Limited
5™ Floor Blue Fin Building, 110 Southwark Street, London, SE1 0SU

Canonical China Ltd
Room 1246, 12F, No. 331 North Caoxi Road, Shanghai, China, 200040

Canonical Group Limited (Taiwan Branch)
Room D, 46F, No.7, Xin YiRd., Sec. 5. Taipei City

Canonical Japan K.K Limited
ATT New Tower 11F, 2-11-7 Akasaka, Minatu-ku, Tokyo 107-0052, Japan

12 Stock
Group and Group and
company company
2019 2018
$'000 $'000
Merchandise stock 88 157

There is no material difference between the replacement cost of stocks and the amounts stated above.
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

13 Debtors
Group Group Company Company
2019 2018 2019 2018
$'000 $'000 $'000 . $'000
Due within one year:
Trade debtors 26,403 13,499 26,373 13,499
Prepayments and accrued income 8,943 8,420 8,579 7,958
Other debtors 3,716 3,580 3,099 2,890
Amounts owed by fellow subsidiary .
undertakings 339,329 335,937 325,119 312,275
Corporation tax 683 911 242 573

379,074 362,347 363,412 337,195

Amounts owed by fellow subsidiaries are interest free, unsecured and repayable on demand.

14 Creditors: amounts falling due within one year

Group Group Company Company

2019 2018 2019 2018

$'000 $'000 $'000 $'000

Trade creditors 1,496 1,679 1,019 1,473

Accruals and deferred income 34,584 22,727 30,060 19,195

Amounts owed to parent undertaking 404,434 404,366 404,434 404,366
Amounts owed to fellow subsidiary

undertakings 8,592 7,742 8,593 8,255

Other creditors 926 703 926 704

450,032 437,217 445,032 433,993

Amounts owed to parent undertaking is the amount due to Canonical Holdings Limited. This loan is payable
on demand, interest free and unsecured. $402,331,630 (2018 - $402,331,630) is denominated in US Dollars
and £1,593,875 (2018 - £1,593,875) in Pounds Sterling.

15 Provisions Total
$'000
At 1 January 2019 and at 31 December 2019 225

The provision relates to VAT potentially payable on funds provided to one of the group’s subsidiaries.
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

16 Financial instruments

The Group's financial instruments may be analysed as follows:

Group Group
2019 2018
$'000 $'000
Financial assets
Financial assets measured at amortised cost 384,552 375,049
Financial liabilities

Financial liabilities measured at amortised cost 421,318 419,284
Financial assets measured at amortised cost comprise cash, trade debtors, stock, other debtors, accrued
income and amounts owed by fellow subsidiary undertakings.

Financial liabilities measured at amortised cost comprise trade creditors, provisions, other creditors, accruals,

amounts owed to fellow subsidiary undertakings and loans payable to the parent undertaking.

17 Share capital and reserves
Allotted, called up and fully paid

2019 2018 2019 2018

Number Number £ £

Ordinary shares of £1 each 1 1 1 1
$ $

Converted to USD 2 2

The accumulated deficit reserve represents cumulative profits or losses, net of dividends paid and other
adjustments.

18 Commitments under operating leases

As at 31 December 2019, the group had minimum lease payments under non-cancellable operating leases as
set out below:

2019 2019 2018 2018
Land and Land and
buildings Other buildings Other
$'000 $'000 $'000 $'000
Operating leases which expire:
Within one year 3,783 622 3,767 552
In two to five years 2,836 264 6,396 203
6,619 886 10,163 755
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Canonical Group Limited

Notes forming part of the financial statements
for the year ended 31 December 2019 (continued)

18

19

20

21

Commitments under operating leases (continued)

As at 31 December 2019, the company had minimum lease payments under non-cancellable operating leases
as set out below:

2019 2018
Land and Land and
buildings buildings
$'000 $'000

Operating leases which expire:
Within one year 1,336 1,530
In two to five years 1,559 3,678
2,895 5,108

Related parties

The company has taken advantage of the exemption conferred by Financial Reporting Standard 102 Section
33 'Related Party Disclosures' paragraph 33.1A not to disclose transactions with certain group companies on
the grounds that 100% of the voting rights in the company are controlled by the group headed by Canonical
Holdings Limited.

Share based payment

During the year the canonical group operated two equity-settled share based remuneration schemes for staff
over shares in Canonical Holdings Limited.

The first scheme is open to all global staff members who are eligible to participate in the scheme, the only
vesting condition being that the individual remains contracted with the group over the vesting period. The
options vest 25% immediately upon grant, and subsequently in equal tranches over the three year remaining
vesting period.

The second scheme is limited to senior management, and differs in that the vesting period is 4 years from grant
and the exercise price is £nil.

Under both schemes shares become exercisable, once fully vested, upon certain realisation events. The
directors deem that the certainty of these events, and the timing associated with them, is not readily predictable
as at the reporting date, and therefore the fair value of the instruments and the number of instruments that will
eventually vest cannot be determined. As such no charge has been reflected in the accounts for the share
options outstanding. Both schemes have an ultimate termination date of 10 years from grant. The directors are
satisfied that any charge to the financial statements in respect of share option is immaterial.

Details of the exercise price, the number of share options outstanding, granted and forfeited are included in the
Canonical Holdings Limited accounts.

Ultimate controlling party

At 31 December 2019, the company's immediate parent undertaking was Canonical Limited, a company
incorporated in the Isle of Man.

The ultimate parent company and head of the smallest and largest group into which this company is
consolidated, was Canonical Holdings Limited, a company incorporated in the Isle of Man.

The ultimate controlling party is Mark Shuttleworth.
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