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Revenue ($m)

$834.5m

11 I 436.1
12 I 434.1
13 I 4122
14 I 433.1
15 834.5
Adjusted EBITDA ($m)

$357.6m

11 I 158.7
12 I 179.1
13 I 186.3
14 192.0
15 357.6
Profit before tax ($m)

$91.4m

0 Y 145
R I 486
13 I 1515
14 147.8
15 I 91.4
Diluted Adjusted earnings

per share (c)

129.43c

11 I 53.81
12 I 70.93
13 _ 84.87
4 D 9748
15 129.43
Total dividend per share (c)
48.4c

11 I 23.4
12 _ 31.6
3 I 400
o I 440
15 48.4

Adjusted Operating Profit ($m)

$347.8m

11 I 153.0
12 I 1747
13 I 182.2
14 I 1875
15 347.8

Adjusted profit before tax ($m)

$294.4m

11 I 179
12 I 1735
13 I 176.1
14 179.6
15 294.4

Cash generated from
continuing operations ($m)

$288.7m

11 I 182.3
12 196.7
13 192.4
14 206.8
15 288.7

Diluted earnings per share (c)
56.71c

11 I 46.15
12 63.81
3 I 7523
I 8235
s 3090 6



Who we are

Micro Focus specializes in managing mature
infrastructure software assets which have been
delivering value to significant numbers of customers
over long periods of time.

A global infrastructure software business with
revenues of ¢. $1.3bn and EBITDA of ¢. $500m.

What we do

We help our customers bridge the old and the new
enabling them to leverage additional value from
their investments in critical IT infrastructure and
business applications.

By enabling our customers to link their investments
in established technology with the latest innovation,

Micro Focus helps customers gain incremental returns

on investments they have already made and to
preserve and protect their data and business logic.

Progress against our four phase plan

FY15: Assessment
FY16: Integration
FY17: Stabilization
FY18: Growth

Micro Focus International plc Annual Report and Accounts 2015
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Executive Chairman’s statement

2015 was a significant year for Micro Focus

in the execution of its long-term strategy.
During the year we completed the acquisition
of The Attachmate Group (‘'TAG'). The
acquisition, which was completed on

20 November 2014, means that we have
created a global infrastructure software
business with revenues of c. $1.3bn and
EBITDA of c. $500m which we estimate places
the Group in the top 15 by size worldwide of
similar businesses. The acquisition was well
received by the market with the share price up
over 60% since the day before announcement
of the transaction up to the date these
financial statements were signed.

The acquisition has clear industrial logic

to extend market presence in mature and
growing segments; to increase the operational
efficiency of the combined Group; and to
deliver effective product management and
improve sales productivity. Furthermore, it is
100% consistent with the Company’s strategy
which, as you will see in the following pages,

has not changed in any significant way from
the plan laid out three and a half years ago.
Micro Focus sets out to deliver consistent
long-term shareholder returns of between
15% and 20% per annum. The board is
confident that medium-term low single digit
revenue growth, industry leading margins and
strong cash conversion will ensure that Micro
Focus can deliver on that strategy.

The Company has an industrial strategy;

a financial strategy; an operating plan

and an incentive strategy that are all linked
and focused on our objective to achieve
15% to 20% compound annual return

for shareholders. Since IPO in 2005 until
30 April 2015 the annual compound
shareholder return has been 26.8%.

When we announced the acquisition on

15 September 2014 we set out a four phase
plan for the combination of the businesses
whilst continuing to deliver sustainable
shareholder returns.

Implementation: Four Phase Plan whilst delivering sustainable

shareholder returns

FY15 FY16 FY17 FY18
Phase 4:
Growth
Phase 3:
Stabilization Actions:
Phase 2: — Top line growth
Integration Actions:
Phase 1: — Stabilize
Assessment Actions: top line
— Standardize — Improve GTM
Actions: systems productivity
— Deliver plans — Rationalize — Growth from
for FY15 properties new areas
— Detailed — Rationalize — Improved
review of legal entities profitability
combined — New Go to
businesses Market (GTM)
— Invigorate model
product — Maintain/
management improve cash
conversion
— Rationalize
underperforming
elements
— New market
initiatives

We kept Base Micro Focus and TAG
operating separately during their respective
financial year ends whilst the assessment
of the acquired business and planning for
the integration was done. On 6 April 2015
we announced the conclusion of our

Micro Focus International plc Annual Report and Accounts 2015

integration review and reiterated the
remaining three stage plan that will
consolidate and strengthen the combined
business, with the goal of delivering modest
revenue growth in the medium-term.

We are building a strong platform with
anticipated operating cash flows in excess
of $500m per annum from which we

can achieve significant returns of value

to our shareholders and/or further highly
accretive acquisitions.

Integration Review

The objective of the review was to build
a strong plan and foundation on which
to deliver the Group’s potential.

The key deliverables from the review were:

— The design of a combined organization
to be implemented with effect from
1 May 2015;

— Arrestructuring plan for the next
24 months;

— A combined budget for FY16;

— Decisions on Company and Product
Branding;

— Decisions on product priorities and
required execution plans;

— A systems design and implementation plan
for the Company’s IT infrastructure; and

— Confirmation of the Company’s cash
flow profile.

Prior to the acquisition of TAG, Micro

Focus managed its portfolio of mature
infrastructure products through a global
product management and development
organization and with a geographic Go to
Market (‘'GTM’) organization. Fundamental
to this approach was a detailed analysis of the
individual products, their markets, customers
and growth potential. This approach has
served us well and as part of the Integration
Review has been applied to the portfolio of
products in the Enlarged Group.

As the Linux market and Open Source
business have unique characteristics, we
now have a dedicated focus on the SUSE
product portfolio headed by Nils Brauckmann
as President and General Manager, SUSE.
This focus is essential if we are to capitalize
on the growth potential of these offerings
and be responsive to the Open Source
community and strong heritage of SUSE.
We are increasing the headcount dedicated
to development, customer care and sales
and marketing of the SUSE Portfolio.
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The rest of our products will be managed

as a portfolio led by Stephen Murdoch,

Chief Operating Officer of Micro Focus.

This portfolio will comprise products that were
in Micro Focus, NetlQ, Attachmate and Novell.
This approach is consistent with how we have
managed Micro Focus successfully over the
last four years and we believe that by adopting
this model we can serve our customers and
partners better. Within this portfolio, each
product will have a defined strategy, target
market and growth profile and we will make
investments accordingly. We will retain a
geographic GTM organization with dedicated
sales teams by portfolio but with management
targeted on the sales of both the Micro Focus
and SUSE Portfolios.

A consequence of this decision is that we
are simplifying the branding and packaging
of our portfolio to make it easier for
customers to do business with us and
leverage the breadth of technology solutions
we now provide. For example, we are
combining our leading host connectivity
solutions of Reflection and Rumba into one
portfolio of Micro Focus branded solutions
enabling customers to leverage the best of
both technologies. A similar approach of
simplification will be taken systematically
across the full portfolio. This will help
underpin our new structure of one company
with two product portfolios, namely Micro
Focus and SUSE.

We have launched an updated Professional
Charter which covers the behaviours

we expect to see from all Micro Focus
employees and a Compliance Charter

to give clarity to customers and partners
on how the Company will act in
circumstances where there is a question
around compliance with our software
licencing agreements.

As part of the restructuring we will be
reducing the number of office locations
from 126 at close to approximately 90 by
April 2016; we will simplify the number
of legal entities; we will consolidate our
IT systems (for example: from five CRM
systems to one and from two general
ledgers to one) and we have commenced
consultation on a move from distributed
processing to dedicated shared service
centres. These changes will start
immediately but will take 24 months

to implement fully.

These actions will make integration of
future acquisitions easier to achieve and
deliver a faster time to value.

At completion of the acquisition on

20 November 2014 the total employee
headcount was 4,641. As a result of
implementing the actions outlined on

6 April 2015 there will be a gross reduction
in employee headcount of approximately
500 and an increase, compared to

20 November 2014, of headcount in

other areas of approximately 150, resulting
in a net reduction of employee headcount
of approximately 7.5% compared with

20 November 2014.

As a result of the acquisition of TAG

and the actions resulting from the
integration review, we have an exceptional
charge in the FY15 annual accounts of
$99.1m and anticipate that there will be

a further exceptional charge in the FY16
annual accounts.

Our Business Model -

strong and established
technology franchises

Micro Focus specializes in managing mature
infrastructure software assets which have
been delivering value to significant numbers
of customers over long periods of time.

Our product portfolios have some or all

of the following attributes:

1. Broad based — covering all industrial sectors

2. Significant numbers of customers

w

. Significant maintenance streams
4. Relatively high switching costs
5. Significant market positions

In any IT system the customers’ business
logic and data remain critical to their
competitive advantage. The key is unlocking
this competitive advantage through
exploitation of the latest technology
innovation such as ‘OpenStack’, ‘Software-
defined Distributed Storage’, 'big data’
‘virtualization” and ‘cloud’. All of this needs to
be done with the appropriate security

to ensure customer data, company data

and intellectual property are protected

at all times. Typically customers would be
forced into costly, disruptive and risky change
to make this possible but with Micro Focus,
customers can take a different approach

that we characterize as bridging the old

and the new.

Micro Focus International plc Annual Report and Accounts 2015

By enabling our customers to link their
investments in established technology
with the latest innovation, Micro Focus
helps customers gain incremental returns
on investments they have already made
and to preserve and protect their data and
business logic. The most striking example
of this is that an application written in
Micro Focus COBOL 38 years ago —
before anyone had thought of Linux,
Windows, virtualization, cloud or wireless
communications — will work today in all

of those environments. Micro Focus has
made this a reality. By contrast, if a COBOL
application had been rewritten in another
language, to execute in Java or .NET the
customer would have to do additional
incremental re-writes and incur significant
costs every time there was a major
technology change.

In essence, we help our customers bridge
the old and the new enabling them

to leverage additional value from their
investments in critical IT infrastructure
and business applications.

The acquisition of TAG broadens the

range and depth of our core infrastructure
software solutions and brings outstanding
new capabilities in Linux, OpenStack cloud
infrastructure and security, the combination
of which enables us to extend this
philosophy of ‘bridging the old and the
new’ across much more of the customer’s
IT ‘footprint’.
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Executive Chairman'’s statement
continued

Current portfolio — underpinning the business model with clear execution and investment discipline
The typical stages of a product life cycle are from new product introduction through to high growth to broad adoption and maturity,
to decline and ultimately obsolescence.

Product life cycle: Industry maturity stages

Introduction Growth Maturity Decline
. Change
-------- ’ trajectory%
Targeted

. investment
e Reduce
rates of Q
decline
‘Me too’
models Optimize
Opportunity returns

Identification

s New

When considering the investment priorities, both organic and inorganic, we evaluate our options against a set of characteristics mapped
to each stage of this adoption cycle enabling the categorization of our product portfolio into one of the four quadrants represented
in the chart below.

Portfolio management

New Models Growth Drivers

Products or consumption models (cloud and subscription) Products with consistent growth performance and market
that open new opportunities, could become growth drivers opportunity to build the future revenue foundations

or represent emerging use cases that we need to be able of the Company

to embrace

Optimize Core

Products with declining revenue performance driven by Products that have maintained broadly flat revenue

our execution or the market where the trajectory must be performance but represent the current foundations
corrected to move back to core or investments focused of the Company and must be protected and extended

to optimize long-term returns

Micro Focus International plc Annual Report and Accounts 2015
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Our approach to each category is
summarized below:

— New Models: here our focus is on
identifying new innovation in the
marketplace that is applicable to our
core and growth driver propositions.
This is the case where new innovation
is needed to connect or leverage existing
IT or application assets to deliver returns
or open new opportunities. An example
of this is Silk Performer Cloudburst;

a cloud based implementation of our
highly successful on premise Silk
Performer product. This combination
enables customers to execute a hybrid

on premise/cloud solution ensuring
day-to-day operations are handled
effectively on premise but offering broadly
unlimited additional capacity as and when
needed to support business operational
peaks, underpinned by the flexibility

and ease of use of a common solution

in both cases. In SUSE our investments

in OpenStack Cloud Infrastructure and
Software-defined Distributed Storage

are also clear examples.

— Growth Drivers and Core: this represents
the majority of our revenue and
investment focus. We look to identify
critical technologies that have delivered
significant value for customers and
where the costs and risks of replacement
or re-write are high and the returns
from such activities are questionable.
We determine how to enable these
technologies for the latest IT innovations
whether new operating environments
such as Linux, OpenStack, JAVA or .NET
or new use cases such as the cloud or
mobile. For example, Visual COBOL
enables customers to take COBOL
applications forward with confidence
into the next phase of IT industry
innovation, specifically cloud and mobile,
whilst protecting their investments in
business logic and data built up through
prior investments. Security is a major
focus area for customers as they seek
to balance being open and accessible
to their customers with the need to
protect confidential data and intellectual
property. Through our suite of identity,
access and security solutions we offer
industry leading capabilities to help
customers find this balance. These
capabilities span multiple portfolios
and significant opportunities for leverage
and cross portfolio synergies exist.

— Optimize: as the IT landscape shifts
in response to new opportunities or
challenges some technologies require
repositioning or to be re-focused to
identify and exploit remaining or new
growth potential. This requires much
more granular analysis and targeted
investment. Our model forces this
discipline. Inevitably, some technologies
eventually approach end of life as some
customers replace them with new
solutions. For the remaining customers
they still represent significant value. Our
approach is to continue to offer flexible
commercial and support models to
enable customer access to the intellectual
property and capabilities of these
technologies for extended periods,
again ensuring protection of customer
investment for as long as possible
technically and commercially.

Within this overall portfolio we have some
products that are growing significantly and
others that are stable or in decline. Our
business model means the way we manage
the portfolio is analogous to a ‘fund of
funds’ with an objective to generate
moderate growth over the medium-term,
delivering high levels of profitability and
strong cash-generation and cash-conversion
ratio with a balanced portfolio approach.
We will continue to focus investment in
growth and core products and will not
dispose of declining products unless we can
achieve greater than the discounted cash
flow they would generate in our ownership.

During the year ended 30 April 2015 and
following the completion of the acquisition
of TAG, the Base Micro Focus business

and the TAG business continued to operate
independently. This was to ensure we
minimized as much as possible any
distraction from delivery by each business
of the expectations for their respective
financial years. This meant that the
product portfolios operated by each
business continued throughout the period.
For Base Micro Focus these were COBOL
Development, Mainframe Solutions,
CORBA, Borland and Niche, whilst for

TAG these were Attachmate, Novell, NetlQ
and SUSE. Following the Integration review
and as we enter the new financial year, our
overall portfolio is managed and run in the
two product portfolios; Micro Focus and
SUSE, the latter respecting the different
characteristics of the Open Source market.

Micro Focus International plc Annual Report and Accounts 2015

Micro Focus
The Micro Focus product portfolio comprises:

— COBOL Development and
Mainframe Solutions
This portfolio combines the COBOL
Development and Mainframe Solutions
product portfolios from Base Micro
Focus with the exception of Rumba,
which has been moved into the Host
Connectivity portfolio.

— Host Connectivity
We have combined TAG's Attachmate
product portfolio and Rumba from
Base Micro Focus to target the Host
Connectivity solutions area.

— Identity Access and Security (IAS)
This is a subset of the NetlQ product
portfolio addressing Identity Access
Management and Security Management.

— Development and IT Operations
Management Tools
Here we have combined the Borland and
Niche portfolios from Base Micro Focus,
the balance of the NetlQ portfolio not
incorporated into IAS and the Zenworks
Endpoint Management software from
the Novell product portfolio.

— Collaboration and Networking
This portfolio has the balance of the
Novell product portfolio together
with the CORBA portfolio from Base
Micro Focus.

SUSE

SUSE, a pioneer in Linux and Open Source
software, provides reliable, interoperable
Linux and cloud infrastructure solutions
that help enterprises increase agility,
manage complexity, and reduce cost.
With a portfolio centered on SUSE Linux
Enterprise and SUSE OpenStack Cloud,
SUSE products power thousands of
organizations around the world across
physical, virtual and cloud environments.
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Executive Chairman’s statement

continued

The SUSE product portfolio comprises:

— SUSE Linux Enterprise Server Products
SUSE Linux Enterprise Server products
enable clients to reliably and securely
run mission-critical applications on
physical, virtual and cloud platforms,
offering extensive support for IBM
System z and Power systems; SAP
applications; and High Performance
Computing environments.

— SUSE Linux Enterprise Extensions
SUSE Linux Enterprise Extensions
satisfy customers’ needs with real-time
performance and high availability
service delivery, in addition to enabling
customers to deploy physical and virtual
Linux clusters between data centers
located anywhere.

— SUSE Linux Enterprise Management
and Cloud
SUSE Linux Enterprise Management and
Cloud products offer compatibility with a
broad ecosystem of over 20 public cloud
providers, enabling clients to deploy,
maintain and manage their servers and
OpenStack powered cloud infrastructure
with the maximum flexibility.

— SUSE OpenStack Cloud
SUSE OpenStack Cloud is an enterprise
OpenStack distribution that rapidly
deploys and easily manages highly
available, mixed-hypervisor
Infrastructure-as-a-Service (‘laaS’) clouds.

— SUSE Enterprise Storage
SUSE Enterprise Storage is a software
based, scalable and resilient storage
solution powered by Ceph technology
which enables organizations to build
cost-effective and highly scalable storage
using commodity off-the-shelf servers
and disk drives.

— SUSE Linux Enterprise Desktop
SUSE Linux Enterprise Desktop
provides an Open Source alternative
to traditional enterprise desktop
operating system environments.

In addition to strengthening and developing
our strong franchises across the product
portfolio, we are uniquely positioned to

help customers solve key challenges as they
seek to be more effective, more competitive
and more efficient. Decades of technology
innovation has opened up tremendous
opportunities for companies in almost every
market but typically this has resulted in very
complex IT environments. Most organizations
operate infrastructure and applications which
have emerged over time, often years apart,
such that core legacy platforms sit alongside
distributed systems, which more recently
have been extended further again with

web, cloud and mobile technologies.

This is set to continue as today's
business environment is characterized
by unprecedented levels of change.

Companies need to embrace this change
in a way that protects their most prized
assets — their intellectual property; their
business logic; and their business data.

Micro Focus offers customers the ability

to do exactly that — to bridge the old and
the new — meaning that companies can
exploit the latest innovations in technology
and develop new competitive capabilities,
with the maximum leverage of their
previous investments. Our technology
optimizes how business applications

and infrastructure components are built,
tested, deployed and secured, helping our
customers to achieve the optimum balance
of speed, flexibility and risk that fits the
current and future needs of their business.

Adjusted Diluted earnings per share and dividend per share in cents

C

140

129.43

120

100

80

60

40

20 1423

0 2006 2007 2008 2009

CAGR -FY2006 to FY2015
M Adjusted Diluted EPS — 27.8%
M Dividend per Share - 26.1%

2010

2011 2012 2013 2014 2015

Our core objective is to deliver consistent shareholder returns of 15% to 20% over

the long-term.

Micro Focus International plc Annual Report and Accounts 2015
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The underlying premise behind Micro Focus
business strategy is that the Company
should consistently and over the long-term
deliver shareholder returns of at least 15%
to 20% per annum. To deliver this objective
the Company has adopted an operational
and financial strategy underpinned by
consistent and effective management and
reward systems. This strategy is capable

of execution over the long-term and has
resulted this year in significant scaling of
the business which could be repeated
should appropriate opportunities arise.

The Company was listed on the London
Stock Exchange on 12 May 2005 at a
price of 130 pence and in the year ended
30 April 2006 Diluted Adjusted EPS was
14.23 cents and total dividends for the year
of 6 cents per share were declared. In the
year ended 30 April 2015 Diluted Adjusted
EPS is 129.43 cents and proposed full year
dividend is 48.4 cents representing a
compound annual growth rate of 27.8%
and 26.1% respectively.

Full year dividends on our shares since the
IPO have totaled 135.2 pence and since
January 2012 we have made four Returns

of Value totaling 215 pence per share.

On 30 April 2015 our share price had
increased to 1,257 pence. A shareholder
who invested at the time of the IPO and

had reinvested the Returns of Value would
have grown their investment by 971% which
is a compound annual return of 26.84%.

On 28 March 2011, on the back of two
profit warnings and poor performance in
the year ended 30 April 2011, the Company
announced a share buy-back program. The
closing share price on 25 March 2011, the
day before the announcement, was 308.6
pence and the dividends received since IPO
at that time was 43.56 pence. The annual
rate of return for the shareholder from IPO
to 25 March 2011 was 18.5% per annum.
The Company’s market capitalization on that
date was £635.0m and by 30 April 2015 this
had increased to £2,730.8m. The Company
made cash returns to shareholders during
this period of £554.5m, consisting of share
buy-backs of £65.0m, ordinary dividends of
£149.8m and Returns of Value of £339.6m.
These cash returns represent 87.3% of the
market capitalization of the Company on
25 March 2011 and the annual compound
return for shareholders from that date to

30 April 2015 is 43.3% per annum.

Micro Focus intends to remain a high growth
company in terms of returns to shareholders.

Our performance in the year

Due to the significant size of the TAG
acquisition the directors believe that the
year’s results are better understood by
looking at the full year pro-forma basis of
the combination of TAG and Base Micro
Focus. In the prospectus issued as part of the
transaction Audited information under IFRS
was provided for TAG on a consolidated basis
for the three years and one month ended

30 April 2014. The post-acquisition period

of TAG from 20 November 2014 to 30 April
2015 has also been audited under IFRS

as part of this year’s audit. In arriving

at pro-forma results for the year ended

30 April 2015 the directors have combined
the audited financials for TAG for the post
acquisition period to 31 March 2015 together
with unaudited internal management
information for TAG for the period from

1 April 2014 to 19 November 2014 and then
added in the Base Micro Focus results for the
year ended 30 April 2015. The comparatives
for the full year pro-forma for the year ended
30 April 2014 combine the audited financials
for TAG derived from the prospectus for

the year to 31 March 2014 with the audited
figures for Base Micro Focus for the year
ended 30 April 2014.

The year ended 30 April 2015 has been a
transformational year for Micro Focus and
management believes that the completion
of the acquisition of TAG was by far the
most important event of the year. At the
time of the interim results in December 2014
management provided guidance for the
pro-forma financial performance for the
Enlarged Group of ¢. $1,330m of revenue
and ¢. $500m of Underlying Adjusted
EBITDA. These pro-forma numbers were a
combination of the forecasted performance
of TAG for the year ending 31 March 2015
and Base Micro Focus for the year ending

30 April 2015 using actual results for the
first six months of those years and forecast
performance for the second half of those
years based on the revenue and costs
currency mix experienced in the first half and
the prevailing foreign exchange rates at the
time. On this CCY basis, the Enlarged Group
delivered revenues and Underlying Adjusted
EBITDA of $1,352.5m and $513.6m which is
comfortably in line with the guidance. On an
actual reported basis the Group delivered
total revenues of $834.5m (2014: $433.1m)
as TAG revenues of $416.0m only reflect the
trading in the period from completion on

20 November 2014.

Micro Focus International plc Annual Report and Accounts 2015

Excluding the TAG revenues, Base Micro
Focus delivered revenues of $418.5m
(2014: $433.1m) which is in line with the
CCY revenue for the comparable period

of $418.1m. Licence revenues declined by
5.0% to $162.8m (2014: CCY $171.3m),
Maintenance revenues increased by 3.3%
to $243.2m (2014: CCY $235.5m) and
Consultancy revenues increased by 10.6%
to $12.5m (2014: CCY $11.3m). When
comparing revenues on a ‘like for like" basis
we also exclude both prior year as well as
current year acquisitions. In the year ended
30 April 2015, we delivered like for like
revenues of $404.9m which is a decline

of 1.7% (2014: CCY $412.0m). On a like
for like basis, Licence revenues declined

by 5.2% to $160.1m (2014: CCY $168.9m),
Maintenance revenues increased by 0.3%
10 $232.7m (2014: CCY $232.0m) and
Consultancy revenues were up by 9.0%

to $12.1m (2014: CCY $11.1m).

Excluding revenues from the TAG
acquisition, our International region
increased revenues by 1.3% to $168.5m
(2014: CCY $166.4m), North America
revenues increased by 1.1% to $201.4m
(2014: CCY $199.3m) and in Asia Pacific
and Japan region, revenues declined by
7.3% to $48.6m (2014: CCY $52.4m).

TAG delivered actual revenues in the period
of $416.0m comprising Licence revenues
of $98.2m, Maintenance revenues of
$197.4m, Subscription revenues of $98.2m
and Consultancy revenues of $22.2m.

We identified as part of the review of the
business that Consultancy revenues had
historically contained two items that
should be classified elsewhere. Premium
Services revenues relates to the provision
of onsite support engineers and in our
view has characteristics of Maintenance

or Subscription revenues as it is more of

a recurring nature. Secondly, TAG previously
recognized expenses reimbursement

as revenue rather than a cost recovery.

We have reclassified $18.4m of Premium
Services revenue from Consultancy into
Maintenance ($13.2m) and Subscription
($5.2m) and $0.8m of expense
reimbursement from Consultancy revenue
to a reduction in costs. We believe that
this gives a firmer basis for performance
comparisons going forward.
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Executive Chairman’s statement

continued

As this part period (20 November 2014 to
30 April 2015) has no comparator we have
based much of the following commentary
on full year pro-forma to enable a better
understanding of what is happening in the
business. In order to provide a comparison
of full year performance, using the
prospectus financial information and the
results for the year we have produced
performance for TAG for the 12 months
to April 2015 and comparable performance
to 30 April 2014 on an actual basis.

If TAG had been owned for the whole of
FY2015 then the total TAG revenue would
have been $902.1m (2014: $951.7m) a
decline of 5.2%. This comprised Licence
revenues of $170.4m (2014: $189.0m) which
had declined by 9.8%, a decline of 10.2%

in Maintenance to $469.1m (2014: $522.6m)
an increase in Subscription revenue of
10.7% to $217.7m (2014: $196.6m) and
Consultancy of $44.9m (2014: $43.5m)

an increase of 3.3%. These are the actual
numbers rather than a CCY comparison.

The TAG sales incentive structures were
focused around billings rather than revenue
with a drive to generate cash to pay down
debt. Whilst we believe billings on a consistent
contract length is a relevant measure in

a subscription based business that is new

and growing we believe that revenue is a
much more important measure for mature
infrastructure software products on the

right hand side of the product lifecycle curve.
For a number of years TAG had been offering
multi-year Maintenance contracts with a
discount on the second and third years of

the contract of 7.5% and 15% respectively

in order to get payment upfront. This three
year billing would count towards the sales
representative’s quota for the year and
commission would be paid on the full amount.
Whilst revenue was then recognized at a

flat 7.5% discount over the three year term,

a natural discount and reduction in the go
forward revenue stream had been introduced.
We changed this practice after completion

so that no discount was given on future years
but provided price protection to the customer
on multi-year deals for Maintenance so that
future years did not increase. However, quotes
for Maintenance renewals that had already
been issued under the previous policy would
be honoured. This historic policy will result in
a drag on revenues in FY16 and a working
capital impact over the next two years.

SUSE is seeing growth associated with the
early stages of the product lifecycle curve
and due to the unique characteristics of the
Linux market and Open Source community
it will be run as a separate product portfolio.
Revenues grew by 10.8% in the 12 months

to 30 April 2015 to $221.5m (2014: $199.9m)
with Subscription up 10.4% to $217.1m
(2014: $196.6m) and Consultancy up 33.3%
at $4.4m (2014: $3.3m). The Subscription
revenue is net of the deferred revenue fair
value adjustment of $5.4m. Prior to this
adjustment, Subscription revenues grew

by 13.2% and overall revenues grew by
13.5%. We are increasing the investment

in the SUSE Portfolio during FY2016.

The other three product portfolios of TAG
share similar characteristics to the Base

Micro Focus Product Portfolios in that they
are mature infrastructure software products
and we believe that they should be managed
in future in the same way. We also believe
until changes are made to the way a business
operates, trends in those businesses are
going to continue. We introduced our new
organization structure from 1 May and it will
take time to settle down due to the amount
of change and disruption involved in the
integration of the two businesses.

For the year to 30 April 2015 Attachmate,
NetlQ and Novell delivered total revenue
of $680.6m (2014: $751.8m), a decline of
9.5%. Licence revenues were down 10.3%
to $169.6m (2014: $189.0m), Maintenance
revenues declined 9.8% to $471.5m and
Consultancy revenues were flat at $39.5m
(2014: $40.2m).

Attachmate revenues declined by 3.2% to
$180.3m (2014: $186.3m) with Licence revenue
growing by 4.2% to $84.2m (2014: $80.8m),
offset by declines in Maintenance of 7.9% to
$92.1m (2014: $100.0m), and Consultancy
down 27.3% to $4.0m (2014: $5.5m).

NetlQ revenues declined by 5.8% to $267.2m
with Licences down 17.0% to $59.0m (2014:
$71.1m), Maintenance down 2.7% at $179.7m
(2014: 184.6m) and Consultancy up 1.4% at
$28.5m (2014: $28.1m).

Novell revenues declined to $233.1m
(2014: $281.7m) down 17.3%. Licence
revenues were $26.4m (2014: $37.1m)

a reduction of 28.8%, Maintenance
revenues were down 16.1% to $199.7m
(2014: $238.0m) offset by an increase in
Consultancy revenues of 16.1% to $7.0m.

Management took the necessary steps

to achieve appropriate margins and
cash-generation through a clear focus on
sound business operations throughout the
Group. All of our actions are consistent with
the four phase plan set out at the time of
the acquisition and with the objective of
returning the Enlarged Business to growth
in FY18 whilst maintaining all options to
deliver shareholder value.
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Operating costs on a CCY basis before
exceptional items, share-based payments
and amortization of purchased intangibles
(‘Adjusted Operating Costs’) increased by
102.8% to $486.8m (2014: CCY $240.0m).
The increase of $246.8m is more than
accounted for by the $281.5m from the
current year acquisition.

The reduction in the Base Micro Focus costs
of $33.7m consists mostly of:

— $13.4m year on year change in foreign
exchange credit of $9.0m compared
to a loss of $4.4m in 2014;

— a reduction of $7.9m arising from
investments incurred in FY14 but not
repeated in this year, relating to CRM
work, patent filings, restructuring,
taxation matters and recruitment
costs for the sales academy;

— $1.3m from lower commissions paid
to third parties on Licence revenue;

— recharging $7.6m of management costs
to TAG for integration and acquisition
related work; and

— $3.5m spent in the prior year on
acquisition activities.

Adjusted Operating Profit for the year
ended 30 April 2015 on a CCY basis
increased by 94.2% to $347.8m (2014:

CCY $179.1m), Adjusted EBITDA increased
by 96.5% to $360.7m (2014: CCY $183.6m)
and Underlying Adjusted EBITDA increased
by 85.3% to $348.3m (2014: CCY $188.0m)
at a margin of 41.7% (2014: CCY 45.0%).

Cash generated from operating activities
increased to $288.7m (2014: $206.8m)
representing a cash conversion ratio of
110.6% (2014: 107.7%) as a proportion
of Adjusted EBITDA less exceptional items.

The average employee headcount during
the year ended 30 April 2015 was 2,515
(2014: 1,219). At 30 April 2015 headcount
was 4,240 (2014: 1,227).

As announced on 6 April 2015 we went
through a process of restructuring the
Enlarged Group for the new financial year,
with the result that approximately 500 of
the combined workforce of 4,561 employees
have or are soon to leave the Group. We
also commenced recruitment in other areas
of the business for an incremental 150 staff.

We would like to thank our employees for
their continued dedication, commitment and
hard work in delivering the full year results.



For the year ended 30 April 2015 bonuses
were paid to non-commissionable staff and
executive management in line with the
improvement in Underlying Adjusted EBITDA
on a CCY basis excluding the impact of in
year acquisitions. Staff bonuses were paid

at 104% of their on target amount reflecting
a 10.4% increase in Underlying Adjusted
EBITDA of Base Micro Focus at their budgeted
exchange rates whilst executive management
were capped at 100%. For TAG employees
their Variable Payment Plan for non-
commissionable employees was based on
operating profit performance compared with
budget. At 90% of budget there was 0% pay
out with 100% pay out at budget operating
profit. The pay-out for the year to 31 March
2015 was 81.7% which was increased to
88.5% to reflect the 13 month period to

30 April and then to 100% to reflect the
disruption and increased workload caused

by the acquisition. Following completion

of the acquisition, TAG senior management
were on incentive plans related to the revenue
performance against budgets for either their
area of responsibility or total TAG revenues.
Pay-out’s for TAG senior management varied
between zero and 100%.

The amount charged to the consolidated
income statement in respect of the
Corporate Bonus plan and Variable Payment
Plan in the actual results for the year ended
30 April 2015 was $16.8m and the amounts
paid to eligible employees in respect of the
pro-forma results was $36.8m. All of the
Group's non-commissionable sales staff
and executive management are on the
Micro Focus Corporate Bonus Plan for FY16.

Our business by product portfolio
In the new financial year we are going to

be reporting two product portfolios, Micro
Focus and SUSE. The Micro Focus products
have been grouped into portfolios based on
industrial logic and will be the basis on which
we provide further breakdown. Over the last
four years we have provided significant levels
of disclosure of our performance at a level

of granularity which would not be practical
to maintain going forward considering the
increased scale of the Enlarged Group. We
remain open in our approach to investors
and analysts in telling it how it is and will
seek to provide clarity on the key dynamics
within each portfolio.

By definition this is a level of simplification
as Micro Focus is a broad portfolio of
products and not a single product business
with a single set of drivers.

The table above provides the proportion
of pro-forma revenue delivered during
FY15 by each of the new portfolios.

Proportion of pro-forma revenue delivered during FY15 by each of the

new portfolios

Percentage of

pro-forma

FY2015

revenues'

COBOL development and mainframe solutions 20.4%
Host connectivity 15.9%
Identity, access and security 17.0%
Development and IT operations management tools 11.9%
Collaboration and networking 18.2%
Micro Focus Portfolio 83.4%
SUSE Portfolio 16.6%
Micro Focus Group 100.0%

1 Unaudited.

Micro Focus Product Portfolio
COBOL Development and Mainframe
Solutions (‘CDMS’) - 20.4% of
pro-forma FY15 revenues

We have continued to invest in our

core COBOL development (CD) products
that primarily target the off-mainframe
distributed development market. The CD
products enable programmers to develop
and deploy applications written in COBOL
across multiple platforms including
Windows, UNIX and Linux and the cloud.
Visual COBOL provides the fastest way for
customers to move enterprise mainframe
application workloads partially or wholly to
Java Virtual Machine ('JVM’), .NET or cloud
environments whilst protecting their existing
investments and intellectual property.

COBOL applications continue to be at the
heart of the world’s business transactions
and to power the majority of large
organizations’ key business operations.
Maintaining our leadership position in

CD is at the core of our value proposition.
By embedding our products in industry
standard development environments
specifically Visual Studio and Eclipse, we
have addressed the perceived skill issues,
and expect that COBOL will provide a stable
base and strong cash flow for the Group
over the coming decades.

Our Mainframe Solutions (MS) product set
addresses a customer’s need to get the most
value out of their mainframe environment.
These technologies allow customers the
choice of where they develop, test and
deploy their business applications. Certain
circumstances mean this would be best to do
either within the mainframe environment or
outside of it on distributed Windows, UNIX
and Linux machines. We offer customers the
choice to do either or both, enabling the
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optimum balance of cost, risk and speed

of execution across their mainframe and
distributed computing platforms. Increasingly
businesses are seeking to re-use existing
business logic and data, while also looking

to exploit new innovations in technology such
as mobile and cloud. Our mainframe solutions
products enable customers to achieve both

of these, through enabling the re-deployment
of enterprise mainframe applications to
distributed systems, virtualized mobile
platforms, and the cloud. We estimate that
the mainframe COBOL development market
opportunity is approximately three times as
large as that for off mainframe distributed
COBOL development.

Host Connectivity — 15.9% of pro-forma
FY15 revenues

The Host Connectivity product set is the
combination of the Attachmate products
from TAG and the Micro Focus Rumba
products. We believe that this combination
gives us a number two position in terms of
market share, (behind IBM), in the provision
of host connectivity solutions. We specialize
in environments with heterogeneous
systems or platforms and this product set
has, in one form or another, assisted in
these tasks for over 30 years.

Our products enable IT organizations using
centralized applications to provide business-
critical information to the end-user of the
system while modernizing the functionality
and access to the information which can be
held across a broad array of new and legacy
systems. In addition to secure and highly
available host-system access from multiple
device types, the customer value proposition
centers on user productivity; and the ability
to extend modern and secure user access

to legacy systems on the mobile device
technologies that continue to emerge.
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Executive Chairman’s statement

continued

At the core of the product set are the
Reflection and Rumba product families

that deliver rich, precise graphical user
interfaces (GUIs) for legacy host applications
to many thousands of customers.

The host connectivity capabilities are
extended by other products that provide
advanced data integration technologies,
enabling third party business intelligence
technologies to drive critical business
analytics systems. There are additional
managed file transfer solutions providing a
range of tactical and strategic solutions for
securely transferring files of any size enabling
businesses to work seamlessly with partners
and customers across any platform or device.

Identity Access and Security (IAS) -
17.0% of pro-forma FY15 revenues
This product set offers broad, proven
solutions for identity and access
management, and security. The IAS
products enable customers to manage,
secure and measure the critical elements
of a business’ IT infrastructure, solving
customers’ needs in delivering application
access across hugely complex and diverse
platform and device configurations.

Our Identity and Access Management (IAM)
products enable simple, secure access for
the right people at the right time by using
integrated identity information to create,
modify, and retire identities and control
their access to enterprise, cloud and mobile
resources. Key features include identity
management, access management, single
sign-on, access governance, identity
tracking and active directory administration.

Additionally, these technologies have strong
integration with our Security products,
which provide powerful security intelligence
for protecting information assets. The
solutions provide visibility and control of
user activities, security events, and critical
systems across the organization to help
reduce the risk of a data breach and keep
systems compliant.

Key trends driving growth in this

area include virtualization and cloud
development as companies rely on more
virtual platforms for more complex and
mission-critical processes, as well as demand
for more complex software to both manage
the virtual server environment and protect
information and systems. Additionally,

as businesses seek improvements to their
competitive advantage and customer
satisfaction by pushing more information

to their front-line services, new risks and
threats arise to their business data and
intellectual property. Our IAS solutions

are well suited to address these issues,
using unique identity-powered security
technologies to optimize the balance
between innovation and risk.

Development and IT Operations
Management Tools — 11.9% of
pro-forma FY15 revenues

This product set is the combination of the
Borland products from Base Micro Focus;
the balance of the NetlQ products not
incorporated into IAS; and the Zenworks
endpoint management software from
the Novell product set.

The Borland software development tools
enable companies to optimize the end

to end supply chain process of delivering
software, from definition (requirements
capture) through to quality (testing and
change management). These tools enable
companies to better align their software
development and testing activities, and

for that alignment to extend outside the
Company to suppliers and partners. We
provide solutions for both practitioners

who want to work together more effectively,
and IT decision makers who need to manage
change in their business that they often
cannot control. These capabilities provide
the foundation for accelerated delivery of
software projects and are leveraged by
companies seeking competitive advantage,
improved customer satisfaction, and
optimized operational efficiency.

We offer a very broad suite of tools for IT
Operations Management (ITOM) to enable
always-available business services, enterprise
applications and IT systems. The primary
value propositions of our ITOM tools
incorporate data center management;
integrated service management, application
management and systems management;
application performance management; and
IT process automation. Our tools provide
organizations with an invaluable holistic view
of their IT environment and business services,
enabling companies to manage increased
complexity and capacity with the right
balance of cost, risk and speed of execution.

The ITOM product set offers end-to-end
enterprise disaster recovery capabilities,
including an all-in-one disaster recovery
hardware appliance, supported by multi-
platform disaster recovery software, which
protects both physical and virtual workloads.
The tools also enable organizations to plan
and execute anywhere-to-anywhere server
workload migrations.

Additionally, the ITOM tools include endpoint
management products that enable IT staff to
give the proper working environment to each
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employee and keep it updated remotely
using a unified management console.
These tools enable all devices to be patched,
compliant, secure and properly equipped.
Due to the multifarious and complex nature
of the user and system endpoints within
today’s large organizations, this can be

a burdensome and costly undertaking,

and accordingly the toolset is both broad
and deep. The capabilities include service
desk; application virtualization; asset
management; configuration management;
software distribution; full disk encryption;
mobile device management; and

patch management.

Collaboration and Networking - 18.2%
of pro-forma FY15 revenues

This product set has the balance of the
Novell products together with CORBA
from Base Micro Focus.

Our collaboration products enable
organizations to be more productive in

work environments that are more secure

and easier to manage, regardless of how or
where people work. The products support
thousands of organizations around the world
to help enable work forces in the office and
on the go. Product features include email,
calendaring, contact management and task
management; team workspaces with
document management, workflows, and
social streams; and mobile access. Secure
team collaboration including document
management and workflow features, often
used to replace existing intranet systems,
offers customer a fully integrated collaboration
environment. This fits closely with additional
products that offer file, print, and networking
services designed to enable organizations

to control and automate file storage, simplify
network management, enable users to install
printers easily and automate disaster recovery
of key business systems.

The products can automate the
configuration and management of high
availability collaboration and networking
servers, that are simple to resource
manage and maintain. The end-user value
proposition includes dynamic file services
which automates policies data storage; file
access; file reporting; mobile access and;
online, offline and mobile print.

Fully distributed networking services

such as centralized server management;
secure file storage; and storage
management, provide full enterprise
distributed networking environment
suitable for small workgroups, right
through to global enterprise deployments.



This product set also includes the CORBA
based network and data transport products
which provide unrivalled functionality and
performance to companies with a requirement
for high speed, and secure transfer of data
between systems on their multi-platform
networks. This technology is deployed across
thousands of customers supporting more

than a billion transactions per day.

SUSE Product Portfolio — 16.6% of
pro-forma FY15 revenues

Established in 1992, SUSE is the original
provider of the first enterprise Linux
distribution and the most interoperable
platform for mission-critical computing.
Linux is an Open Source (the practice of
making software source code freely available
in the public domain to software engineers
for modification or distribution) operating
system and has been an increasingly fast
growing sub-segment of the enterprise
operating system market. The growing
acceptance of Linux in large-scale systems
means that it is increasingly used in
mission-critical systems, cloud and data
center infrastructure and major independent
hardware vendors such as IBM, or component
manufacturers such as Intel, have made

a firm long-term commitment to growing
Linux as an enterprise platform. Linux
adoption in enterprise is also being driven
by high performance computing and
so-called Big Data Analytics.

With a product set centered on SUSE Linux
Enterprise and SUSE OpenStack Cloud, SUSE
products power thousands of organizations
around the world across physical, virtual and
cloud environments. SUSE server products
enable clients to reliably and securely run
mission-critical applications anywhere:
physical, virtual and cloud. The core of the
product set is the SUSE Linux Enterprise Server
(SLES) which is a highly reliable, scalable and
secure Linux server operating system, built to
power both physical and virtual mission-critical
workloads. With this foundation, enterprises
can deliver reliable business services, enable
secure networks and manage heterogeneous
IT resources. SLES was the first enterprise
Linux operating system available on the IBM
System z mainframe, and we estimate that
more than 50% of all current mainframe
Linux is SLES for System z. For the global SAP
application market, SLES for SAP Applications
is the only operating system optimized for all
mission-critical SAP software solutions, and

is recommended by SAP as a preferred Linux
platform, and in addition there is a high
performance computing version of the SLES
product for those customers looking to solve
the most demanding computational and
data-intensive problems.

The core SLES products are extended

with further product offerings that
provide real-time, high availability and
geo-clustering client needs, including
features which reduce unplanned and
planned downtime; prevent regional
disasters from interrupting clients’ mission
critical workloads; run time-sensitive
applications reliably and predictably; boost
virtual workload performance; and enable
administrators to quickly and easily monitor
system health and performance.

SUSE’s systems management and cloud
products are compatible with a broad
ecosystem of over 20 public cloud providers,
enabling clients to deploy, maintain and
manage their servers on premise in enterprise
datacenters or OpenStack powered cloud
infrastructure. These products offer improved
usability, provisioning, power management,
IT compliance and security features.

Operational strategy to deliver

our core objective

Operational excellence

Micro Focus has set out to be the most
effective Company at managing a portfolio
of mature infrastructure software assets. This
shows through in our industry leading EBITDA
margins and our strong cash conversion.

We believe that our proven ability to execute
not only delivers significant amounts of cash
and consequently great flexibility, but also a
competitive advantage in the acquisition of
other similar assets as demonstrated this year.

The aims of our portfolio focus and
operational strategy are:

1. Revenue growth;
2. Operating leverage; and
3. Significant cash generation.

Our key areas of operational focus in order to
deliver single digit revenue growth to achieve
our core objective are Go to Market (including
indirect channels), Product Development and
Financial Discipline in M&A.

Go to Market - sales enablement,

marketing and sales productivity
During 2013 and 2014 we made good
progress on our product strategy, direction
and underlying roadmap and started to adjust
our Go to Market structures including our
channel strategy, marketing and lead
generation execution capability. This work has
now been leveraged in the planning for the
new enlarged business. In some cases Base
Micro Focus analysis has had to be reworked
in consideration of the larger portfolio.
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We have combined the geographic Base
Micro Focus Go to Market organization

and the Business Unit based TAG Go to
Market organization into one geographically
focused teams covering the Micro Focus
and SUSE portfolios. This has meant
realignment of structure, sales territories
and compensation plans. We believe this
will enable us to better serve our customers
in the future but anticipate that the degree
of change will mean that it will take some
time for the new organization to settle
down. However, we believe that this
change will provide significant extra depth
in management in North America where
Base Micro Focus has struggled with erratic
performance in the past.

At the same time we will move from five
CRM systems to one which will provide
operational efficiencies going forward
but will mean that in the short-term less
historical data will be available than was
the case in Base Micro Focus prior to
the acquisition.

We believe that we have significant room
for improvement in sales productivity and
will look to achieve an appropriate balance
between direct and indirect channels.

We aim to increase sales productivity

and predictability further by continuing

to improve customer insight by generating
closer interaction between Sales and
Marketing, Product Management and
Product Development. We also have
significant work to do to make our systems
and processes consistent and easier for
our sales teams and partners to use.

We have announced that we will be
simplifying our branding with an objective
that by the end of FY16 we will be using
the Micro Focus and SUSE brands and will
have ‘retired’ the Novell, Attachmate, NetlQ
and Borland brand names. This means an
extensive program of work to align our
marketing programs in order to raise brand
awareness, build understanding of our
product propositions and increasingly target
the right audiences to generate qualified
leads for new business opportunities.
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Executive Chairman’s statement

continued

Product development

For the Micro Focus portfolio we have
organized Product Development and

Product Management into one global
function bringing together the Micro Focus
and TAG organizations. To maximize returns
we have conducted an analysis of all our
products in terms of their life cycle and
portfolio management position. We continue
to invest in product development and are
excited by both the significant enhancements
to existing products and the new products
released in the past year. Micro Focus will
maintain its leadership positions in CD and
Mainframe Solutions through products such
as Visual COBAL and Enterprise Developer. In
Host Connectivity we will seek to build on our
existing strengths in terms of technology and
customer base to establish a true leadership
position. In ITOM and Collaboration and
Networking the strength of our existing
franchises can be built upon through targeted
innovation and customer engagement.

By sharpening our focus in IAS we are well
positioned for growth over the longer term
and in SUSE we already lead in many areas
and our technology heritage combined with
our existing and new offerings position us
well for combined success.

Product Development and Product
Management is managed separately for
each of the Micro Focus and SUSE portfolios
to ensure the correct focus and to reflect
the collaborative nature of the Open Source
community. We will continue to work with
our partners, independent software vendors
and customers to ensure that they can reap
the benefits of our investments and
continued innovations.

Financial discipline, mergers
and acquisitions (‘M&A’)

Micro Focus has a strong financial discipline
around the uses of cash. The Company has
a base case model that estimates the returns
to shareholders from organic execution and
the return of excess cash. This gives a sound
basis on which to evaluate M&A where any
acquisition contemplated would need to
generate a risk adjusted return greater than
the base case. Successful execution of M&A
has been instrumental in achieving an annual
compound return of 26.8% since IPO
compared to a base case target of 15% to
20%. The acquisition of TAG demonstrates
this strong discipline and the returns that
are achievable.

Industry and market dynamics mean that
there are significant numbers of potential
assets that could fit with our business model.
These are either:

(i) bolt-on transactions like those completed
in FY13 and FY14;

(ii) significant transactions; or

(iii) transformational deals such as the
acquisition of TAG.

Each year the world of IT gets a year older
(and we should remember that IT is still a
relatively young industry) and whilst the vast
majority of companies will focus on the ‘new
and exciting’; we believe that there will be an
increasing opportunity to help clients derive
value from their existing and often highly
complex IT investments.

Since the completion of the acquisition of
TAG the Company has received a number of
approaches from owners of companies who
would be interested in becoming part of the
larger Group.

Linkage of management

incentive to shareholder returns
Micro Focus has deployed a simple model
to link management incentives to the
delivery of shareholder returns. This model
has worked successfully in motivating
management to deliver exceptional returns
to shareholders and is well understood

and supported by our investment

manager population.

The annual cash bonus applies to all
members of staff (excluding those on sales
incentives). If the Company’s Underlying
Adjusted EBITDA is no greater than the prior
year's CCY comparative there is no bonus.
The bonus for executive directors and
executive committee members is maximized
on achieving 10% growth over the prior year
CCY Underlying Adjusted EBITDA with a
straight line between the two points and

for other staff there is no maximum. The
staff neither benefit nor lose from elements
outside of their control such as exchange
rates with the board taking a view that these
items balance out over the business cycle.

The board sees no value in bonuses being
based on ‘soft’ or non-financial measures
as evidence would suggest that these tend
to serve to increase bonuses to levels not
merited by financial performance. Such
targets are best achieved by executives
managing and having appropriate
management and control systems in place.
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The normal stock plan starts to vest at EPS
annual growth over the performance period
of RPI plus 3%, with maximum vesting at
RPI plus 9%. With RPI per annum over the
three years of approximately 2.15% and
dividends approximately 2% to 3% this
means that full vesting is aligned to the
overall objective of 15% to 20% returns.

Key performance indicators to check that
we are on track are Underlying Adjusted
EBITDA (absolute amount and growth %),
cash conversion (absolute amount and
conversion %) and earnings per share.

Delivering value to shareholders
The board has adopted a very clear plan of
value creation.

Our priority is to improve the business

in order to maximize the opportunity to
generate modest revenue growth in the
medium-term. At the same time we have
created flexibility to allow value creation
to shareholders through cash distributions
or acquisitions as appropriate. We will do
nothing that will constrain our ability to
achieve organic growth and we are currently
investing significant amounts on activities
designed to enhance growth.

The type of transformation we are
undertaking is the sort that many
companies have said they need to go private
to achieve out of the public eye. The board
and management of Micro Focus believe
that it is quite possible to do this on the
public market and provide the increase

in value to existing shareholders.

In December 2014 we made a Return

of Value to all shareholders amounting

to $131.6m in cash (60.0 pence per share,
equivalent to approximately 94.02 cents
per share), by way of a B/C share scheme,
which gave shareholders (other than certain
overseas shareholders) a choice between
receiving the cash in the form of income

or capital.

For existing ordinary shares validly elected
to the income option, a Shareholder received
one C Share for each corresponding existing
ordinary share held at the Record time.

A C Share Dividend of 60.0 pence per share
became payable in respect of each such

C Share. Once the C Share Dividend was
paid, each relevant C Share was reclassified
as a Deferred Share having negligible value
and carrying extremely limited rights. The
Company then repurchased the Deferred
Shares for an aggregate consideration

of 1.0 pence and then cancelled the
Deferred Shares.



For existing ordinary shares validly elected
to the capital option, a Shareholder received
one B Share for each corresponding existing
ordinary share held at the Record time. Each
B Share was redeemed for 60.0 pence.

The Return of Value was accompanied by

a 0.9285 share consolidation to maintain
broad comparability of the share price and
return per share of the ordinary shares before
and after the creation of the B/C Shares.

The board is targeting a net debt to Facility
EBITDA multiple of approximately 2.5 times.
This is a modest level of gearing for a
company with the cash generating qualities
of Micro Focus. We are confident that this
level of debt would not reduce our ability
to deliver growth, invest in products and/or
make appropriate acquisitions. As the
integration of the businesses continues

the board will keep the appropriate level

of debt under review.

In order to complete the acquisition the
Company put in place a debt structure
which balances stability, flexibility and cost
effectiveness. The total new credit facility of
$2,000.0m comprised of a $1,275.0m seven
year term loan B, a $500.0m five year term
loan C and a $225.0m revolving facility. The
terms of the New Facilities were as follows:

(@) in relation to the senior secured term loan
B of $1,275.0m: an interest rate of 4.25%
above LIBOR (subject to a LIBOR floor of
1.00%), amortizing at 1.00% per annum,
with an original issue discount of 1.00%
and a seven year term;

(b) in relation to the senior secured term loan
C of $500.0m: an interest rate of 3.75%
above LIBOR (subject to a LIBOR floor
of 0.75%), amortizing at 10.00% per
annum, with an original issue discount
of 1.50% and a five year term; and

(0) in relation to the senior secured revolving
credit facility of $225.0m: an initial interest
rate of 3.50% above LIBOR, and an
original issue discount of 0.50%.

At completion we drew down all of the term
loans and $100.0m of the revolving facility
such that our gross debt was $1,875.0m.
Post completion we have repaid $150.0m

of the term loan B ahead of the scheduled
repayment and $25.0m of the revolving
facility so that at 30 April 2015 we had

gross debt of $1,700.0m and net debt

of $1,403.5m. This represented a net debt
to pro-forma Facility EBITDA of 2.6 times.

In line with our dividend policy, which is to

be 'progressive’ until such time as our debt

is down to 2.5 times Facility EBITDA we are
announcing an increase in the proposed final
dividend of 10% to 33.0 cents per share,
(2014: 30.0 cents per share) and an increase

in the proposed total dividend for the year of
10% to 48.4 cents per share (2014: 44.0 cents
per share). The final dividend will be paid in
Sterling equivalent to 21.2 pence per share,
based on an exchange rate of £ = $1.56, being
the rate applicable on 7 July 2015, the date

on which the board resolved to propose the
final dividend. The final dividend will be
proposed to shareholders at the AGM on

24 September 2015 and, if approved, will be
paid on 2 October 2015 to shareholders on
the register at 4 September 2015.

Following completion of the integration
review and given the strong trading and
outlook for the Company the Independent
Board has released Wizard Parent LLC
("Wizard’), the former owner of TAG,

from the restriction under the Relationship
Agreement from them trading their
ordinary shares during the 365 day

period following completion.

Board changes
During the year there were a number
of board changes.

At the AGM in September 2014, David
Maloney retired from the board after serving
as a non-executive director since the IPO

in 2005. David was Chairman of the Audit
Committee throughout this period and was
senior independent director and Deputy
Chairman when he retired. We would like

to thank David for his years of service and
contribution to the success of Micro Focus.
Richard Atkins became Chairman of the
Audit Committee and Karen Slatford became
the senior independent director.

On completion of the transaction we
welcomed Prescott Ashe and David Golob
as non-executive directors representing
Wizard. Prescott previously served as

a non-executive director of Micro Focus
from IPO until 8 September 2008 and

is a Managing Director of Golden Gate
Capital whilst David is a partner of Francisco
Partners. In order to assist with the balance
of independent and non-independent
directors Stephen Murdoch, Chief Operating
Officer of Micro Focus, stepped down from
the board whilst remaining as a senior
employee within the Group.
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In January 2015, Karen Geary was appointed
a non-executive director. Karen has more
than 20 years of international Human
Resources and business transformation
experience across a variety of industries,
managing organizations through periods

of large scale change, acquisition and
integration and is Chief People Officer

at WAN(disco plc.

We welcome the new members of our board.

Outlook

During FY16 in accordance with our four
phase plan, we intend to reduce revenues
to a solid core from which we aim to grow
in FY18. As a result we anticipate revenues
in the year declining between 2% and

4% on a CCY basis. Given the extent

and level of change from the restructuring
already being implemented we expect the
performance to be stronger in the second
half of the year.

We believe we have a strong operational
and financial model that can continue to
provide excellent returns to shareholders.
The model requires low single digit revenue
growth in the medium-term and we are
confident that this can be delivered.

After 10 years of approximately 27%
compound returns to investors we believe
that Micro Focus is now well positioned
for the next phase in its evolution.

g

Kevin Loosemore
Executive Chairman
7 July 2015
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Operational and financial review

Due to the significant size of the TAG
acquisition the directors believe that the
year’s results are better understood by
looking at the full year pro-forma basis of
the combination of TAG and Base Micro
Focus. In the prospectus issued as part of the
transaction Audited information under IFRS
was provided for TAG on a consolidated basis
for the three years and one month ended

30 April 2014. The post-acquisition period

of TAG from 20 November 2014 to 30 April
2015 has also been audited under IFRS

as part of this year’s audit. In arriving at
pro-forma results for the year ended

30 April 2015 the directors have combined
the audited financials for TAG for the post
acquisition period to 31 March 2015 together
with unaudited internal management
information for TAG for the period from

1 April 2014 to 19 November 2014 and then
added in the Base Micro Focus results for the
year ended 30 April 2015. The comparatives
for the full year pro-forma for the year ended
30 April 2014 combine the audited financials
for TAG derived from the prospectus for the
year to 31 March 2014 with the audited
figures for Base Micro Focus for the year
ended 30 April 2014.

During the year ended 30 April 2015,
Micro Focus operated its three geographic
regions (i) North America, (ii) International
(comprising Europe, Middle East, Latin
America and Africa), and (iii) Asia Pacific and
Japan and added TAG as its fourth primary
reporting segment on completion of the
acquisition. Product portfolios are sold into
these three regions and also within TAG via
a combination of direct sales, partners and
independent software vendors.

Micro Focus discloses profitability by its
four reporting segments. The three regional
presidents of the geographic regions were
measured on the profitability of their region
whilst the TAG senior management was
measured and rewarded on achievement
of revenue targets against budgets for their
financial year to 31 March 2015. The three
regions have directly controllable costs and
are then allocated central costs and their
incentives were weighted more towards
growth in revenues. TAG performance was
measured against an overall operating profit
budget. The segmental analysis is shown

in note 1.

Revenue for the year by reporting segments
at actual exchange rates and CCY is shown
in the table ‘Revenue by reporting segments’.

Revenue by reporting segments

Yearended Yearended Yearended Yearended Yearended

30 April 30 April 30 April 30 April 30 April

2015 2015 2015 2014 2014

Existing Acquisitions Actual Actual CCY

$m $m $m $m $m

International 168.5 - 168.5 178.6 166.4

North America 201.4 = 201.4 199.9 199.3

Asia Pacific and Japan 48.6 - 48.6 54.6 52.4

TAG = 416.0 416.0 = =

Total revenue 418.5 416.0 834.5 433.1 418.1
Revenue by category

Year ended Yearended Yearended Yearended Yearended

30 April 30 April 30 April 30 April 30 April

2015 2015 2015 2014 2014

Existing Acquisitions Actual Actual ccy

$m $m $m $m $m

Licence 162.8 98.2 261.0 177.9 171.3

Maintenance 243.2 197.4 440.6 243.2 2355

Subscription - 98.2 98.2 - -

Consultancy 12.5 22.2 34.7 12.0 11.3

Total revenue 418.5 416.0 834.5 4331 418.1

Group revenues in this financial year grew
to $834.5m with $416.0m coming from the
TAG acquisition which was completed on
20 November 2014. Group revenues excluding
the acquisition were $418.5m which, on a
CCY basis, were flat with the prior year. The
first half year revenue on a CCY basis grew
by 0.4% to $208.3m and the second half
revenue for the three regions declined on
prior year CCY basis by 0.4% to $210.2m.
International grew by 1.3% (2014: 7.4%),
North America saw a growth of 1.1% (2014:
decline of 5.2%), and Asia Pacific and Japan
declined by 7.3% (2014: decline of 6.8%).

The International region revenue growth on
a CCY basis was 1.3% with Licence revenues
decline of 2.8% (2014: growth of 18.6%),
Maintenance revenues grew by 4.7% (2014:
5.4%) and Consultancy revenues grew by
2.8% (2014: 5.4%). The Licence revenues
decline was mostly with our Mainframe
Solutions (‘MS’) product portfolio where

we were not able to repeat a sizeable deal
that was done in the prior year. Most of the
Maintenance revenues growth came from
our COBOL Development products as a result
of the strong Licence sales in the prior year.
Consultancy revenues grew by $0.2m (2.8%)
on the prior year. Overall we saw revenue
growth in CD, Borland and CORBA with

a decline in MS and Niche.
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In North America, for the full year revenue
growth on a CCY basis was 1.1% with
Licence revenue decline of 3.0% (2014:
decline of 4.1%), Maintenance revenue
growth of 2.6% (2014: decline of 2.8%)
and Consultancy revenue growth of 26.3%
(2014: decline of 51.3%). The primary
reason for the decline in Licences was in

the CORBA portfolio as a result of having
most of the major clients making purchases
in the prior year. Maintenance revenue grew
mostly in the Borland portfolio as a result

of a full year of AccuRev Maintenance
revenues. Consulting grew due to having
more MS related consulting projects. Overall
we saw revenue growth in CD, MS and
Borland with a decline in CORBA and Niche.

In Asia Pacific and Japan, on a CCY basis
revenue declined by 7.3% on the prior year
with Licence fees declining by 17.3% (2014:
decline of 13.5%), Maintenance revenues
increasing by 2.3% (2014: 0.8%) and
Consultancy revenue was flat year on year.
The decline in the region’s Licence revenue
was due mostly to Japan where we suffered
from the economic climate and fewer sales
through our distributors. Overall we saw
revenue growth in MS and Borland with

a decline in CD, CORBA and Niche.



TAG's revenues were $416.0m after
reducing the Maintenance and Subscription
revenues by $17.0m as a result of applying
a fair value reduction to the acquired
Maintenance and Subscription deferred
income (note 39).

Revenue for the year by category at actual
exchange rates and CCY is shown in the
table ‘Revenue by category’.

Licence revenue for the three regions

on a CCY basis declined by 5.0% (2014:
growth of 8.5%) partly as a result of a
decline in the Japan COBOL business and
slightly lower CORBA and MS performance.
Maintenance revenue for the three regions
on a CCY basis grew by 3.3% (2014: 6.8%)
with a strong performance across most
portfolios and across all three regions.
Consulting revenues for the three regions
on a CCY basis grew by $1.2m being 10.6%
(2014: decline of 22.6%) with the majority
of this growth coming from the North
America MS consulting business. Since

the acquisition, TAG performed better than
management expectations and this business
tends to have a stronger second half year
than first half year on Licence revenues.
TAG Licence revenues for its year to 31
March 2015 were $170.7m with $70.9m

in its first six months (41.5%).

Revenue by product portfolio sold in the three
regions is shown in the table alongside on a
CCY basis:

The three regions’ revenue grew by

0.1% on a CCY basis and Licence revenues
declined by 5.0%. In the first half year
Licence revenues declined by 8.3% and the
second half year we saw a decline of 1.9%.

COBOL Development declined on a

CCY basis by 0.3%, with a 5.2% decline

in Licence revenues mostly as a result

of the economic environment in Japan.
Maintenance grew by 4.2% as a result of the
strong renewal rates and the level of Licences
revenues generated in the last two years.

Mainframe Solutions grew by 2.4% over last
year on a CCY basis mostly as a result of the
higher level of consulting work. The decline

in Licence revenue is mostly offset by the
increase in Maintenance revenues. Licence
revenue was down by 6.4% for we did not
repeat a sizeable Enterprise Suite sale in this
financial year and Maintenance grew by 3.4%
on the back of a strong renewal rate and the
benefit of the prior year Licence revenue.

Revenue by product portfolio on a CCY basis

Year ended  Year ended

30 April 30 April
2015 2014 Change
Existing CCY at CCY
$m $m %
COBOL
Licence 97.7 103.1 -5.2%
Maintenance 123.1 118.1 4.2%
Consultancy 0.7 1.0  -30.0%
221.5 222.2 -0.3%
Mainframe Solutions
Licence 26.3 28.1 -6.4%
Maintenance 42.6 141.2 3.4%
Consultancy 8.2 6.0 36.7%
771 75.3 2.4%
Borland (Test)
Licence 19.4 18.7 3.7%
Maintenance 44.8 40.8 9.8%
Consultancy 3.3 37 -10.8%
67.5 63.2 6.8%
CORBA
Licence 18.0 18.9 -4.8%
Maintenance 255 26.1 -2.3%
Consultancy 0.3 0.5 -40.0%
43.8 45.5 -3.7%
Niche
Licence 1.4 25 -44.0%
Maintenance 7.2 93 -22.6%
Consultancy = 0.1 -100.0%
8.6 11.9 -27.7%
Sub-total Three Regions
Licence 162.8 171.3 -5.0%
Maintenance 243.2 2355 3.3%
Consultancy 12.5 11.3 10.6%
Revenue at CCY 418.5 4181 0.1%

The Borland (Test) product portfolio
revenue grew by 6.8% on a CCY basis.
Licence revenues grew by 3.7% as a result
of better performance in the Asia Pacific
and Japan region. Maintenance grew by
9.8% mostly as a result of the full year
impact of the AccuRev acquisition that
was completed on 31 December 2013.

CORBA revenues declined by 3.7% ($1.7m)
on a CCY basis. Licence revenues declined
by 4.8% ($0.9m).
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The overall performance on Maintenance
revenues was encouraging for the above
portfolios with an increase of 3.3%.

The Maintenance renewal rates by each
product portfolio for the year ended

30 April 2015 were CD: 93% (2014: 90%),
MS: 92% (2014: 90%), Borland (Test): 86%
(2014: 83%), CORBA: 78% (2014: 81%)
and Niche: 78% (2014: 66%). During

the year changes have been made in the
incentivization of the renewals team and
appear to have had a positive impact.
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Operational and financial review

continued

For the period from completion on

20 November 2014 to 31 March 2015 TAG
continued to operate independently from
Base Micro Focus and sold its product
portfolios through direct sales, inside sales
and partners. The Attachmate and Novell
product portfolios were run by a single
President and General Manager as were
the NetlQ and SUSE product portfolios.
The revenues delivered by each of the
product portfolios in the period from
completion to 30 April 2015 by revenue
type are shown in the table alongside.

As we move into the new financial year
Micro Focus is now organized as one
company with two product portfolios:
SUSE and Micro Focus. The Base Micro
Focus product portfolios combines the
products sold into the three geographic
business segments of Micro Focus together
with the Attachmate, Novell and NetlQ
product portfolios from TAG. The actual
numbers for the year ended 30 April 2015
in this new reporting structure by revenue
type would be as on the table alongside.

With such a significant acquisition

having been completed part way through

a financial year it can be difficult for readers
of the accounts to understand the relative
performance of the acquired business.
However, we did issue a prospectus at

the time of the acquisition that provided a
36 months track record of the performance
of the Group within the period ending

30 April 2014. From this information and
the performance in the period ending

30 April 2015 we are able to provide the
following pro-forma financial information
for TAG. These TAG revenues are as
disclosed in the Prospectus but have been
adjusted for Premium Services revenue
being now categorized as Maintenance

or Subscription revenues and expense
reimbursement from Consultancy project
being classified from revenue to a reduction
in costs. This information is summarized

in the table opposite together with the
revenue for the 12 months ended 31 March
2015 and also the 12 months ended

30 April 2015.

Total TAG revenues declined by $49.6m
(5.2%) year on year. Licence revenue declined
by $19.4m (10.3%) year on year partly due to
the maturity of the Novell product portfolio
and sales execution in the Novell and NetlQ
businesses. Maintenance revenues declined by
$51.1m (9.8%) with $11.6m coming from the
fair value adjustment required in valuing the
acquired deferred income, the remainder

TAG revenue by product portfolio since acquisition

Year ended 30 April 2015

Attachmate Novell NetlQ Sub-total SUSE TAG
$m $m $m $m $m $m
Licence 59.2 11.5 27.5 98.2 - 98.2
Subscription - - - - 98.2 98.2
Maintenance 39.2 81.5 76.7 197.4 - 197.4
Consultancy 2.0 3.2 14.1 19.3 29 22.2
100.4 96.2 118.3 314.9 1011 416.0

Revenue by new reporting structure

Year ended 30 April 2015
Attachmate,
Base Novell & New

Micro Focus NetlQ Micro Focus SUSE Total
$m $m $m $m $m
Licence 162.8 98.2 261.0 - 261.0
Subscription - - - 98.2 98.2
Maintenance 243.2 197.4 440.6 - 440.6
Consultancy 12.5 19.3 31.8 2.9 34.7
418.5 314.9 733.4 1011 834.5

is as a result primarily of new Maintenance
revenues not covering for the Maintenance
attrition especially in the Novell business.
Subscription revenues grew by 10.4% and this
would have been 13.2% if we had not applied
a $5.4m fair value adjustment on the acquired
deferred income. Consultancy revenues grew
by 0.1% in the year to $43.9m.

The Attachmate revenue declined 3.2%
year on year. Licence revenue was strong
post acquisition resulting in a year on year
growth of 4.2%. Maintenance revenue
continues to decline, the decline was
$7.9m with $2.0m coming from applying
a fair value adjustment to the acquired
deferred revenues.

The Novell revenue declined by 17.3% year
on year. Licence revenue declined by 28.8%
and this is a factor of demand now in the
market place for the existing products.
Action is being taken to improve both the
product and sales execution in this area so
that this level of decline should not continue
into the future. Year on year Maintenance
revenue declined $38.3m (16.1%), part of
this was a result of applying the fair value
adjustment of the acquired deferred income
being $5.3m, but the remainder is on the
back of declining Licence revenues and not
high enough Maintenance renewal rates.
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The NetlQ revenue declined by 5.8% year
on year. This business tends to have long
lead time sales and each Licence deal can
also be sizeable. In the last 12 months
Licence revenue has declined by 17.0%
because several sizeable opportunities
were not closed by the end of the year
and we are expecting this year’s decline

to be reversed in the next financial year.
NetlQ Licence revenue post acquisition
was $27.5m compared with $59.0m for the
12 months to 30 April 2015. Maintenance
revenue declined by $4.9m being 2.7%.
$4.3m of the decline is a result of the fair
value adjustment on the acquired deferred
income and the rest is as a result of the
poor Licence revenue in the year.

The SUSE revenue increased by 10.8%
year on year with the Subscription revenue
increasing by 10.1%. The Subscription
revenue is net of the deferred revenue
adjustment of $5.4m. Prior to this
adjustment Subscription revenue grew

by 13.2%. Subscription revenue post
acquisition was $98.2m compared with
Subscription revenue of $217.1m for the
year to 30 April 2015. The Subscription
revenue was reduced by $5.4m as a result
of applying the fair value adjustment on
the acquired deferred income.



TAG revenue by product portfolio and category

Growth/
decline
Year ended Year ended Year ended Year ended  April 2015 vs
31 March 2014 30 April 2014 31 March 2015" 30 April 2015' April 2014
$m $m $m $m Growth %
Attachmate
Licence 79.9 80.8 85.1 84.2 4.2
Maintenance 100.4 100.0 93.3 92.1 -7.9
Consultancy 5.5 5.5 4.4 4.0 -27.3
185.8 186.3 182.8 180.3 -3.2
Novell
Licence 37.8 371 26.4 26.4 -28.8
Maintenance 240.7 238.0 203.5 199.7 -16.1
Consultancy 6.5 6.6 7.4 7.0 6.1
285.0 281.7 237.3 233.1 -17.3
NetlQ
Licence 74.7 71.1 59.2 59.0 -17.0
Maintenance 184.4 184.6 180.8 179.7 2.7
Consultancy 28.4 28.1 28.0 28.5 1.4
287.5 283.8 268.0 267.2 -5.8
Sub-total
Licence 192.4 189.0 170.7 169.6 -10.3
Maintenance 525.5 522.6 477.6 471.5 9.8
Consultancy 40.4 40.2 39.8 39.5 -1.7
758.3 751.8 688.1 680.6 -9.5
SUSE
Subscription 193.5 196.6 215.9 2171 10.1
Consultancy 3.3 3.3 4.1 4.4 33.3
196.8 199.9 220.0 221.5 10.8
Total TAG
Licence 192.4 189.0 170.7 169.6 -10.3
Subscription 193.5 196.6 2159 2171 10.4
Maintenance 525.5 522.6 4776 471.5 -9.8
Consultancy 43.7 435 439 439 0.1
955.1 951.7 908.1 902.1 -5.2

1 Full year results for the 12 months ended 31 March 2015 and 30 April 2015 have not been audited except for the post-acquisition period. Comparative information
for the 12 months ended 31 March 2014 and 30 April 2014 were subject to audit as part of the prospectus issued in connection with the acquisition of TAG.
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Operational and financial review

continued

As we look at the way in which the business
will be structured in the new financial year the
revenue performance of the Enlarged Group
taking the 12 month periods to 30 April 2015
is shown alongside.

This revenue is lower than the pro-forma
revenue of $1,326.6m due to the shift in
one month of the contribution of TAG for
the year ended 31 March 2015 to the year
ended 30 April 2015.

Costs

The costs for the year compared to last
year at actual exchange rates and CCY
are shown alongside.

During the year we purchased TAG and
included within the existing Base Micro Focus
business within research and development
expenses is $29.9m and within selling and
distribution there is $43.7m both relating

to the amortization of the newly acquired
purchased intangibles. The Group exceptional
costs were $96.7m of which $49.8m is
included within the Base Micro Focus business
and $46.9m in the TAG business. Excluding
the aforementioned costs of $123.4m, the
costs of the Base Micro Focus business for
the year to 30 April 2015 were $235.7m
compared with $270.7m in the prior year

on a CCY basis.

For the Base Micro Focus business excluding
the amortization of purchased intangibles
made during the year ended 30 April 2015
and on a CCY basis:

— Cost of goods sold for the year increased
by $0.9m to $29.8m (2014: CCY $28.9m)
of which the exceptional costs incurred
on severance were $0.8m (2014: $Nil).
The costs in this category predominantly
relate to our consulting and helpline
support operations.

— Selling and distribution costs excluding
the amortization of the newly purchased
intangible assets were $120.8m. Within
these costs were exceptional items
relating to severance costs of $12.5m,
thus the underlying costs were $108.3m
being a reduction of 7.4% on the prior
year on a CCY basis (2014: CCY $116.9m).
The reduction was due mostly to the
cost saving as a result of an increase
in telesales and a reduction in field
sales, lower external marketing spend
and a lower investment this year in
graduate sales scheme and the impact
of reducing the sales workforce through
efficiency programs.

Enlarged Group revenue for the 12 months to 30 April 2015

12 months ended 30 April 2015

Attachmate,
Base Novell & New
Micro Focus NetlQ' Micro Focus' SUSE! Total'
$m $m $m $m $m
Licence 162.8 169.6 3324 — 3324
Subscription - - - 2171 2171
Maintenance 243.2 471.5 714.7 - 714.7
Consultancy 12.5 39.5 52.0 4.4 56.4
418.5 680.6 1,099.1 221.5 1,320.6
1 Unaudited.
Costs
Year ended Yearended Yearended Yearended Yearended
30 April 30 April 30 April 30 April 30 April
2015 2015 2015 2014 2014
Existing Acquisitions Actual Actual Cccy
$m $m $m $m $m
Cost of goods sold 29.8 61.7 91.5 29.9 28.9
Selling and distribution 164.5 126.0 290.5 120.7 116.9
Research and development 86.1 76.2 162.3 57.8 56.7
Administrative expenses 78.7 64.3 143.0 68.9 68.2
Total costs 359.1 328.2 687.3 277.3 270.7

— Research and development expenses
excluding the amortization of newly
purchased intangibles was $56.2m being

a reduction of 0.9% on the prior year on a
CCY basis (2014: CCY $56.7m), equivalent
to approximately 13.4% of revenue (2014:
CCY 13.6%). Severance costs were $0.3m.

The impact of net capitalization of

development costs was $0.1m (2014: CCY
$Nil). At 30 April 2015 the net book value

of capitalized development costs on the
consolidated statement of financial
position was $31.4m (2014: $31.5m).

— Administrative expenses were $78.7m
(2014: CCY $68.2m). Excluding share-
based compensation of $15.6m (2014:
$12.8m), exceptional costs of $36.2m
(2014 $Nil), exchange gain of $9.4m
(2014: loss of $4.4m) administrative

expenses decreased by 28.6% to $36.3m
(2014: CCY $51.0m). The decrease arose

from primarily significant management
effort being put into the TAG business
that was recharged of $7.6m and in the
prior year there was $1.9m spent on an
abortive acquisition and $1.5m on three
acquisitions. The exceptional costs were
acquisition costs $26.9m, severance

of $1.9m, property costs $1.0m and

integration costs of $6.4m.
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The costs incurred by TAG in the period
from acquisition to 30 April 2015 were
$328.2m with $46.9m of exceptional costs,
comprising severance of $14.1m, property
costs of $17.3m, impairment of intangible
assets and prepayments of $13.3m and
integration costs of $2.2m.

— Cost of sales predominantly relate to
TAG's consulting and helpline support
operations and were $61.7m and
including $3.9m of exceptional costs
(severance costs).

— Selling costs were $126.0m of which $7.1m
were exceptional costs (severance costs).

— Research and development costs
were $76.2m and excluding severance
exceptional costs of $2.8m they were
$73.4m being 17.6% of revenue.

— Administrative expenses were $64.3m
of which $33.2m were exceptional costs
(being $1.5m on severance, $17.3m on
property, $13.3m on impairments and
$1.1m on integration) and recharges
of $7.6m.
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Currency impact

In the actual results, 59% of our the
Enlarged Group revenues is contracted

in US dollars, 22% in Euros, 5% in Sterling,
4% in Yen and 10% in other currencies.

In comparison, 48% of our costs are

US dollar denominated, 17% in Sterling,
18% in Euros, 2% in Yen and 15% in
other currencies.

This weighting of revenue and costs means
that if the US$:Euro or US$:Yen exchange
rates move during the year, the revenue
impact is far greater than the cost impact,
whilst if US$:Sterling rate moves during the
year the cost impact far exceeds the revenue
impact. Consequently, actual US$ profit
before tax can be impacted by significant
movements in US$ to Euro, Yen and

Sterling exchange rates. The impact of
these movements can be seen by the
changes to prior year actual numbers when
they are stated at CCY. Excluding the TAG
numbers the year ended 30 April 2014 CCY
revenue is 3.5% lower at $418.1m and the
Underlying Adjusted EBITDA is 4.3% lower
than the actual numbers at $188.0m. The
currency movement for Sterling, Yen and
Euro against the dollar was a weakening

of 0.2%, 9.2% and 7.7% respectively

when looking at the average in FY2015
compared to FY2014. As we highlighted

in the Integration Review update in April
the US$ has strengthened against all major
currencies during calendar year 2015.
Comparing the average rates experienced

in the current calendar year to the end of
May FY2014 average rates then the currency
movement for Sterling, Yen and Euro
against the dollar was a weakening of
5.3%, 15.9% and 17.1% respectively. If

we were to restate the FY2015 pro-forma
results at these CY2015 exchange rates then
revenues would reduce from $1,326.6m to
$1,268.8m and Underlying Adjusted EBITDA
would reduce from $505.0m to $460.9m.

Intercompany loan arrangements within
the Group are typically denominated in

the local currency of the overseas affiliate.
Consequently, any movement in the
respective local currency and US$ will have
an impact on the converted US$ value of
the loans. This foreign exchange movement
is taken to the consolidated statement of
comprehensive income. The Group's UK
Corporation Tax liability is denominated

in Sterling and any movement of the
US$:Sterling rate will give rise to a foreign
exchange gain or loss which is also taken
to the consolidated statement of
comprehensive income. The foreign
exchange gain for the year is approximately
$9.4m (2014: loss of $4.4m).

Adjusted EBITDA and Underlying

Adjusted EBITDA

Adjusted EBITDA in the year was $357.6m
(2014: CCY $183.6m) and Underlying
Adjusted EBITDA was $348.3m (2014:

CCY $188.0m) at a margin of 41.7% (2014:
CCY 45.0%). The Adjusted EBITDA for the
acquisition made in this year was a $139.4m
before the transaction costs of $26.9m, which
are categorized as exceptional costs within
the Base Micro Focus business. (See below).

On a pro-forma basis for the year ended

30 April 2015, the Enlarged Group delivered
Underlying Adjusted EBITDA of $505.0m
and Adjusted EBITDA of $517.6m. Adding
to this pro-forma Adjusted EBITDA the
$19.6m of Amortization of Development
cost the Enlarged Group had a pro-forma
Facility EBITDA for the year of $537.2m.

Operating profit

Operating profit was $147.2m (2014:
$155.7m). Within the operating profit is
$96.7m (2014: $Nil) of exceptional costs,
Adjusted operating profit was $347.8m
(2014: $187.5m).

Net finance costs

Net finance costs were $55.0m (2014:
$7.9m), of which $2.4m relates to exceptional
costs from the accelerated write-off of the
prepaid facility costs arising on the acquisition
of TAG. Within the net finance costs there

is the amortization of $8.7m of prepaid
facility arrangement, original issue discounts
and facility fees incurred on the Group’s loan
facilities (2014: $1.5m), loan interest and
commitment fees of $44.4m (2014: $6.1m),
interest of $2.6m (2014: $nil) on the
derecognition tax position and other interest
costs of $0.5m (2014: $0.6m) offset by
$1.2m of interest received (2014: $0.3m).

Profit before tax and adjusted

profit before tax

Profit before tax was $91.4m (2014:
$147.8m). The profit before tax was
primarily reduced in the period as a result
of exceptional costs of $99.1m and
increased amortization of purchased
intangibles following the TAG acquisition.

Adjusted profit before tax was $294.3m
(2014: $179.5m). (See below).

Adjusted EBITDA and Underlying Adjusted EBITDA

Year ended  Year ended

Year ended  Year ended  Year ended

30 April 30 April 30 April 30 April 30 April
2015 2015 2015 2014 2014
Existing Acquisitions Actual Actual CCy
$m $m $m $m $m
Actual revenue 418.5 416.0 834.5 433.1 418.1
Adjusted EBITDA 217.8 139.8 357.6 192.0 183.6
Foreign exchange (gain)/loss (9.0) 0.4) 9.4) 4.4 4.4
Net capitalization of
development costs 0.1 - 0.1 — —
Underlying Adjusted
EBITDA 208.9 139.4 348.3 196.4 188.0
Underlying Adjusted
EBITDA margin 49.9% 33.5% 41.7%  453%  45.0%
Adjusted profit before tax
Yearended  Year ended
30 April 2015 30 April 2014
$m $m
Profit before tax 91.4 147.8
Share-based compensation 15.5 12.8
Amortization of purchased intangibles 88.3 18.9
Exceptional costs 96.7 -
Exceptional finance costs 2.4 —
Adjusted profit before tax 294.3 179.5
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Operational and financial review

continued

Taxation

Tax for the period was a credit of $10.0m
(2014 charge of $25.8m) with the Group's
effective tax rate being -11.0% (2014:
17.5%). The effective tax rate (‘'ETR’) on
adjusted profit before tax was 21.2% (2014
19.6%) as set out in the table alongside.

In computing adjusted profit before tax,
$202.9m of adjustments have been made
for the items shown in the adjusted profit
before tax section above, of which the
associated tax is $62.5m.

The other tax items of $9.9m in the table
above relate to $5.1m of benefit from the
recognition of additional US tax attributes
as a result of the acquisition of TAG and

a prior year benefit of $4.8m in respect of
the UK Patent Box and are included within
other tax items to remove these ‘one time’
benefits, thereby giving rise to an underlying
21.2% ETR on adjusted profit before tax.

As a result of the acquisition of TAG, a larger
proportion of the Group's profits are now in
the USA where they are taxed at an effective
rate of approximately 38% (including state
taxes). This has the effect of increasing

the adjusted ETR from 19.6% to 21.2%.

This increase has been largely offset by the
recognition of Patent Box benefits relating
to the current period of $6.0m and the
impact of the financing structure which was
implemented in order to fund the acquisition.

With effect from 1 April 2013, the UK
Government introduced Patent Box
legislation which provides a reduced rate
of tax on profits arising from qualifying IP
rights. As previously highlighted, the Patent
Box presents a significant opportunity for
the Group. As the Group has finalized the
calculation of the Patent Box benefit due
for the year ended 30 April 2014, we are
now in a position to recognize a prior year
benefit of $4.8m as well as an estimate
of the benefit accruing to 30 April 2015
of $6.0m. The Group intends to assess
the extent to which its qualifying patent
portfolio may be increased in the future
through applying for relevant patents.

In addition to the recognition of $5.1m of
deferred tax assets due to the TAG acquisition
as described above, the Group recognized
additional deferred tax assets of $3.3m

(2014: $1.9m) all of which were taken to the
consolidated statement of comprehensive
income. The impact of this recognition gives
rise to a lower ETR for the year.

Effective tax rate

Year ended 30 April 2015

Year ended 30 April 2014

Other Other
Adjust- tax Adjusted Adjust- tax Adjusted
Actual ments items measures Actual ments items measures
$m $m $m $m $m $m $m $m
Profit before tax 91.4 202.9 - 2943 147.8 31.7 - 1795
Taxation 10.0 (62.5) (9.9) (62.4) (25.8) (9.3) — (35.1)
Profit after tax  101.4 140.4 (9.9) 2319 1220 224 - 1444
Effective tax rate -11.0% 21.2% 17.5% 19.6%

The Group’s medium-term effective tax rate
is currently expected to be between 21%
and 25% of adjusted profit before tax.

The Group's cash taxes paid in the period
were a net repayment of $1.8m. The taxes
paid in the period were reduced due to the
following factors:

a) $17.0m of cash was received by TAG in
the post-acquisition period, this related
to receipts from the IRS on settlement
of historic tax audits and repayment
of historic overpayments of tax.

b) Taxes paid in the UK were reduced by
$10.8m as a result of the benefit from
the UK Patent Box regime. The Group
had not factored the Patent Box benefit
into historic instalment payments and
therefore made a lower level of instalment
payments in the current period.

) As previously disclosed, the Group has
benefited from a lower cash rate of tax
in recent years as a result of an on-going
claim with HMRC in the UK, based on
tax legislation, impacting its tax returns
for the year ended 30 April 2009 and
subsequent years. The Group is one
of a number of companies that have
submitted similar claims. HMRC has
chosen a test case to establish the
correct interpretation of the legislation
and we await the outcome of this
tribunal hearing. The Group has taken
no benefit to the consolidated statement
of comprehensive income during the
periods affected and the potential tax
liability is recognized on the Group’s
consolidated statement of financial
position, but has paid reduced cash tax
payments in line with its claim. The cash
tax benefit in the year was $3.6m (2014:
$4.9m) and the total cash tax benefit to
date is $27.2m based on the difference
between the Group’s claimed tax liability
and the tax liability in the consolidated
statement of financial position. Due to
the nature of the claim and the advice
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the Group has received, if HMRC were
successful then it is unlikely that any
penalties would be payable by the Group.
During the period interest of $2.6m

has been accrued in the consolidated
statement of comprehensive income

in relation this item.

When the tax position is agreed with
HMRC then to the extent that the tax
liability is lower than that provided in

the consolidated statement of financial
position, there would be a positive benefit
to the tax charge in the consolidated
statement of comprehensive income in the
year of settlement. The current maximum
benefit including accrued interest of $2.6m
is $31.2m, which equates to 17.4 cents

per share on a fully diluted basis.

Profit after tax
Profit after tax decreased by 16.9%
to $101.5m (2014: $122.1m).

Goodwiill

The largest item on the consolidated
statement of financial position is goodwill

at $2,421.7m (2014: $308.2m) and arose
mostly from acquisition of TAG on

20 November 2014. TAG added $2,113.3m
in the year. The annual impairment review

of goodwill is based on the value in use of
the three Base Micro Focus Cash Generating
Units ('CGUs’) and the TAG business is valued
on a fair value basis. The goodwill is allocated
across these four CGUs and based on the
assumptions used by the board; there is

no impairment of goodwill in the year.

Purchased intangible assets

The acquisition of TAG increased the
Intangible assets by $1,139.4m with the
resultant year-end balance at $1,132.2m
(2014: $92.5m). The Group obtained
external professional assistance in arriving
at the valuation the TAG intangible assets.
The deferred tax liability associated with
these intangible assets was $260.3m.
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Net liabilities acquired on

acquisition of TAG

The net liabilities acquired on 20 November
2014 on the acquisition of TAG, were
$727.1m, being primarily: goodwill and
intangibles of $1,139.4m, cash of $165.9m
offset by deferred income of $594.1m

and bank loans of $1,294.7m (note 39).

Assets of TAG

The other most significant assets within
the TAG businesses in the balance sheet

as at 30 April 2015 are trade and other
receivables of $130.6m, deferred tax assets
of $212.6m and cash of $162.0m.

Liabilities of TAG

The other most significant liabilities within
the TAG businesses in the balance sheet as
at 30 April 2015 are trade and other payables
of $90.3m, short-term deferred income of
$445.8m, long-term deferred income of
$182.6m and pension liabilities of $32.7m.

Return of Value

In December 2014 we completed a Return
of Value to shareholders amounting to
£83.9m ($131.6m) in cash (60 pence per
share, equivalent to 94.02 cents per share),
by way of a B and C share scheme, which
gave shareholders (other than certain
overseas shareholders) a choice between
receiving the cash in the form of income

or capital. The Return of Value was
accompanied by a 0.9285 share consolidation
to maintain broad comparability of the share
price and return per share of the ordinary
shares before and after the creation of the
B and C Shares. As part of the restructuring
resulting from the acquisition we have
created a merger reserve of approximately
$1.4bn, which is expected to become

a distributable reserve in future periods.
This creates flexibility for future Returns

of Value once Net Debt to Facility EBITDA

is below 2.5 times.

As at December 2014 this was the Group's
fourth Return of Value to shareholders
and this brings the total amount returned
to shareholders since 28 March 2011
through share buy-backs, Returns of
Value and ordinary dividends to £554.4m
which represents 87.3% of the Market
Capitalization at that time.

Financing of the Enlarged Group
The indebtedness of both TAG and Base
Micro Focus as at 20 November 2014 was
refinanced as part of the acquisition and

the Net Debt of the Enlarged Group
following Completion of the acquisition

and the Return of Value was approximately
$1,670.0m. On 20 November 2014 a Micro
Focus subsidiary, MA FinanceCo LLC, entered
into a new $2,000.0m credit agreement
comprising a $1,275.0m seven year term
loan B, a $500.0m five year term loan C and
a $225.0m Revolving Facility (together ‘the
New Facilities’). At completion, $1,875.0m of
the New Facilities were drawn down leaving
$125.0m of the Revolving Facility undrawn.

During the year the Group made a voluntary
repayment of $150.0m of the term loan B
and $25.0m of the revolving credit facility.
As at the 30 April 2015 the net debt of the
Enlarged Group was $1,403.6m comprising
gross debt of $1,700.0m, cash balances

of $241.3m (2014: $32.8m) and pre-paid
arrangements fees of $55.1m.

The only financial covenant attaching

to these New Facilities relates to the
Revolving Facility, which will be subject to
an aggregate net leverage covenant only
in circumstances where more than 35%
of the Revolving Facility is outstanding at
a fiscal quarter end. The New Facilities have
been used to finance the Return of Value
and the Refinancing, and to pay fees and
costs arising from the Return of Value, the
acquisition and the Refinancing.

Impact on leverage and interest

cover ratios

At the time of the acquisition the board

was targeting to achieve a Net Debt ratio

of 2.5 times Facility EBITDA within two years
of Completion. At 30 April 2015 it was

2.6 based on the pro-forma Facility EBITDA.
The interest cost of the New Facilities for

the 12 months following completion of the
acquisition is estimated at $87m before the
amortization of loan facility fees and original
issue discounts. This is covered approximately
6.2 times by the Enlarged Group’s pro-forma
Facility EBITDA, which the board considers
to be a comfortable level of interest cover.

Total equity

The total equity of the Group is $1,277.1m
with a merger reserve of $1,168.1m. The
merger reserve was increased by $1,372.7m
as a result of the acquisition of TAG.
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Cash flow

The Group's operating cash flow from
continuing operations was $288.7m
(2014: $206.8m). This represented a

cash conversion ratio when compared

to Adjusted EBITDA less exceptional items
of 110.6% (2014: 107.7%).

At 30 April 2015, the Group’s net debt was
$1,403.6m (2014: $261.0m) and during the
year the Group increased gross borrowings
by $1,903.6m and repaid $522.0m. The
most significant cash outflows during the
year were $1,294.7m to repay the TAG
bank loans, acquisition transaction fees of
$82.7m, $131.6m in respect of the Return
of Value, $40.2m on the cost of securing
the banking facilities, dividends of $72.7m
and interest of $60.1m offset by $165.9m
of cash that was held by TAG.

Dividend

The board continues to adopt a progressive
dividend policy reflecting the long-term
earnings and cash flow potential of Micro
Focus. Our dividend policy is a dividend
cover of approximately two times on

a pre-exceptional earnings basis. The
proposed final dividend is 33.0 cents per
share (2014: 30.0 cents per share) giving
a total proposed dividend of 48.4 cents
per share (2014: 44.0 cents per share)

an increase of 10.0%. If approved by
shareholders, the final dividend will be
paid on 2 October 2015 to shareholders
on the register on 4 September 2015.

Dividends will be paid in Sterling equivalent
to 21.2 pence per share, based on an
exchange rate of £1 = $1.56, being the rate
applicable on 7 July 2015, the date on which
the board resolved to propose the dividend.

Group risk factors

As with all businesses, the Group is affected
by certain risks, not wholly within our
control, which could have a material impact
on the Group's long-term performance and
cause actual results to differ materially from
forecast and historic results.

The principal risks and uncertainties facing
the Group are set out in on pages 26 to 28.

e 0

Mike Phillips
Chief Financial Officer
7 July 2015
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Key performance indicators

The Company uses several key performance indicators internally to monitor the performance of the business against our strategy.
The movements year on year have been explained in the preceding pages. The KPIs that are used with a brief description on how they
are calculated and the results for the year are as follows:

Shareholder returns

Description

Compound Annual
growth rate:

— Since IPO

— Qver last five years
— Over last three years
— Over last year

Metrics Performance

These ratios demonstrate the compound annual growth rate in shareholder returns
2015: assuming reinvestment of Return of Values, but not ordinary dividends. The periods
26.8% covered are to 30 April 2015 from the IPO in May 2005, over the last five years from
21.0% 30 April 2010, over the last three years from 30 April 2012 and over the last year from
42.0% 30 April 2014. We continue to believe that with low single digit revenue growth,
65.8% our industry leading margins and strong cash conversion we are able to deliver

shareholder returns of 15% to 20% per annum over the long-term.

Financial performance
Our financial performance KPIs helped us to monitor our progress towards our 2015 revenue and EBITDA growth targets.

Description Metrics Performance
Revenue growth 2015: 99.6% Revenue comprises total revenues including the contribution of acquisitions

2014: 6.4% and is compared with the prior year at constant currency.
Adjusted EBITDA 2015: 42.9% Adjusted EBITDA is the Adjusted Operating Profit prior to depreciation and
margin 2014: 43.9% amortization of purchased software. The Adjusted EBITDA margin represents

Adjusted EBITDA divided by revenue for the year on a constant currency basis.

Underlying Adjusted 2015: 41.7% Underlying Adjusted EBITDA removes the impact of net capitalization of development
EBITDA margin 2014: 45.0% costs and foreign currency gains and losses from Adjusted EBITDA. The Underlying

Adjusted EBITDA margin represents Underlying Adjusted EBITDA divided by revenue
for the year on a constant currency basis.

Cash conversion

2015: 110.6% This ratio is calculated using the cash flows generated from operating activities

2014: 107.7% divided by Adjusted EBITDA less exceptional items — the result indicates that the
Group is generating cash from its on-going business which can be used to reinvest
in the development of the business including financing acquisitions, funding
liabilities and paying dividends to shareholders.

Diluted Adjusted EPS

2015: 129.43c Diluted Adjusted EPS is calculated by taking profit after tax, prior to exceptional items,
2014: 97.48c amortization of purchased intangibles and share-based compensation charges, and
tax attributable to these charges divided by the weighted average number of fully
diluted ordinary shares in issue during the year. This measure indicates the ability
of the Company to continue to adopt a progressive dividend policy.

Financial strength and capital discipline

Our financial strength and capital discipline KPIs are used to monitor our gearing and interest cover levels. Our target Net Debt
to Facility EBITDA ratio is 2.5 times. On Completion of the acquisition of TAG we were at 3.3 times on a pro-forma basis and by
30 April 2015 this had reduced to 2.6 times on a pro-forma basis.

Description

Net debt to Facility
EBITDA

Metrics Performance

2015: 2.6 times Net value of cash less borrowings expressed as a multiple of the pro-forma
2014: 1.3 times Facility EBITDA.

Interest cover

2015: 4.0 times Adjusted Operating Profit expressed as a multiple of finance costs.
2014: 29.3 times

Micro Focus International plc Annual Report and Accounts 2015
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Growth metrics

Following the announcement of the acquisition of TAG, we set out a four phase plan that envisaged a reduction in revenue in FY16,
stabilization of revenue in FY17 and growth in FY18. Our strategy is to grow overall revenue by low single digit in the medium-term.
The table below includes the four key areas where we are focusing on for revenue growth.

Description

Organic revenue
growth

Metrics

2015: (1.7%)
2014: (0.4%)

Performance

Organic revenue comprises total revenues excluding the impact of acquisitions done
in the last two years compared with the prior year at constant currency.

Acquisitions revenue

2015: $416.0m

2014: $31.1m

On 20 November 2014 we acquired TAG. Their revenue post acquisition was
marginally ahead of expectation.

SUSE revenue

2015: $221.5m
2014: $199.9m

This is the total revenues for the SUSE product portfolio compared with the prior
year at CCY.

Visual COBOL 2015: $22.6m This is Licence revenues for the Visual COBOL products compared with the prior
Licence revenue 2014: $16.4m year at constant currency.

Enterprise 2015: $14.0m This is the total Licence revenues for the Enterprise suite of products within
Licence revenue 2014: $18.3m Mainframe Solutions compared with the prior year at constant currency.
Identity Access 2015: $45.1m This is the total Licence revenues for the relevant suite of products.

and Security 2014: $52.4m

Licence revenue

Research and

development as
a percentage of
Licence revenue

2015: 30.0%
2014: 33.1%

This ratio measures the amount spent on research and development prior to the
impact of capitalization and amortization of development costs and current year
acquisitions development costs divided into Licence revenue (excluding current
year acquisitions) on a constant currency basis.

Customers

Satisfied customers are incredibly important, and measuring what percentages choose to maintain their support with us each year
is an effective way of determining whether we meet their needs.

Description

Renewal rates on
Maintenance contracts

CD

MS
Borland
CORBA
Niche

Metrics

2015:
93%
92%
86%
78%
78%

2014:

90%
90%
83%
81%
66%

Performance

Customer retention is an important measure as it supports the Maintenance revenue
streams going forward. Renewal rates are calculated as the value of Maintenance
contracts which were renewed in the period divided by the value of contracts which
were potentially renewable in the period. The prior year numbers for the acquired
businesses are not available. For FY16 renewal rates will be provided in the new
portfolio categories.
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Principal risks and uncertainties

The Group, in common with all businesses,
could be affected by risks that could have

a material effect on its short and longer-term
financial performance. These risks could cause
actual results to differ materially from forecasts
or historic results. Where possible, the Group
seeks to mitigate these risks through its
system of internal controls but this can

only provide reasonable assurance and not
absolute assurance against material losses.

With regard to the Group's objectives,

the board and executive management team
have identified and prioritized the key risks
and reviewed the controls in place for
management to mitigate those risks.

On 20 November 2014 the Group
completed the acquisition of TAG, a
transformational transaction for the Group.

The Group recognized the inherent risks

in relation to the integration of the TAG
business. It may encounter integration
challenges and unexpected costs. The
integration may take longer to achieve

than planned. In addition the Group’s
management and resources may be diverted
away from its core business activities due

to personnel being required to assist in the
integration process. There is a risk that the
anticipated benefits arising from the growth
opportunities, operational efficiencies and
synergies may fail to materialize, or they may
be materially lower than estimated which
may have an adverse impact on the financial
condition of the Group. The Group sought
to mitigate these risks by putting in place
detailed integration plans with a dedicated
integration team focused on monitoring
and driving the integration.

A full risk register has been developed for
on-going evaluation and mitigation and the
following are the other key risks, potential
impacts and mitigations that are relevant to
the Group as a provider of software products
and associated services.

Please also refer to the section on internal
controls within the corporate governance
report on pages 38 to 41.

Principal risks for the Group have been
identified in the following four categories —
Products, Go to Market models, Competition
and Employees.

Products

Risk

To remain successful the Group must
ensure that its products continue to meet
the requirements of customers.
Investment in research and innovation

in product development is essential to
meet customer and partner requirements
in order to maximize revenues and
corporate performance. The Group has

a large number of products, at differing
stages of their life cycle. The extent of
investment in each product set needs to
be managed and prioritized considering
the expected future prospects.

Potential impact

If products do not meet the requirements
of customers they will seek alternative
solutions, resulting in the loss of new
revenue opportunities and the cancellation
of existing contracts. Insufficient focus

on key research and development projects
may damage the long-term growth
prospects of the Group.
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Mitigation

In the year ended 30 April 2015 we
continued to improve the interaction
between Product Management, Product
Development and Sales and Marketing.
The Group has developed a structured
approach to managing its products,
which will be further enhanced during
the year ended 30 April 2016.

During the year ended 30 April 2015

the Group strengthened its product
portfolio through the acquisition of TAG
with the addition of NetlQ, Attachmate,
Novell and SUSE product portfolios. All
of the Group’s products will be managed
through the global product management
and development organization, with

a geographic Go to Market organization.
Fundamental to this approach is an
analysis of the individual products, their
markets, customers and growth potential.
The Micro Focus, NetlQ, Attachmate and
Novell products will be managed as

a portfolio under Micro Focus, with

a defined strategy, target market

and growth profile for each product.
Respecting the different characteristics
of the Open Source market the SUSE
product portfolio will be managed
separately and dedicated resources

will be focused on the development,
customer care and sales and marketing.
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Go to Market models

Risk

For the Group to succeed in meeting
revenue and growth targets it requires
successful Go to Market models across
the full product portfolio, with effective
strategies and plans to exploit channel
opportunities and focus the sales force
on all types of customer categories. In
addition, effective Go to Market models
will be more successful if accompanied
by compelling Micro Focus and SUSE
marketing programs.

Potential impact

Poor execution of Go to Market plans
may limit the success of the Group by
targeting the wrong customers through
the wrong channels and using the wrong
product offerings.
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Mitigation

Revenue plans are supported by a

range of measures to monitor and drive
improvements in Go to Market operating
models. In addition to quarterly business
reviews with all geographies and monthly
reviews with regional presidents, the
President of Sales for Micro Focus and
SUSE participate in their respective
weekly management team meetings

to review sales performance and

Go to Market priorities.

Customer sales cycles are reviewed
regularly and a bid review process is in
place to monitor and maximize customer
revenue opportunities. In addition to
sales performance reviews, marketing
and product development programs

are assessed regularly to optimize levels
of qualified pipeline and ensure that
marketing programs are supported

by appropriate product offerings.

A series of measures are in place to focus
the direction of the sales force towards

a broad range of customer categories.
These measures include detailed bid
management, tailored quota targets

and robust pre-sales management.

In addition, marketing programs

are in place and reviewed on an
on-going basis to draw on differentiated
and consistent PR plans across key
geographies. These are supported

by targeted industry analyst relations

to reach and raise Micro Focus and
SUSE brand awareness through

key marketplace influencers. Brand
building is also supported by a growing
customer reference programs and
online programs such as effective search
engine optimization, use of social media
and improved corporate websites.

In the year ended 30 April 2015

we continued with the internal sales
certification program, to improve the
level of expertise across our sales force.

In the year ended 30 April 2015 we
continued with the Micro Focus Sales
Academy, the initiative through which
we hire graduate sales representatives
to enhance our sales capability and train
up new talent with the potential to
progress within the sales organization.
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Principal risks and uncertainties

continued

Competition

Risk

Comprehensive information about the
markets in which Micro Focus and SUSE
operate is required for the Group to
assess competitive risks effectively

and to perform successfully.

Potential impact

Failure to understand the competitive
landscape adequately and thereby identify
where competitive threats exist may
damage the successful sales of the
Group's products.

Mitigation

Group product plans contain analysis
of competitive threats and subscriptions
to industry analyst firms are leveraged
to better understand market dynamics
and competitor strategies. In addition,
customer contact programs are mined
for competitive intelligence.

Employees

Risk

The retention and recruitment of
highly skilled and motivated employees,
at all levels of the Group, is critical

to the success and future growth of
the Group in all countries in which it
currently operates. Employees require
clear business objectives, and a well
communicated vision and values, for
the Group to achieve alignment and

a common sense of corporate purpose
among the workforce.

Potential impact

Failure to retain and develop skill sets,
particularly in sales and research and
development may hinder the Group'’s
sales and development plans. Weak
organizational alignment and inadequate
incentivization may lead to poor
performance and instability.
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Mitigation

The Group has policies in place to
help ensure that it is able to attract and

retain employees with the required skills.

These policies include training, career
development and long-term financial
incentives. Leadership training schemes
are in place to support management
development and succession plans.
Following the acquisition of TAG on
20 November 2014 a renewed vision
and corporate objectives was shared
throughout the organization and
continues to be reinforced through
regular employee communications
plans and performance reviews.

As well as the Micro Focus Sales
Academy to attract new talent to

the sales organization a Development
Academy was launched during the

year ended 30 April 2015, focused

on addressing areas of potential medium
to long-term skills shortages within

the development organization.

Succession plans are being developed
for key leadership positions within the
Enlarged Group.
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Corporate social responsibility

Micro Focus is committed to complying
with relevant corporate social responsibility
('CSR’) legislation across its global
operations and strives to achieve standards
over and above required levels.

CSR activities are monitored and planned

in four key areas: the environment, charity
and community support, the marketplace
and suppliers, and employees and ethics.
The Corporate Responsibility Policy can

be found on the Micro Focus website
(www.microfocus.com/about/responsibility).

On 20 November 2014, Micro Focus
completed its acquisition of TAG. TAG was
approximately three times larger than Micro
Focus in terms of employee numbers and
approximately 2.2 times as large in terms
of revenues generated on an annual basis.
This corporate development has had a

very significant impact on the scale of the
Company's operations and consequently

the CSR program is developing to address
this change.

During the year ended 30 April 2015 the
CSR committee met three times to agree
priorities and progress activities and the
CSR program was reviewed at two board
meetings during the year. Karen Slatford,
the senior independent non-executive
director, is responsible at board level for
CSR and also participates in CSR committee
meetings. Tom Virden, a non-executive
director, has recently joined the CSR
committee to provide additional board
level input.

Micro Focus products can help customers
to reduce their IT carbon footprint and
these benefits feature in conversations with
existing customers, prospects, partners and
suppliers. Employees regularly participate in
CSR initiatives and internal communications
regularly feature CSR topics.

CSR progress in the year ended 30 April 2015

Micro Focus continues to be a member

of the FTSE4Good Index, the responsible
investment index calculated by global index
provider FTSE Group.

During the year, Micro Focus was awarded
‘Carbon Trust Standard’ re-certification
for the second period in succession as

a result of continued progress to reduce
environmental emissions and as part of an
ongoing commitment to the Carbon Trust.

Outlined below is the CSR progress

that Micro Focus has made in the year
ended 30 April 2015 across the four focus
areas, with additional focus this year

on the Greenhouse Gas Emissions
reporting requirements.

Environment

Micro Focus continues to strive for
energy efficiencies to drive down our
total energy consumption. We consider
this to be the true measure of energy
conservation — the less we need, the

less we consume. Awareness of energy
consumption is raised by sharing our data
and seeking employee guidance on how
to reduce our consumption within the
boundaries of our operational control.

In this reporting year we have extended
our partnership with the Carbon Trust
and entered into the UK Energy Savings
Opportunity Scheme (‘'ESOS’) as early
adopters to ensure we maximize the
benefits that an ESOS Audit can produce.
We will use the audit findings in our
energy roadmap for driving down our
carbon output as we move forward.

Micro Focus products and services

help customers to reduce their carbon
footprint and adopt carbon friendly IT
strategies by enabling greater efficiency
and longer life from existing technology
and equipment. In addition to offering
organizations alternative strategies to
rip and replace’ IT policies, Micro Focus
continues to develop its own policies

to record, monitor and achieve
improvements in its own carbon
footprint. TAG, acquired by Micro Focus
in this financial year, did not collect the
data required for environmental

disclosure. Therefore, for the 2015 financial
year, Micro Focus is disclosing relevant
information relating to the base Micro Focus
business, and will move to total Group
reporting in the year ending 30 April 2016.

Key points for the 12 months to 30 April 2015:

— Recognition of Micro Focus’ continued
success in reducing environmental
emissions, resulting in the award of the
re-certification of the ‘Carbon Trust
Standard’ for a second consecutive period;

— Establishing processes to enable a
submission for Certification of Waste
and Water, where eligible to join the
scheme. Currently, consumption of
water levels are below the threshold for
reporting, but consumption monitoring
will be put in place in FY16 as part of
an environmental dashboard for internal
reporting. The Carbon Trust externally
verifies Micro Focus data within its
certification assessment processes;

— At the time of writing, the Carbon Trust
is in the process of compiling the results
of our ESOS audit — we will integrate this
into our energy roadmap for FY16 once
evaluated and a strategy is in place;
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— Sixth year of commitment to the
Carbon Disclosure Project (‘'CDP),
underlining our commitment to
further promote and manage emission
reductions across our global facilities;

— Scope 1 and Scope 2 emissions
reported to CDP;

— Scores have improved year on year
since joining in 2009. In this reporting
period Micro Focus will be reporting a
1% absolute reduction in year on year
consumption within this year’s CDP
submission, and Micro Focus’ response
will be extended to include Supply
Chain and Water measures;

— Ongoing commitment to promote
electronic product distribution has
seen Micro Focus hit an all-time
average high for the year (at 97.7%
of all distribution), with only 2.3%
delivered to customers via physical
distribution of products;

— Continued program of positive global
procurement in sourcing, replacing
and refurbishing facility energy
systems in accordance with energy
efficiency standards (EN656);
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Corporate social responsibility

continued

Environment continued

— Further improvements across all
locations either by moving to modern
more efficient office environments
or by improving the assets already
deployed. Part of Micro Focus' decision
making process when sourcing
locations is to identify LEED ratings
wherever possible. In recent years
four premises moves have been from
buildings with no LEED rating to sites
with Silver, Gold and Platinum ratings;

— Continued landlord performance
monitoring in all locations where
Micro Focus operations are sited
in multi-tenant premises;

— Further work has been undertaken
to continue the consolidation of
our data-centre power optimization
thereby improving efficiencies and
reducing cost and consumption.
With the acquisition of TAG, this
work will be further enhanced to
reduce the quantity of dedicated
server ‘environments’ across the
wider Group to significantly reduce
the footprint; and

— During this reporting year Micro Focus
has continued the roll out of recycling
across the organization and processes
are being adapted to monitor, measure
and report these results in future.

Greenhouse Gas Emissions (‘GHG')
Our aims remain consistent in our
approach to GHG - to reduce our
emissions year on year. At the time of
writing this report we have just received
our ESOS Audit report and look forward
to implementing its findings to assist

us with this challenge, embracing ESOS
early, to maximize the benefit from the
audit and to comply with legislation.

For this reporting year we have maintained
our methodology for reporting Scope 1
and Scope 2 emissions. On a like for like
basis Micro Focus achieved a 3.7%
reduction in energy consumption for this
reporting year. On an actual basis, due
to organizational boundary changes, in
Singapore, Australia, Linz and UK, the
decrease in emissions from the previous
period reduces to an overall decrease

of 1.2%.

We have also put procedures in place to
enable us to measure elements of our Scope
3 emissions. However, as anticipated, the
increased business travel required to complete
the acquisition of TAG and to manage the
integration of new operations has seen an
increase in Scope 3 emissions. We consider
this year’s data to be a good year zero for
Scope 3 emissions and will benchmark based
on this going forward. We will continue to
monitor and develop our plans in FY16.
Business travel will be minimized as
appropriate, using collaboration tools across
our organization to deliver less need for travel
and by default, less carbon emissions.

This section includes Micro Focus’
mandatory reporting of GHG pursuant
to the Companies Act 2006 (Strategic
Report and Directors Report)
Regulations 2013

Reporting year

The GHG reporting year is the same as
Micro Focus' fiscal year being 1 May 2014
to 30 April 2015 to align with Financial
Reporting and the relevant Carbon
Disclosure Project Reporting timeframe.

Organization Boundary & Responsibility
In accordance with the definitional
requirements of the ‘regulations’, in respect
of emissions for which Micro Focus is
responsible, emissions data is reported
using an Operational Control approach

to define the Organizational Boundary.

All material emission sources which Micro
Focus deems to have operational control
over are in scope. These sources are defined
as the purchase of electricity, heat, steam
or cooling for the operation of facilities and
the combustion of fuel for that operation
of facilities. Processes are being established
to track other sources of emissions such as
commercial flights for business travel, which
is not presently covered in this data.

Methodology

The methodology used to calculate emissions
is based on the most current set of regulations
published by the Department for Environment
and Rural Affairs (‘DEFRA’) dated June 2013.
Wherever possible, the energy companies’
most current ‘Energy Fuel Mix’ calculations
have been utilized, with DEFRA's conversion
factors being applied on to the remainder, in
order to calculate total global GHG emissions.
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Scope of reporting emissions

As referenced above, during this
reporting year Micro Focus acquired
TAG. Consequently, our operational
infrastructure approximately trebled in
size. On a like for like basis Micro Focus’
energy consumption was lower than the
previous reporting year by 1.5%. Our
intention is to utilize the same best
practice across the entire real estate

in FY16 and staff will once again be
targeted to reduce emissions.

TAG had no environmental reporting
requirements or tools to monitor and
measure energy consumption. We are
now working to implement the same
systems and processes that Micro Focus
has been using to have these operational
across the entire organization. The
objective is to have these in place for

a full year of reports and year on year
comparisons for the next reporting year.

We are already working on boundary
improvements to help reduce the
merged Company’s carbon footprint

by reducing the overall real estate of

the wider Group by integrating locations
wherever possible. This work will
continue into FY16 and beyond.

Micro Focus reports emissions data on
all locations where available, irrespective
of the size of the Micro Focus facility.
For smaller locations where no such
data is available from managed serviced
offices, or where Micro Focus is part of
a multi-tenant occupancy building, or
where staffing levels are less than 10, the
mean average per head is extrapolated
out from all other locations. Locations
where this approach has been taken are:

Actual emissions data used — Newbury
(UK), Belfast (Northern Ireland),
Singapore, Rockville (US). The following
locations are out of scope due to size
and or lack of availability of information:

Average UK COz/head multiplied by
headcount — Ismaning (Germany), Hanau
(Germany), Haifa (Israel), Dublin (Ireland),
Madrid (Spain), Sofia (Bulgaria), Atlanta
(US), Santa Clara (US), Chicago (US), Austin
(US), Tokyo (Japan), Melbourne (Australia),
Troy (US), New Delhi (India), Mumbai
(India), Hong Kong (China), Shanghai
(China), Beijing (China), Seoul (Korea), Paris
(France), Schiphol (Netherlands), Brussels
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Environment continued

(Belgium), Oslo (Norway), Rome (Italy),
Milan (taly), Linz (Austria), Sydney
(Australia) and Sao Paulo (Brazil).

Where the data is not available, the
same intensity ratio is used for the
location on a headcount basis.

The following locations that have been
inherited as part of the TAG acquisition
are out of scope for this year’s report:

Melbourne (Australia), Sydney (Australia),
Sao Paulo (Brazil), Zurich (Switzerland),
Beijing (China), Guangzhou (China), Praha
(Czech Republic), Dusseldorf (Germany),
Munich (Germany), Nuremberg (Germany),
Copenhagen (Denmark), Madrid (Spain),
Paris (France), Bracknell (UK), Hong Kong
(China), Bangalore (India), Mumbai (India),
New Delhi (India), Dublin (Ireland), Ennis
(Ireland), Galway (Ireland), Milan (Italy),
Tokyo (Japan), Seoul (Korea), Alphen

aan den Rijn (Netherlands), Rotterdam
(Netherlands), Taipei (Taiwan), Bellingham
(US), Cambridge (US), Houston (US), Provo
(US), Raleigh (US), Seattle (US), Vienna
(US), Johannesburg (South Africa), Buenos
Aires (Argentina), Brisbane (Australia),
Brasilia (Brazil), Brussels, (Belgium),
Montreal (Canada), Toronto (Canada),
Shanghai (China), Shenzhen (China), Lyon
(France), Edinburgh (UK), Luxemburg
(Luxemburg), Rome (Italy), Kuala Lumpur
(Malaysia), Oslo (Norway), Auckland (New
Zealand), Lisbon (Portugal), Stockholm
(Sweden), Istanbul (Turkey), Brighton, (US),
Lisle (US), Plano (US), South Euclid (US),
Loveland (US), St Louis (US), Cape Town
(South Africa).

Intensity ratio

To achieve a global picture of emissions,
whilst recognizing that not all of locations
can be in scope, an intensity ratio of CO2
per tonne/per head has been used. As
not all entities are revenue generating
and not all can calculate emissions,

this ratio should demonstrate a more
comprehensive assessment.

2016 Targets

In this reporting year Micro Focus’
expectation was to achieve a 1% reduction
in emissions for FY15. This has been
exceeded and the results show a figure

of 1.2% was achieved on a like for like basis.

The focus for FY16 will continue with a
similar approach to achieve a target of 1%

reduction across the organization, comparing
it on a like for like basis, to negate the impact

of further organizational boundary changes.

GHG Emissions (Tonnes e-COz)

Although we have listed the inherited
TAG properties as out of scope for

this reporting year, we have attributed a
carbon figure to the Group for the period
based on the total headcount at the end
of this reporting year.

During this reporting year we have
continued our commitment to both

CDP and the Carbon Trust, achieving
recertification with the Carbon Trust
based on our continued absolute
reduction in energy consumption.

We have maintained our capital budget
for investment in energy saving initiatives
to help us drive further reductions.

Rockville 14 59.0
15 I 62.5
Singapore 14 49.9
15 I 94.0
Sydney 14 22.0
15 | 6.1
Linz 14 1111
15 N 66.1
UK 14 519.9
15 I 482.0
Tonnese-CO; 0 100 200 300 400 500 600 700 800
Total Energy Consumption (Metered) KWhrs
Rockville 14 119,307
15 126,357
Singapore 14 100,918
15 190,166
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Linz 14 224,861
15 133,718
UK 14 3,090,662
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Year on Year Comparisons for Energy Consumed and Carbon Emissions
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Change in

FY15 FY14 %

GHG Emissions (Tonnes e-COz2) 710.70 761.90 -6.7%
Estimated Total GHG Emissions (Ktons e-COz) 2.50 350 -27.5%
GHG Emissions per employee (Tonnes e-CO>) 0.80 0.81 -2.1%
Total Energy Consumption (Metered) MWhrs 3,538.20 3,580.3 -1.2%
Energy Consumed (Metered) KWhrs per employee 5,838.70 5,594.30 4.4%
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Corporate social responsibility

continued

Charity and community support

Micro Focus continues to support its
employees’ charity and community
involvement in two ways:

— Firstly, on a funds-matching basis
for selected charity initiatives; and

— Secondly, by allocating a number of
employee days per month by teams
or individuals to directly benefit a
chosen charity or community initiative.

Employee engagement is actively
encouraged, along agreed criteria and
guidelines. A global charity was selected
by the charity committee for the first half
of the year, with the focus in the second
six months turning to a number of local
charities to achieve a balance between
international and country level fundraising
initiatives. All initiatives follow core
themes of education and local
community support.

The total level of funds raised and
contributed was more than $100,000.
$39,700 on local causes across seven
countries, $49,600 on international
causes and $12,800 on national causes
in UK, USA and lItaly.

The local ‘project grants’ initiative was
continued for the third year and in the last
12 months just under $38,000 supported
14 charity or community organizations with
wide geographic spread across Micro Focus
Group operations around the world.
Projects included:

— 'The Harbor’ in Detroit, US, is a once
abandoned, now restored school
transformed into a recreational facility
which provides children with a safe place
to learn and stay off the streets of Detroit
after school;

— The Rabboni Mercy Trust — contributing
to the education and welfare of
impoverished children in India;

— Supporting a local Soup Kitchen in
North America;

— Providing educational tools and sports
equipment to a charity working with
fostered children in North America —
helping to get children off the streets; and

— Providing new IT equipment, desks
and chairs for a local orphanage in
Sofia, Bulgaria.
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Global charity fundraising in the first six
months was focused on Doctors Without
Borders raising a total of $13,000 to
support the work done in West Africa in
response to the Ebola crisis. An additional
corporate donation of $10,000 was
granted to boost the efforts required.

An additional crisis donation of $25,000
was committed in the second half of the
year to contribute to the aid required

to support the disaster in Nepal.

During the second half of the year
fundraising covered a broad range of
local charities and initiatives supported
around Micro Focus operations in seven
countries, selected within the guidelines
of education and community support.

Throughout the 12 month period,
employee communications initiatives
have promoted and publicized charity
initiatives including regular updates on
the charity page and the front page
of the Company’s Intranet.
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Marketplace and suppliers

Micro Focus products and services can
help organizations lower their energy
impact and customers often benefit
from a lower carbon footprint.

Suppliers to the Group are sent Micro
Focus' Corporate Social Responsibility
charter and are encouraged to follow
carbon responsible practices. In addition,
the Company currently operates a
Supplier Review Program and part of
that program is to request the details of
the supplier's Environmental credentials.
At initial engagement with all suppliers
information is requested to improve
understanding of their environmental
position and policies. This Supplier Review
Program is being rolled out across the
Enlarged Group during FY16.

Employees and ethics

During the year ended 30 April 2015,
Micro Focus has continued to develop

a culture that provides a rewarding

and enjoyable working environment

for employees who in turn are able to
develop their careers in a professional

and successful organization. The
development of talent delivers an essential
base from which the Group can achieve
its objectives. During the year, recruitment
and retention programs have continued
to develop through comprehensive
training and performance management
initiatives across the organization.

The acquisition of TAG in November
2014 transformed the size of the
organization. Integration of the business
was deferred until the start of the new
financial year beginning in May 2015
and integration of teams and culture

in the forthcoming year will give new
opportunities for development.

— Key HR metrics at 30 April 2015:

— Total number of employees
worldwide — 4,295 (4,264 full time
equivalent ‘FTE");

— Total workforce worldwide — 4,787
including temporary/contractors
(4,709 FTE),

— Percentage of women — employees
worldwide — 27.9% (2014: 27.9%);

— Percentage of women — senior
management — 162 employees:
13.2% (2014: 14.8%); and

— Percentage of women — governance
body — 30.0% (including Company
Secretary, three out of 10) (2014:
22.2%).

— Micro Focus continues to strive for a

diverse range of candidates for new roles;

— A second Micro Focus Sales Academy was

held in June 2014 (the first was launched
in 2013) to hire and train graduate level
recruits with identified potential for sales
roles. This year, 29 new trainees enjoyed
an intensive 13 week training program,
and graduates were deployed into sales
teams worldwide;

— Following the success of the Sales

Academy, Micro Focus launched a
Development Academy, with 13 new
graduates from around the world being
hired as product development trainees

in September 2014. They enjoyed an
intensive eight week program of product,
development and process training, along
with soft skills and cross department
education, before returning to take

up new roles in their home countries;

— A half year bonus was paid to 743

eligible Base Micro Focus employees.

A full year bonus was paid to 742 eligible
Base Micro Focus employees and 2,383
eligible TAG employees;

— For Base Micro Focus comprehensive

six monthly and full year performance
management reviews of all non-sales
employees. 95.9% of employee
population completed a half year
performance management plan (‘PMP’)
and PMPs are on-going for the full year.
It is intended to roll this PMP program
out to the Enlarged Group in FY16;
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— International Share Save roll-out

continued. Following the TAG
acquisition, the scheme has been
made available to an additional 2,461
employees, with 419 (17%) choosing
to participate. This low take-up of the
initial offer by the larger number of
new TAG employees diluted the overall
participation rate compared to 2014.
At 30 April 2015 Share Save was
available to 78.3% of employees,
with participation at 27.4% of eligible
employees in 22 countries worldwide
(compared with 96.0% and 34.5%
at 30 April 2014);

An updated Professional Charter,
which outlines how employees behave
professionally when dealing with

both internal and external customers,
was launched following the acquisition
of TAG;

A Compliance Charter was launched
publicly, which sets out the principles by
which the staff engage with customers
regarding licence compliance;

Expanded employee communications
activities were introduced following
the acquisition of TAG, with broader
sharing of All Hands meetings,
increased email updates and

intranet features;

The Group maintained excellent record
in health and safety matters for all
employees (no reportable incidents

in the last 12 months); and

There has been continued commitment
to ensuring compliance with anti-
bribery, data protection and market
abuse and insider dealing laws. This
has included our Global Anti-Bribery,
Corruption, Market Abuse and Fraud
Awareness course being completed

by all employees of TAG and also the
continuance of ongoing compliance
checks during the period.
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Corporate governance

Executive Chairman’s introduction

The board of Micro Focus International plc
is committed to delivering outstanding
shareholder returns and believes this is
underpinned by high standards of corporate
governance and a strong corporate
governance framework. To support this
framework, the board has established

and embedded procedures and processes
throughout the whole Group.

During the financial year ended 30 April
2015, the Company acquired TAG on

20 November 2014 (‘Completion’) and

as part of the acquisition, TAG's parent
company; Wizard Parent LLC was issued
shares in the Company equivalent to
approximately 40% of the enlarged capital
of the Company. Prescott Ashe, Managing
Director of Golden Gate Capital and David
Golob, Partner and Chief Investment Officer
at Francisco Partners, joined the board as
non-executive directors on Completion.

To ensure an appropriate balance between
independent and non-independent
directors, Stephen Murdoch stepped down
from the board on Completion whilst
remaining as an employee of the Enlarged
Group and a key member of the Enlarged
Group's executive committee. Additionally,
Karen Geary was appointed on 8 January
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2015 as an independent non-executive
director which has increased the number of
independent non-executive directors from
four to five. Tom Skelton will be retiring
from the board at the AGM in September
2015 after nine years' service and a

search for a replacement independent
non-executive director has already started.

In April 2014, the Company announced, in
relation to succession planning for my role
as Executive Chairman, that there would

be a transition back to the separate roles of
Chairman and Chief Executive Officer in the
following 12 to 24 months. Over the coming
10 months the board will continue to
evaluate the orderly separation of the roles
of Chairman and Chief Executive Officer.
Internal and external candidates will be
evaluated for the role of Chief Executive
Officer whilst at all times aiming to ensure
appropriate continuity and continued focus
on performance. | believe that the board is
well balanced, with a broad range of skills
and a good understanding of the market in
which we operate and the challenges which
we face. During the next financial year, we
will continue to review proactively the
business decisions made and the governance
framework in which we operate.

.

Kevin Loosemore
Executive Chairman
7 July 2015
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Board of directors

Executive directors

Non-executive directors

Committee memberships

*  Audit committee
T Remuneration committee
¥ Nomination committee

Kevin Loosemore, 56
(Executive Chairman) ¥

Kevin was previously non-executive Chairman of Morse
plc, a non-executive director of Nationwide Building
Society and a non-executive director of the Big Food
Group plc. His most recent executive roles were as
Chief Operating Officer of Cable & Wireless plc,
President of Motorola Europe, Middle East and Africa,

Mike Phillips, 52
(Chief Financial Officer)

and before that, he was Chief Executive of IBM UK
Limited. Kevin was appointed non-executive Chairman
of the Company in 2005 and Executive Chairman in
April 2011. He has a degree in politics and economics
from Oxford University.

Mike joined Micro Focus on 7 September 2010 and

was previously Chief Executive Officer at Morse plc,
following his initial role as Group Finance Director.

Mike left Morse plcin July 2010 following the
turnaround and successful corporate sale to 2e2 in

June 2010. From 1998 to 2007, Mike was Group Finance
Director at Microgen plc and played a lead role in the
transformation of the company to an international

Karen Slatford, 58
(Senior independent
non-executive director) *t#

software and services business with sustainable

and profitable growth. Earlier roles include seven

years corporate finance work at Smith & Williamson,
as well as two years at PricewaterhouseCoopers where
he led the UK technology team, reporting to the global
Head of Corporate Finance for the Technology Sector.
Mike began his career at Peat Marwick Mitchell & Co
(now KPMG).

Karen is Chair of Volex plc, The Foundry, a leading
special effects software company and non-executive
director of Intelliflo Ltd. Prior to her current board
responsibilities, she has held various roles at board
level since 2001 at a range of technology companies,
including e-conomic international, Cambridge
Broadband Networks Ltd, Portwise AB, Via Networks,
Inc., Compel Group plc, HAL Knowledge Systems
and Stepstone ASA. Karen began her career at ICL

Richard Atkins, 63
(Independent non-executive director) *t

before spending 20 years at Hewlett-Packard, where in
2000 she became Vice President and General Manager
Worldwide Sales & Marketing for the Business Customer
Organization, responsible for sales of all Hewlett-
Packard’s products, services and software to business
customers globally. Karen holds a BA Honours degree

in European Studies from Bath University and a Diploma
in Marketing.

Richard is currently a non-executive director of Aon
UK Limited and Chairman of Acora Limited, Entanet
International Limited and Miles 33 Limited. He was
previously a non-executive director at Compel plc,
Morse plc, Global Crossing (UK) Telecommunications
Ltd, Global Crossing (UK) Finance plc and Message
Labs Ltd. He was previously non-executive Chairman
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of TripleArc plc, Easynet and 7city. He has spent the
majority of his career within the IT industry, most
recently at IBM Global Services, where he held a
number of senior general management positions.
Richard qualified as a Chartered Accountant with
Ernst & Young.
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Tom Skelton, 54
(Independent non-executive director) *t#

Tom is currently Chief Executive Officer of Surescripts
LLC, a leading healthcare information technology
business. Before joining Surescripts he served as Chief
Executive Officer for the Foundation Radiology Group
and as a founding member of Confluence Medical
Systems, a healthcare and technology consulting
partnership. Previously, he served as Chief Executive

Tom Virden, 57
(Independent non-executive director) *t

Officer of Misys Healthcare Systems from January 2002
until March 2007 and as a director of Misys plc. Prior to
that, he was Chief Executive Officer of Medic Computer
Systems, a US based software company focused on the
healthcare information technology market. He earned
his BSBA from Robert Morris University, Pittsburgh, PA.

Tom is a non-executive director of technology start-up
Sweetbeam. He began his career at Apple Inc and held
a range of leadership roles in market development and
product marketing, including the leadership of the
company's introduction to Small Business and the Music
industry. More recently, Tom was a non-executive director
of Atari SA and International Business Development
Director at lastminute.com with responsibility for
International Strategy for the company and launching
subsidiaries and fully localized sites in France, Germany,
Sweden, ltaly, Spain, Netherlands, Australia and Ireland.

David Golob, 47
(Non-executive director)

Prior to that, he was Vice President, Marketing at
Digidesign, a California company that brought digital
multitrack recording and editing to personal computers.
Tom has also started and led a number of technology
companies including Katz Media SARL, Virtual European
Office (VEQ), and most recently, Boatbookings.com, the
world’s largest online yacht charter site, with 12,000 yachts
worldwide. He is also an active angel investor and mentor
with Social Impact companies in Boulder, Colorado. Tom
holds a Bachelor of Arts, Double Major in Psychology
and Economics from Stanford University in California.

David is Partner and Chief Investment Officer at
Francisco Partners. Over the past 13 years, David’s areas
of investment activity have included infrastructure and
applications software as well as financial technology.
Prior to Francisco Partners, David was a Managing
Director with Tiger Management, where he was
co-head of the global technology group.

Prescott Ashe, 48
(Non-executive director)

Earlier in his career, David worked as a private equity
investor at General Atlantic Partners, which he initially
joined in 1991, and as a management consultant at
McKinsey & Company. He holds an MBA from the
Stanford Graduate School of Business, where he was
an Arjay Miller Scholar, and an AB in Chemistry from
Harvard College, summa cum laude

Prescott is a Managing Director of Golden Gate Capital.
He has more than 20 years of private equity investing
experience and has participated in both growth-equity
and management buyout transactions. Prescott focuses
on the technology and information services sectors.
Prior to joining Golden Gate Capital, Prescott was a
Principal at Bain Capital, which he initially joined in
1991, and a strategy consultant at Bain & Company.

Karen Geary, 52
(Independent non-executive director) t

Prescott was one of two non-executive directors
nominated by Golden Gate pursuant to a relationship
agreement with the Company dating from its IPO in
2005, which entitled Golden Gate, inter alia, to appoint
up to two directors. On 8 September 2008, following a
reduction in Golden Gate Capital’s shareholding in the
Company, Prescott resigned his directorship. He holds
a J.D. from Stanford Law School and a B.S. in Business
Administration from the University of California at
Berkeley (graduating first in his class).

Karen is Chief People Officer of WANdisco plc,
responsible for Human Resources and Internal
Communications. She is also a member of the executive
management team. Karen has more than 20 years of
international HR and business transformation experience
across a variety of industries, managing organizations
through periods of large scale change, acquisition and
integration. She spent 15 years at The Sage Group plc,
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a FTSE 100 business and the world’s largest provider
of business software to SME's, where she was Group
Human Resources Director and a member of the
Executive Committee. Prior to Sage, Karen was HR
Director of Stena Line, the Swedish transport and
leisure operator, and spent her early career in blue
chip global businesses.
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Corporate governance report

The principal corporate governance
guidance that applies to companies listed
with the UK Listing Authority during

the year reported on is contained in the
Financial Reporting Council’s UK Corporate
Governance Code 2012 (the ‘Corporate
Governance Code’), which is available

at www.frc.org.uk. The UK Corporate
Governance Code 2014 will apply to the
Company’s next annual reporting period.

Compliance statement

The directors are committed to ensuring
that the Company works towards
compliance with the main principles

of the Corporate Governance Code

and throughout the year reported

on the Company has been in compliance
except for the following:

A.2.1. — Chairman and Chief Executive
Officer — The Corporate Governance Code
requires that the roles of Chairman and Chief
Executive Officer should not be exercised

by the same individual. Kevin Loosemore
(formerly non-executive Chairman) was
appointed to the role of Executive Chairman
on 14 April 2011. The nomination committee
and the board considers that the combined
role is in the interests of shareholders in order
to utilize the proven leadership qualities and
significant experience of Kevin Loosemore
through a challenging period for the
Company and to ensure the on-going
commercial success of the Company.
Furthermore, Kevin Loosemore has been
with the Company since its flotation in 2005
and has therefore provided stability and
continuity through his detailed understanding
of the Group’s operations and the markets

in which it operates. In order to mitigate any
potential concerns over the combined role,
David Maloney was appointed as Deputy
Chairman on 14 April 2011 and performed
this role as well as being senior independent
non-executive director until his resignation
on 25 September 2014, when Karen Slatford
was appointed as senior independent
director. Karen Slatford has assumed the
duties fulfilled by David Maloney as Deputy
Chairman and will continue to do so until
such time as when the Chairman and Chief
Executive Officer roles are split. On 15 April
2014 the Company announced a transition
back to separate roles of Chairman and Chief
Executive Officer in the following 12 to 24
months. Over the coming 10 months the
board will continue to evaluate the orderly
separation of the roles of Chairman and
Chief Executive Officer. Internal and external
candidates will be evaluated for the role of
Chief Executive Officer whilst at all times
aiming to ensure appropriate continuity

and continued focus on performance.

The terms of reference for the Executive
Chairman and the senior independent
non-executive director can be viewed on
http://investors.microfocus.com/corporate-
governance. Kevin Loosemore leads the
board and the Company in its relationships
with all stakeholders and customers. He

is responsible for all aspects of executive
management including business strategy
and its successful achievement. He is also
responsible for chairing board and general
meetings, facilitating the effective
contribution of non-executive directors,
ensuring effective communication with
shareholders and upholding the highest
standards of integrity and probity. Karen
Slatford chairs the nomination committee
and is therefore responsible for succession
planning. Also, in her role as senior
independent director, Karen Slatford leads
on governance issues, including the annual
review of board effectiveness, and acts

as an intermediary, if necessary, between
non-executive directors and the Executive
Chairman and between the Company and
shareholders, providing a point of contact
for those shareholders who wish to raise
issues with the board, other than through
the Executive Chairman. In addition, the
non-executive directors have met without
the Executive Chairman present to appraise
the Executive Chairman’s performance.
The meeting was chaired by the senior
independent director, Karen Slatford. The
board has a clear majority of independent
directors, with five out of nine directors
being fully independent.

B.6.2. — Evaluation — The Corporate
Governance Code requires the evaluation of
the board to be externally facilitated at least
every three years. The Company was due to
have its evaluation externally facilitated during
the year under review. However, the board
considered that it was appropriate to postpone
the external evaluation for a year due to the
recent significant changes that the Company
and the board have undergone following the
acquisition of TAG on 20 November 2014.
Changes to the board have resulted in one
executive director, Stephen Murdoch, stepping
down from the board on 20 November 2014 to
assist with the balance between independent
and non-independent directors, two non-
independent non-executive directors, Prescott
Ashe and David Golob being appointed on
20 November 2014 and one independent
non-executive director, Karen Geary, being
appointed on 8 January 2015. The board
conducted an internal evaluation of the board
and its committees during the year under
review and an external evaluation of the board
will be carried out during the financial year
ending 30 April 2016.

The principles set out in the Corporate
Governance Code cover five areas: leadership,
effectiveness, accountability, remuneration
and relations with shareholders. With the
exception of remuneration (which is dealt
with separately in the remuneration report

on pages 48 to 69) the following section sets
out how the board has applied these principles.

The board

The Group is controlled by the board, which is responsible for the Group’s system
of corporate governance. The biographies of each director can be found on
pages 36 and 37. As at 30 April 2015, the board comprised nine directors:

Kevin Loosemore
Executive Chairman

Richard Atkins
Independent non-executive director

Mike Phillips
Chief Financial Officer

Karen Slatford
Senior independent non-executive director

Tom Skelton
Independent non-executive director

Tom Virden
Independent non-executive director
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David Golob
Non-executive director (appointed
20 November 2014)

Prescott Ashe
Non-executive director (appointed
20 November 2014)

Karen Geary
Independent non-executive director
(appointed 8 January 2015)
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The role of the non-executive directors is
to ensure that independent judgment is
brought to board deliberations and decisions.

The non-executive directors possess a wide
range of skills and experience, relevant to
the development of the Company, which
complement those of the executive directors.

Karen Slatford, the senior independent
non-executive director, Tom Skelton,

Tom Virden, Richard Atkins and Karen
Geary, each a non-executive director, are
considered by the board to be independent.

In accordance with the Corporate Governance
Code, all directors are subject to election

by the shareholders at the first AGM of the
Company after their appointment and to
re-election by the shareholders on an annual
basis at each AGM. Therefore all directors will
retire at the forthcoming AGM. Non-executive
directors are appointed for specific terms. Full
terms of their appointment are to be found

in the remuneration report. The letters of
appointment for the non-executive directors
are available for inspection by any person at
the Company’s registered office during normal
business hours and at the AGM (during, and
for 15 minutes prior to, the meeting).

Tom Skelton has been on the board for
nine years and will not seek re-election
at the AGM in September 2015. The board
has started a search for a replacement.
The board considers that all of the
non-executive directors bring strong
independent oversight and continue to
demonstrate independence. The board
has been through a continuous process
of refreshment since 2010 with the
appointment of four new independent
non-executive directors.

For the year ended 30 April 2016, the board
has scheduled meetings on a regular basis,
approximately every one to two months with
additional meetings when circumstances
and business dictate. In months in which
the board does not meet, update calls are
scheduled to review progress. All directors
receive an agenda and board papers in
advance of meetings to help them make
an effective contribution at the meetings.
The board makes full use of appropriate
technology as a means of updating and
informing all its members. Board papers

are circulated electronically to a tablet device,
allowing directors to access documentation
more easily and securely. The executive
directors ensure regular informal contact

is maintained with non-executive directors
who are invited to accompany the executive
directors when visiting the Group’s offices.

In the year under review the board met
formally on five occasions. The board also
met on a further eight occasions to receive
interim updates or consider matters arising
between formal meetings.

While the board retains overall responsibility
for, and control of the Company, day-to-day
management of the business is conducted
by the executive directors. Review of the
Group's principal business activities is the
responsibility of the executive committee.
The executive committee comprises the
executive directors and senior managers
reporting to the Executive Chairman.

As part of its leadership and control of
the Company, the board has agreed a list
of items that are specifically reserved for
its consideration. These include business
strategy, financing arrangements, material
acquisitions and divestments, approval

of the annual budget, major capital
expenditure projects, risk management,
treasury policies and establishing and
monitoring internal controls. At each
meeting, the board reviews progress of the
Group towards its objectives and receives
papers on key subjects in advance of each
board meeting. These typically cover:

— Strategy and budgets;

— Business and financial performance;
— Product plans and development;

— Corporate activities;

— Human resources; and

— Investor relations.

The board has agreed procedures for
directors to follow if they believe they
require independent professional advice

in the furtherance of their duties and
these procedures allow the directors to
take such advice at the Company’s expense.
In addition, all directors have direct access
to the advice and services of the Company
Secretary. The Company Secretary is
accountable to the board through the
Executive Chairman to whom she reports.
It is the responsibility of the Company
Secretary to ensure that board procedures
are followed and all rules and regulations
are complied with. The Company Secretary’s
responsibilities include facilitating the
induction and professional development
of directors and ensuring the smooth flow
of information between board members,
between the board and its committees
and between non-executive directors

and senior management.
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Each new director receives a comprehensive,
formal and tailored induction into the
Company'’s operations. The directors can
request that appropriate training is available
as required. New directors’ inductions
include briefings on the Company’s
business, strategy, constitution and

decision making process, the roles and
responsibilities of a director and the
legislative framework. New directors also
meet with the Group’s senior product and
other managers and with shareholders

at the AGM. A comprehensive induction
pack is available to directors at all times

on a tablet device.

For the last two years’ and during the year
under review, the evaluation of the board
was conducted internally and took the form
of surveys completed by members of the
board with respect to the performance

of the board and each of its committees,
as well as individual director surveys.

The surveys included assessment of the
effectiveness of the performance of the
board and its committees and compliance
with corporate governance principles.
Furthermore, the senior independent
director meets with the non-executive
and executive directors at least once a
year to review the Executive Chairman’s
performance. The board and each of its
committees discuss the results of their
respective evaluation. The evaluation
found the performance of each director
to be effective, that each director had
demonstrated commitment to the role
and that the board had provided effective
leadership and control. The evaluation
established that the board had a good
balance of skills and personalities and
continued to operate in a culture of
openness and mutual respect. The results
of the evaluation are used to assist the
board in developing its approach going
forward and include recommendations to
continue refining the succession planning
and developing and retaining executive
talent, which are being implemented.

An external evaluation will be conducted
in the year ending 30 April 2016.
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Corporate governance report

continued

Attendance at meetings

The number of board meetings and
committee meetings attended by each
director in the year ended 30 April 2015
can be found in the table alongside.

Directors are normally provided with the
agenda and supporting papers for board

and committee meetings in the week prior to
the meeting. If unable to attend a meeting a
director will provide feedback to the Executive
Chairman, the chair of the committee or the
Company Secretary and their comments are
then communicated to the meeting.

Conflicts of interest

In accordance with the Companies Act 2006,
the Company has put in place procedures to
deal with conflicts of interests, which have
operated effectively. The board is aware of
the other commitments of its directors and

is satisfied that these do not conflict with
their duties as directors of the Company.
Any changes to these commitments are
reported to the board.

Board committees

In accordance with best practice,

the Company has established audit,
nomination and remuneration committees,
with written terms of reference for each
that deal with the committees’ respective
authorities and duties. The full terms of
reference of all the committees are available
from the Company Secretary or can be
viewed on the Company’s website at
http://investors.microfocus.com/corporate-
governance. The Company is aware that
the Executive Chairman is not regarded

as independent for the purposes of the
Corporate Governance Code.

Remuneration committee
Details of the remuneration committee
are described in the remuneration report
on pages 48 to 69.

Accountability and audit

The board is responsible for the preparation
of the Annual Report and Accounts. The
board considers the Annual Report and
Accounts, taken as a whole, to be fair,
balanced and understandable and provides
the information necessary for shareholders
to assess the Company’s performance,
business model and strategy.

This responsibility is administered primarily
by the audit committee and details of how
this was done are described in the audit
committee report on pages 42 to 46.

Board and committee meeting attendance

Audit Remuneration Nomination
Board committee committee committee
Held* Attended Held Attended Held Attended Held Attended
Kevin Loosemore 13 13 - - - - 3 3
Mike Phillips 13 13 - - - - - -
Stephen Murdoch' 8 8 - - - - - -
David Maloney? 7 7 1 1 3 2 - -
Tom Skelton 13 13 5 5 6 6 3 3
Karen Slatford 13 13 5 5 6 6 3 3
Tom Virden 13 13 5 5 6 6 - -
Richard Atkins 13 12 5 5 3 3 - -
Prescott Ashe® 4 4 - - - - - -
David Golob? 4 4 - - - - - -
Karen Geary* 2 2 — — — — — —
*  During period of appointment.
1 Stephen Murdoch stepped down on 20 November 2014,
2 David Maloney retired on 25 September 2014.
3 Prescott Ashe and David Golob were appointed on 20 November 2014.
4 Karen Geary was appointed on 8 January 2015.

Human resources

The Group endeavours to appoint employees
with appropriate skills, knowledge and
experience for the roles they undertake.

The Group has a range of policies which
are aimed at retaining and providing
incentives for key staff. Objectives are set
for departments and employees derived
from the Group’s business objectives.
Performance is formally measured against
these objectives twice each year. The
Group has a clear and well-understood
organizational structure and each employee
knows his or her line of accountability.

Management structure

A clearly defined organizational structure
exists within which individual responsibilities
are identified and can be monitored. The
management of the Group as a whole is
delegated to the Executive Chairman and
the executive committee.

The executive committee meets regularly

to agree strategy, monitor performance

and consider key business issues. As part

of its review, it considers the risks associated
with the delivery of strategy and important
governance issues within the Group’s
operating companies.

There are a number of Group
administrative functions such as Group
Finance, Treasury, Human Resources, IT,
Corporate Communications and Legal.
These functions report to the board
through the executive committee.
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A number of Group-wide policies, issued
and administered centrally, have been set

to ensure compliance with key governance
standards. These policies cover areas such as
finance, contract approvals, data protection,
share dealing and anti-bribery.

The conduct of Micro Focus’ individual
businesses is delegated to local and regional
executive management teams subject

to a chart of approvals policy which is
communicated to all employees in the
Group. These teams are accountable for the
conduct and performance of their businesses
within the agreed business strategy.

Announcements

All major announcements are approved
by the executive directors and circulated
to the board for approval prior to issue.

The Group also has internal and external
checks to guard against unauthorized
release of information.

Budgetary process

A comprehensive budgeting system allows
managers to submit detailed budgets which
are reviewed and amended by executive
directors prior to submission to the board
for approval.

Insurance

The Group keeps under review, with its
insurance brokers, its portfolio of insurance
policies to ensure that the policies are
appropriate to the Group's activities

and exposure.
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Shareholder relations

The Company values the views of
shareholders and recognizes their interests
in the Group's strategy and performance.

The Company reports formally to
shareholders twice a year, around June/July
(preliminary announcement of annual
results) and December (interim statement).
The Annual Report is mailed to shareholders
at least 20 business days before the AGM.
Separate announcements of all material
events are made as necessary. Regular
communications are maintained with
institutional shareholders and presentations
are given to shareholders when the half year
and full year financial results are announced
and at other times. In addition to the
Executive Chairman and Chief Financial
Officer, who have regular contact with
investors, Karen Slatford (the senior
independent non-executive director)

and the other non-executive directors

are available to meet with shareholders

as and when required in order to develop

a balanced understanding of the issues and
concerns particularly of major shareholders.
The whole board is kept up to date at its
regular meetings with the views of
shareholders and analysts. External analysts’
reports are also circulated to directors.

The Company’s website (www.microfocus.com)
provides an overview of the business including
its strategy, products and objectives.

All Group announcements are available

on the Company’s website and new
announcements are published without
delay. The terms of reference of each

of the board’s three committees and other
important corporate governance documents
are available on the website and from the
Company Secretary. Additionally, the
Executive Chairman, Chief Financial Officer
and Head of Investor Relations provide
focal points for shareholders’ enquiries
and dialogue throughout the year.

AGM

The Company’s AGM will be held on

24 September 2015 at 3pm (UK time).

It will provide an opportunity for the board
to meet with all shareholders and the
participation of shareholders is encouraged.
At the meeting, in addition to the statutory
business, the board will be available

for questions from shareholders.

In accordance with the Corporate
Governance Code recommendations,

the Company will count all proxy votes

and will indicate the level of proxies lodged,
the number of proxy votes for and against

each such resolution and the number
of votes withheld. A resolution will be
proposed for each substantive issue and
the chairs of the audit, remuneration
and nomination committees will attend
to answer questions.

Information on share capital

and other matters

The information about share capital required
to be included in this statement can be
found on page 72 of the directors’ report
and in note 29 to the financial statements.

Relationship agreement with

controlling shareholder

Any person who exercises or controls on
their own or together with any person with
whom they are acting in concert, 30% or
more of the votes able to be cast on all or
substantially all matters at general meetings
of a company are known as ‘controlling
shareholders’. The Financial Conduct
Authority’s Listing Rules require companies
with controlling shareholders to enter into
a written and legally binding agreement
which is intended to ensure that the
controlling shareholder complies with
certain independence provisions. The
agreement must contain undertakings that:

(a) transactions and arrangements with the
controlling shareholder (and/or any of its
associates) will be conducted at arm’s
length and on normal commercial terms;

(b) neither the controlling shareholder nor
any of its associates will take any action
that would have the effect of preventing
the listed company from complying with
its obligations under the Listing Rules; and

(c) neither the controlling shareholder nor
any of its associates will propose or
procure the proposal of a shareholder
resolution which is intended or appears
to be intended to circumvent the proper
application of the Listing Rules.

The board confirms that, in accordance with
the Listing Rules, on 20 November 2014, the
Company entered into such an agreement
(the ‘Relationship Agreement’) with:

(i) Wizard Parent LLC ("Wizard') which
currently has a total shareholding
of approximately 39.86% of the
Company'’s voting rights; and

(i) Shareholders of Wizard which currently
have a total shareholding of approximately
88.7% of Wizard's voting rights (the
‘Wizard Shareholders’).
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Under the terms of the Relationship
Agreement, Wizard and the Wizard
Shareholders have agreed to the
independence obligations contained
in the Relationship Agreement.

The board confirms that, since entry
into the Relationship Agreement on

20 November 2014 until 7 July 2015,
being the latest practicable date prior
to the publication of this Annual Report:

(i) the Company has complied with the
independence provisions included in
the Relationship Agreement; and

(ii) so far as the Company is aware,
the independence provisions included
in the Relationship Agreement have
been complied with by Wizard,
the Wizard Shareholders and their
respective associates.

As there are no controlling shareholders
of the Company other than Wizard and
the Wizard Shareholders, there is no need
for the Relationship Agreement to require
Wizard or the Wizard Shareholders to
procure compliance by any third parties
with the independence provisions of the
Relationship Agreement.

In accordance with the Relationship
Agreement, Wizard has the right to
nominate up to two persons to be non-
executive directors for so long as Wizard,
the Wizard Shareholders and their
respective associates together hold an
interest, either direct or indirect, in 30%
or more of the aggregate voting rights in
the Company from time to time and one
person to be a non-executive director for
so long as Wizard, the Wizard Shareholders
and their respective associates together
hold an interest, either direct or indirect,
in 15% or more of the aggregate voting
rights in the Company from time to time
(any such non-executive director being

a 'Representative Director’). Prescott Ashe
and David Golob are the first Representative
Directors and as such are not considered
by the board to be independent by virtue
of their positions held with Golden Gate
Capital and Francisco Partners respectively
who are shareholders of Wizard.

Following completion of the integration
review and given the strong trading and
outlook for the company the Independent
Board has released Wizard Parent LLC
('Wizard"), the former owner of TAG,

from the restriction under the Relationship
Agreement from them trading their
ordinary shares during the 365 day

period following completion.
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Audit committee report

Chairman’s introduction
Dear fellow shareholders,

I am pleased to present my first report

as chairman of the audit committee

(the ‘committee’) after taking over the
chairmanship on 18 June 2014 following
the publication of the audited preliminary
results for the year ended 30 April 2014.

| would like to thank my predecessor,
David Maloney, for his services as
committee chair from IPO in 2005.

The report details the activities of the
committee during the year ended
30 April 2015.

In this report | have detailed how the
committee has discharged its responsibilities
in relation to the three areas highlighted

in the 2012 Corporate Governance

Code namely:

— Addressing significant financial statement
reporting issues;

— Assessing external audit effectiveness;
and

— Appointing the external auditors and
safeguards on non-audit services.

The Company will adopt the 2014
Corporate Governance Code from the
next financial year.

Composition of the committee
The committee was chaired during the

year by David Maloney until 18 June 2014
and then by myself, with other independent
non-executive directors, Karen Slatford,
Tom Skelton and Tom Virden being members
of the committee. By virtue of my former
executive and current non-executive
responsibilities (full details of which are

set out on page 36) the board considers
that | have recent and relevant financial
experience. All members of the committee
are independent. Executive directors attend
the meetings and other directors are
welcome to attend if they wish.

Following the annual cycle of work of the
audit committee, the committee concluded
that sound risk management and internal
control systems had been maintained during

the year. With respect to risk management,
the committee has discussed this with senior
management and was satisfied with the
process and risks identified. It was also
satisfied that there was a high level of
assurance provided by the internal auditors,
KPMG Audit PLC ('KPMG’), the external
review conducted by PricewaterhouseCoopers
LLP (‘PwC’) at the half year and their full year
audit, together with the input of the Group's
tax advisors, Deloitte. In this year Deloitte
have also provided services around
integration, IT and finance transformation.
The committee is satisfied that the Annual
Report and Accounts, taken as a whole,
provide a fair, balanced and understandable
assessment of the Company’s position at

30 April 2015 and the information necessary
for shareholders to assess the Company’s
performance, business model and strategy.

Committee responsibilities

The committee is responsible for reviewing
the Group’s annual accounts and interim
reports prior to submission to the full board
for approval. The committee also monitors
the Group’s accounting policies, internal
financial control systems and financial
reporting procedures. The committee
provides a forum through which the
Group's external and internal auditors and
external tax advisors report to the board.
The auditors are invited to attend meetings
of the committee and have the opportunity
to meet privately with committee members
in the absence of executive management.
The committee oversees the relationship
with the external auditors, including

the independence and objectivity of

the auditors (taking into account UK
professional and regulatory requirements
and the relationship with the audit firm

as a whole) and the consideration of audit
fees and fees for non-audit work. The
committee’s terms of reference include

a process for employees of the Company
to raise, in confidence, concerns about
possible impropriety in matters of financial
reporting or other matters.

The written terms of reference of the
committee are reviewed annually and no
changes were thought necessary this year.
The committee is satisfied that the terms of
reference enable it to fulfil its responsibilities.
The terms of reference include, among other
things, the following responsibilities:
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— To report to the board on its proceedings,
identifying any matters in respect
of which it considers that action or
improvement is needed and make
recommendations as to the steps
to be taken;

— To monitor the integrity of the financial
statements of the Company and ensure
that the interests of shareholders are
properly protected in relation to financial
reporting and internal controls;

— To keep under review the effectiveness
of the Company'’s internal controls and
risk management systems;

— To review the Company'’s procedures
for preventing and detecting fraud,
the Company’s systems and controls for
the prevention of bribery, the adequacy
and effectiveness of the Company’s
anti money laundering systems and
the Company's arrangements for its
employees to raise concerns about
possible wrongdoing in financial
reporting or other matters;

— To monitor and review the need for,
and the effectiveness of, the Company's
internal audit function in the context
of the Company’s overall risk
management system;

— To report to the board as to whether
the Annual Report and Accounts,
taken as a whole, is fair, balanced
and understandable; and

— To oversee the relationship with
the Company'’s auditors, ensuring
the independence and objectivity
of the auditors, considering audit
fees and fees for non-audit work
and making recommendations to the
board in relation to the appointment,
reappointment and removal of
the Company'’s external auditor.

The audit committee’s terms of reference

can be found on the Company’s website at
www.microfocus.com/corporate-governance.
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What the committee did during
the year ended 30 April 2015

The committee met five times during the
financial year and all four current members
of the committee attended each meeting.

In addition to standing items on the agenda,
the committee:

— Reviewed the interim and year end
results and preliminary announcements;

— Received and considered, as part of the
review of interim and annual financial
statements, reports from the external
auditor in respect of the auditors’ review
of the interim results, the audit plan for
the year and the results of the annual
audit. These reports included the scope
of the interim review and annual audit,
the approach to be adopted by the
auditors to address and conclude upon
key estimates and other key audit areas,
the basis on which the auditors assess
materiality, the terms of engagement for
the auditors and an on-going assessment
of the impact of future accounting
developments for the Group;

— Considered the Annual Report and
Accounts in the context of being fair,
balanced and understandable and
reviewed the content of a paper
prepared by management with regard
to this principle in relation to the 2015
Annual Report and Accounts. This
provided us with the supporting detail
to ensure that we were in a position
to report to the board that the 2015
Annual Report and Accounts when
taken as a whole were fair, balanced
and understandable. We reached the
conclusion on the basis that the
description of the business agrees with
our own understanding, the risks reflect
the issues that concern us, appropriate
weight has been given to the ‘good
and bad’ news, the discussion of
performance properly reflects the
performance of the year and there
is a clear and well-articulated link
between all areas of disclosure;

— Considered the effectiveness and
independence of the external audit and
recommended to the board the re-
appointment of PwC as external auditors;

— Considered and agreed the annual
internal audit plan and reviewed reports
of the work done by the internal auditors
in respect of those plans;

— Considered the review of material
business risks, including reviewing
internal control processes used to
identify and monitor principal risks
and uncertainties;

— Reviewed the bank loan refinancing as
a result of the acquisition of TAG and
supported management’s proposal to
the board;

— Reviewed the proposal from PwC
for the audit of the Enlarged Group,
Deloitte’s proposal to be tax advisor
to the Enlarged Group and KPMG's
proposal to be Internal Auditors to
the Enlarged Group and agreed each
of their proposed fees;

— Reviewed and approved the proposal
from the Chief Financial Officer for the
organization of the Enlarged Group's
finance organization;

— Reviewed and approved the governance
around the integration planning for the
Enlarged Group and the appointment
of Deloitte to assist in that program
of work;

— Reviewed the effectiveness of the
Group’s whistleblowing policy;

— Reviewed reports provided by the
Group’s tax department regarding the
reporting of tax within the financial
statements and other key tax matters;

— Reviewed and approved an updated
Treasury policy, following the acquisition
of TAG;

— Reviewed the committee’s composition
and confirmed that there is sufficient
expertise and resource for us to fulfil
our responsibilities effectively; and

— Carried out an annual review of the
committee’s performance.

Micro Focus International plc Annual Report and Accounts 2015

In carrying this out, the committee
considered the work and recommendations
of the Group Finance Team, executive
management and their own understanding
of the business. In addition, the committee
received reports from the external auditors
setting out their view on the accounting
treatments and judgments included in the
financial statements. The external auditors’
reports are based on a full audit of the
annual financial statements and a review
of the interim financial statements.

The chairman of the committee has regular
contact outside the formal meetings with
the partners responsible for external and
internal audit and tax advice.

Significant issues considered
in relation to the financial

statements
The significant issues considered by the
committee were as follows:

Revenue recognition

The Group has a detailed policy on revenue
recognition for each category of revenue:
Licence, Maintenance, Subscription and
Consultancy. This includes the application
of rules relating to the allocation of fair
values between these categories in
accordance with the policy and the timing
of their recognition. It also identifies the
different types of commercial contracts
that the Group now enters into as a result
of the acquisition of TAG and confirmation
that the revenue recognition is in line with
IFRS. As is the case with many technology
companies the profile of sales is weighted
to the end of the financial quarter.

Other than in the case of Subscription,
Maintenance and Consultancy revenue

the impact on recognized revenue is also
weighted to the end of each financial
quarter. This can lead to the risk of
misstatement of revenues from one

period to the next. IFRS 15 will come into
effect from January 2017 (pending EU
endorsement) and management are
currently assessing the implications of

this standard on future revenue recognition.
We note that the IASB has published an
exposure draft to propose the deferral of the
effective date of IFRS 15 to 1 January 2018.
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Audit committee report
continued

The committee received a paper from
management on revenue recognition
methodology and the appropriateness of
allocation of fair values between Licence,
Maintenance, Subscription and Consulting as
presented in the financial statements, which
concluded that no change to the allocation
of fair values was necessary. The committee
also considered the controls that management
has in place to ensure that the fair value
allocation of revenue is appropriate. The
external auditors reported that they tested

in detail all larger deals above a certain
threshold and had not identified any
exceptions. They had also tested a sample of
transactions from the remaining population
and the operation of certain key controls over
fair value allocation and found these to be
operating satisfactorily at the year end.

A close relationship between revenue
recognition and cash collection is a good
indicator of solid revenue recognition policies
and the Group has a very satisfactory cash
conversion ratio, low level of days sales
outstanding and bad debt provision.

On the basis of the above the committee
concluded that the Group's revenue
recognition was appropriate.

Tax provisions

As set out on page 22, the Group had

a net tax refund in the year and a tax

credit in the consolidated statement of
comprehensive income. The Group also

has a number of tax provisions and deferred
tax assets that are subject to a degree

of judgment in determining the value

in the financial statements.

The committee ensures that the internal
tax team has sufficient resources to address
these areas and received detailed updates
on the tax provisions included in the
Annual and Interim Reports. The Group
predominantly uses Deloitte as tax advisors
to the Group and the lead partner attends
committee meetings so that the committee
has adequate opportunity to discuss and
test the assumptions reflected in the
financial statements.

During the year Deloitte provided
additional assistance to the internal tax
team with regards to the preparation of
the consolidated tax provisions, including
assistance with transitioning the TAG tax
provisioning to IFRS. Deloitte also advised
on a number of integration related projects.

The committee received a paper from
management and following discussions with
the tax advisors, Deloitte, and the external
auditors concluded that the Group'’s tax
provisions are appropriate.

Capitalization of development costs

The costs incurred on development

projects relating to developing new
computer software programs and significant
enhancement of existing computer software
programs are recognized as intangible assets
when it is probable that the project will be

a success, considering its commercial and
technological feasibility, and costs can be
measured reliably. The costs are written

off to the consolidated statement of
comprehensive income over a period of
three years from the point that the product
is generally available. This results in a
significant amount of costs being capitalized
each year although the overall impact on
the consolidated statement of comprehensive
income is currently small as the capitalization
of cost in the year is similar to the amortization
of previously capitalized costs. The net book
value of development costs at the end of
the year was $31.4m (2014: $31.5m).

The committee considered the method

of testing for potential impairment used

by management and the reasonableness

of the assumptions applied. The committee
addressed this through consideration of

a report from management covering these
areas and detailing both the capitalization
and amortization processes applied and the
new expenditure that was capitalized. It also
looked at the levels that were capitalized

in relation to Licence revenue generated
and capitalized costs as a percentage of
the total research and development costs
of the Group in the year and also in relation
to prior years. The committee further
discussed this with the external auditors
and concluded that the assumptions made
by management were reasonable and the
carrying value of capitalized development
costs was appropriate.

Currently the development costs incurred

on the products acquired from TAG are not
being capitalized since they do not meet all
the required criteria, but in the next financial
year it is expected that for some product
developments these criteria will be met.
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Valuation of TAG intangible assets
Management asked Deloitte to assist in
valuing the purchased intangible assets and
the goodwiill arising from the acquisition of
TAG. The intangible assets were valued at
$1,127.6m and goodwill at $2,113.4m.

The committee received a report from both
management and Deloitte and considered
the valuation methods that were applied
by management and discussed these

both with management, Deloitte and the
external auditors and concluded that the
valuation methods and the carrying value
of purchased intangibles and goodwvill
were reasonable.

Restructuring

Following the acquisition of TAG the Group
commenced a restructuring program

to improve the operational efficiency of

the Group and help improve revenue. At

30 April 2015, management has made some
estimates of the potential severance costs
for certain key individuals who were advised
that their jobs have become redundant and
also made estimates of the costs of exiting
surplus properties.

The committee received a report from
management and discussed the assumptions
with both management and the external
auditors and concluded that the estimates
made by management were reasonable
and appropriate.

Assessment of effectiveness

of external audit

The committee reviewed the performance
of the external auditors taking into account
the fulfilment of the agreed audit plan and
amendments to it, input from management,
responses to questions from the committee
and audit findings reported to the committee.

As part of this process the committee
reviewed the feedback from the 'Public
Report on the Audit Quality Inspection of
PricewaterhouseCoopers LLP’, issued by the
Financial Reporting Council (FRC’) in May 2015.

Based on this information the committee
concluded that the external audit process
was operating effectively and PwC
continued to prove effective in their

role as external auditor.
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Independence and objectivity

of the external auditors

The committee has developed a policy
designed to ensure that the auditors’
objectivity and independence is not
compromised by it undertaking
inappropriate non-audit work.

The current external auditors, PwC, have
been auditors since Micro Focus became

a UK listed company in 2005 at which time
they were also the tax advisors to the Group.
In 2008 Micro Focus appointed Deloitte as
principal tax advisors for the Group and they
remain in that position today.

The committee approves all non-audit work
greater than £25,000 commissioned from
the external auditors. During the year the
fees paid to the auditor were $3,303,000
(2014: $786,000) for audit services and
$5,059,000 (2014: $555,000) for other
non-audit services. The majority of the other
non-audit services provided by the auditors
were in respect of their role as Reporting
Accountant in connection with the
Prospectus issued for the acquisition of
TAG, the Return of Value and financial due
diligence and regulatory compliance work
on the acquisition of TAG. The committee
concluded that it was in the interests of

the Group to use the auditors for this work
as they were considered to be best placed
to provide these services. Auditor objectivity
was safeguarded by the committee
considering several factors: the standing
and experience of the external audit
partner; the nature and level of services
provided by the external auditors and
confirmation from the external auditors
that they have complied with relevant

UK independence standards and fully
considered any threats and safeguards

in the performance of non-audit work.

External audit appointment

The committee reviews and makes
recommendations with regard to the
reappointment of the external auditors.

In making these recommendations, the
committee considers auditor effectiveness
and independence, partner rotation and any
other factors that may impact the external
auditors’ reappointment. The external
auditors are required to rotate the audit
partner every five years. The most recent
change in audit partner happened in the

year ended 30 April 2013 and, therefore,
partner rotation is due in the year ended
30 April 2018. The current external auditors,
PwC, have been auditors since IPO in 2005.
The committee is confident that the
effectiveness and independence of the
external auditors is not impaired in any way.
There are no contractual restrictions on the
choice of external auditors and therefore a
resolution proposing the reappointment of
PwC as external auditors will be put to the
shareholders at the 2015 Annual General
Meeting. The committee will continue to
assess the effectiveness and independence
of the external auditors. In doing so, the
committee will consider a formal tender
process in accordance with the provisions
of the UK Corporate Governance Code
2012 and the European Commission

Audit Reform proposals. We clarified with
Department of Business Innovation &

Skills that the latest date that the external
audit needs to go out to tender is for the
accounting period beginning on or after

17 June 2016.

Internal audit

An outsourced internal audit function
continues to be provided by KPMG. The
Group's Chief Financial Officer provides
oversight and co-ordination of internal
audit. In order to ensure independence,
internal audit has a direct reporting line
to the audit committee and its chairman.

The committee monitored and reviewed

the scope and results of the internal
auditors’ activities as well as its effectiveness
during the year. The annual internal audit
plan is approved by the committee at the
beginning of the financial year, with any
subsequent changes to the plan requiring
committee approval. The nature and scope
of the internal auditors’ work is reviewed
and approved and the results of the audits
are assessed alongside management's
responses. Issues with the audit reports
which are graded as needing improvement
are considered in detail by the committee
along with the appropriateness of mitigation
plans to resolve the issues identified.

At each meeting, the committee received
reports from KPMG, in order to ascertain
progress in completing the internal audit
plan and to review results of the audits.
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Effective internal control

and risk management

The board is ultimately responsible for
establishing and monitoring internal
control systems throughout the Group
and reviewing their effectiveness. It carries
out a review, at least annually, covering

all material controls including financial,
operational and compliance controls

and risk management systems.

It recognizes that rigorous systems of
internal control are critical to the Group's
achievement of its business objectives,

that those systems are designed to manage
rather than eliminate risk and that they

can only provide reasonable and not
absolute assurance against material
misstatement or loss.

There is an on-going internal process

for identifying, evaluating and managing
the significant risks faced by the Group

in association with the work performed
by the outsourced internal audit function.
This process has been in place throughout
the year and up to the date of approval of
the report and accounts and it is regularly
reviewed by the board and accords with
the Turnbull Guidance.

As part of the process that the Group has
in place to review the effectiveness of the
internal control system, there are procedures
designed to capture and evaluate failings
and weaknesses and, in the case of those
categorized by the board as 'significant’,
procedures exist to ensure that necessary
action is taken to remedy any such failings.
The review covers all material controls,
including financial, operational and
compliance controls.

The committee reports on a regular

basis to the board on the Group’s internal
financial control procedures and makes
recommendations to the board in this area.

The external auditors provide a
supplementary, independent and
autonomous perspective on those areas
of the internal control system which
they assess in the course of their work.
Their findings are regularly reported

to both the committee and the board.
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Audit committee report
continued

The key elements of the control system are:

— The Group operates a structured,
objectives-driven approach to fulfil its
core purpose and goals in respect of
sustained profitability and growth;

— Systems and procedures are in place
for all major transaction types with
appropriate authorization controls;

— All contracts are reviewed. The level
of review depends on the size and
complexity of the contracts and
associated risks. There are formal limits
above which the review level is escalated;

— Reconcdiliations are performed on a
timely basis for all major accounts; and

— Research and development and
capital expenditure programs
are subject to formal review and
monitoring procedures.

The board recognizes the need to
understand and control the variety of

risks to which the Group is exposed.
During the year, in order to address this

on behalf of the board, the committee
oversaw the executive management’s risk
management activities. The executive
management took responsibility for regular
evaluation of generic and specific risks
within the business and the implementation
of mitigation plans to address them.

Risks are assessed with reference to

the achievement of the Group's business
objectives and according to current market
and economic issues. The continuous
monitoring of strategic and operational
risks is the responsibility of the board and
executive management respectively. The
risk process has been in place for the year
under review and is up to date at the time
of this report.

The committee considers any significant
control matters raised in reports from
management and by the internal and external
auditors. It then reports its findings to the
board. Where weaknesses are identified,

the committee requires appropriate action

to be taken by management and may
request internal audit to perform a specific
review into these areas if required.

Financial reporting

In addition to the general internal controls
and risk management processes described
above, the Group also has specific internal
controls and risk management systems

to govern the financial reporting process:

— There are Group policies covering what
is reported monthly to the board and
the executive committee. The Group'’s
financial reporting system has been
guided by the requirement to ensure
consistency and visibility of management
information to enable the board and the
executive team to review the Group’s
worldwide operations effectively;

— Cash flow forecasts are produced
monthly by all operations. These are
reviewed by the Group treasury function
to ensure effective cash management
by the Group;

— Management representations covering
compliance with Group policies and
the accuracy of financial information
are collected on a quarterly basis;

— All the major trading entities completed
a self-assessment on the effectiveness
of their internal control environment;

— The consolidation process entails the
combining and adjusting of financial
information contained in the individual
financial statements of Micro Focus
International plc and its subsidiary
undertakings in order to prepare
consolidated financial statements that
present financial information for the
Group as a single economic entity.
Note 1, Group accounting policies,
sets out the basis of preparation
and consolidation, including the
elimination of inter-company
transactions, balances and unrealized
gains between Group companies;

— Financial information from subsidiaries
is reviewed for accuracy by internal
review and externally audited where
required; and

— The consolidated financial statements
are completed in accordance with
EU endorsed International Financial
Reporting Standards, IFRS Interpretations
Committee, the Companies Act 2006
and Article 4 of the IAS Regulation.
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There have been no significant changes in
the Company’s internal control over financial
reporting during the year under review that
have materially affected, or are reasonably
likely to materially affect, the Company’s
control over financial reporting.

The board, with advice from the committee,
is satisfied that an effective system of
internal control and risk management
processes are in place which enable the
Company to identify, evaluate and manage
keys risks and which accord with the
Turnbull guidance on internal control
updated by the FRC in 2005. These
processes have been in place since the
start of the financial year up to the date

of approval of the accounts. Further details
of the risks faced by the Group are set

out on pages 26 to 28.

Whistleblowing

The Group has a whistleblowing policy
which forms part of the Group’s Worldwide
Code of Conduct and Business Ethics. This
allows employees to raise issues of concern
in relation to dishonesty or malpractice on
an entirely confidential basis. The committee
receives regular reports as to whether any
matters have been raised within the Group
and any applicable details.

Accountability

The board is responsible for the preparation
of the Annual Report and Accounts which,
taken as a whole, are fair, balanced and
understandable and provide the information
necessary for shareholders to assess the
Company'’s performance, business model
and strategy. As set out in the Directors’
report, the directors consider that the
Company'’s business is a going concern.

/24 Qb=

——

Richard Atkins
Chairman, Audit committee
7 July 2015
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Nomination committee report

The nomination committee (the ‘committee’)
is comprised of Karen Slatford (senior
independent non-executive director) who
chairs the committee, Kevin Loosemore
(Executive Chairman) and Tom Skelton
(independent non-executive director).

The committee met three times during the
financial year. All three current members of
the committee attended all three meetings.
The committee will meet at least twice
during the coming financial year.

The committee is responsible to the full board
for proposing candidates to the board, having
regard to the balance and structure of the
board and takes into consideration the
benefits of diversity in terms of both gender
and ethnicity. The committee uses consultants
to identify suitable candidates and diversity

is included in the criteria set for selecting
appropriate candidates.

The board has considered diversity in broader
terms than just gender and believes it is also
important to reach the correct balance of skills,
experience, independence and knowledge

on the board. All board appointments will

be made on merit with the aim of achieving

a correct balance. The board intends to move
in the medium-term to a composition where in
excess of 25% of members are female provided
the above principle of correct balance is not
compromised. The Group has formal policies

in place to promote equality of opportunity,
across the whole organization. Currently, the
board comprises seven men (77.77%) (2014:
87.5%) and two women (22.23%) (2014:
12.5%) and the Company Secretary who is
also a woman. As opportunities arise the board
will seek to increase the presence of women

on the board consistent with the above policy.

The terms of reference of the committee
include, among other matters, the following
responsibilities:

— To review the structure, size and
composition (including the skills,
knowledge, experience and diversity)
required of the board and make
recommendations to the board
with regard to any changes;

— To identify and nominate, for the
approval of the board, candidates to fill
board vacancies as and when they arise;

— To give full consideration to succession
planning for directors and other
senior executives;

— To keep under review the leadership
needs of the Group, both executive
and non-executive, with a view to
ensuring the continued ability of the
Group to compete effectively in the
marketplace; and

— To review annually the time required
from non-executives, evaluating whether
they are spending enough time to
fulfil their duties.

The committee’s terms of reference can
be found on the Company’s website:

www.microfocus.com/corporate-governance.
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During the year the committee was
responsible for the search and selection
process for a new independent non-executive
director. Karen Geary was introduced to the
Chair of the committee by Lygon Group,
which has no connection with the Company.
The Chair of the committee proposed Karen
Geary for consideration by the committee as
a possible non-executive director and Karen
Geary was interviewed by individual members
of the committee. In addition members of
the committee were invited to recommend
suitable candidates. The process culminated
in the appointment of Karen Geary as an
independent non-executive director with
effect from 8 January 2015. In addition the
committee reviewed the board succession
plan. Retention of individuals within the
executive committee and top talent/critical
employees within the Group has been
reviewed by the remuneration committee
during the year. A review of succession

plans and individual plans for the executive
committee and top talent/critical employees
within the Group will be conducted during
the year commencing 1 May 2015 after the
organizational changes resulting from the
acquisition of TAG have settled.

O

Karen Slatford
Chair, Nomination committee
7 July 2015
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Directors’ Remuneration report

Remuneration Committee

Chair’s statement

On behalf of your board, | am pleased to
present our Directors’ Remuneration report
for the financial year ended 30 April 2015.
Similar to last year, this report is split into
three sections: the Remuneration Committee
(the ‘committee’) Chair’s Annual Statement,
the Directors’ Remuneration Policy and

the Annual Report on Remuneration. The
Directors’ Remuneration Policy (set out on
pages 50 to 54) was approved at the AGM
on 25 September 2014, reapproved with
amendments at the General Meeting

on 27 October 2014 and will next be

put to shareholders in 2017 at the latest.
The Annual Report on Remuneration

will be subject to an advisory vote at the
forthcoming AGM. We hope that you

find the report to be clear, transparent and
consistent with the reporting requirements.
We continue to monitor best practice in this
area and to consult with our shareholders
and other stakeholders and we welcome
feedback on any issue regarding this

report or executive remuneration.

Corporate performance and

business context

The Company has a clear strategy that
defines an operating and financial model
designed to deliver superior shareholder
return. This model is underpinned by a
remuneration model that ensures rewards
only accrue as value is delivered to
shareholders. We believe this tight linkage
positively differentiates the Company’s
approach to governance and value creation.

The year ended 30 April 2015 was a
transformational year for the Group with the
acquisition of TAG resulting in an Enlarged
Group that is around three times larger in
terms of revenue and 2.7 times larger in
terms of Underlying Adjusted EBITDA than
ayear ago. TAG is one of the leading global
providers of enterprise infrastructure software
solutions to businesses, governments and
other large organizations. This acquisition
enables Micro Focus to broaden its
addressable market and customer base and is
consistent with the goal of driving sustainable
total shareholder returns from a diverse
portfolio of solutions. In the months following
the acquisition, the executive team have been
working on a comprehensive integration
review and developing a strong plan for

the future of the combined entity. The key
deliverables from the review included a new
organizational design that was announced

on 6 April 2015, a restructuring plan covering
the next two years, a combined budget,

a branding and product strategy and a
systems design and implementation plan.

On a constant currency basis the Base

Micro Focus business has delivered increased
Underlying Adjusted EBITDA of 11.1% and
the Enlarged Group has delivered an annual
shareholder return of 65.8% in the year
under review.

Over the coming months the board will
continue to evaluate the orderly separation
of the roles of Chairman and Chief Executive
Officer consistent with the announcement
made on 15 April 2014. Internal and external
candidates will be evaluated for the role of
Chief Executive Officer whilst at all times
aiming to ensure appropriate continuity

and continued focus on performance. In the
meantime, Kevin Loosemore will continue to
be remunerated as the Executive Chairman,
within the policy for executive directors as
detailed on pages 50 to 54.

Remuneration decisions in the
year ended 30 April 2015

The Company’s Remuneration Policy
remained fundamentally unchanged
during the year. However as part of the
transaction to acquire TAG, shareholders
were requested to approve new incentive
arrangements for the senior team to
recognize the increased size of the

Group and the significant incremental
workload involved in acquisition activities.
The committee determined that the
implementation of an allowance was the
most appropriate approach rather than
applying a permanent increase to an
executive’s salary and bonus entitlement
until such time as clear determinations

of the relevant base salaries can be made.
The committee will keep this position
under regular review.

As explained at the time the board

took the unusual step of linking the vote
on remuneration with the vote on the
transaction. In the board’s opinion a vote
for the transaction without a remuneration
policy to retain key executives would have
been the worst possible outcome for
shareholders. Almost 40% of shareholders
voted against the Remuneration Policy,
however, had the votes not been linked

we believe the transaction would have
failed with the consequent loss of value

to shareholders. Of the c. 40% that voted
against approximately half were trackers
and funds that have no option but to follow
the position of entities such as ISS. A further
guarter was one large shareholder who
objected to the combined role of Chairman
and Chief Executive Officer continuing and
the remainder were shareholders who in
some cases objected to the linkage; or
objected to the terms of the remuneration
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or were content but felt that their votes

were not necessary to carry the position.

The board discussed the position with

all major shareholders at the time and
recognizes the concerns that linked votes
cause. The board would not intend to

follow the same course again unless there
were further opportunities to create very
significant value which could not be delivered
without a linked vote as in this case.

Additional Responsibility

Allowance

With the enlarged size of the business and
an increase in responsibilities for the senior
team, the committee considered during the
year that remuneration was significantly
below market competitive levels. However,
the committee is mindful of not making

a permanent increase in remuneration
levels before the success of the integration
is apparent. Shareholders approved

a temporary Additional Responsibility
Allowance (‘ARA") to be put in place for

a small number of critical employees until
such time as clear determination of the
relevant base salaries can be made. The
number of ARAs that have been put in
place is six and the total amount of ARA's
currently in place amounts to £680,000
per annum. The ARA is included in the
determination of incentive opportunities
and pension benefits. Further details are
provided in the Policy Report on page 53
and in the Annual Report on Remuneration
on page 62.

Additional Share Grants

The committee also awarded a number of
Additional Share Grants ('ASGs’) to a number
of senior managers and executives, critical

to delivering the anticipated results of the
acquisition. Grants can be made to no more
than 15 people within 18 months of the
completion date. ASGs are conditional share
awards over ordinary shares. The number

of ordinary shares subject to the ASGs will
be a maximum of 2.5% of the Enlarged
Group's Share Capital. The ASGs will become
exercisable, subject to the satisfaction of a
shareholder return performance condition,
on the third anniversary of the date of
Completion. In order for shares to vest in full,
the management team will need to deliver
shareholder return of at least 100%, i.e. a
doubling of value over a three year period.
The total number of ASGs awarded were
seven and the total number of shares
involved was 3,262,420, representing

1.5% of the share capital of the Company.

Further details are provided in the Policy

Report on page 54 and in the Annual
Report on Remuneration on pages 68 and 69.

48



Malus and claw back

The committee concluded that no changes
to the Remuneration Policy were required
at this time. However, the committee notes
that the requirement for malus and claw
back provisions in incentives in the updated
UK Corporate Governance Code 2014,

and is taking steps to implement the
changes. The Company already operates
claw back provisions in the annual bonus
and is introducing malus and claw back
provisions to LTIP awards due to be made
from July 2015.

Calendar of activities

The calendar is driven by the business planning
activity of the Group prior to the start of the
new financial year. The committee is fully
informed of changes in business strategy,
which may affect its decision making.

The annual timetable for the committee

is set out below:

The Annual Report on Remuneration

will be subject to an advisory vote at the
forthcoming AGM. We continue to value
any feedback from shareholders and hope
to receive your support at the AGM.

Given the increased footprint and
complexity of the business, it is right to
revisit whether other measures and other
remuneration approaches could even

better support the strategic priorities ahead.
Therefore, during the year ending 30 April
2016, the committee will revisit certain
aspects of executive remuneration to ensure
they remain fit for purpose. This will include
consideration of the following:

— The remuneration arrangements for the
Chairman and CEO as we transition;

— The mix of base salary, short and
long-term incentives and the ongoing
appropriateness of the ARA;

— Executive shareholding requirements
and post-vesting holding periods; and

— How to further improve communication
on remuneration to shareholders.

O

Karen Slatford
Chair of the Remuneration Committee
7 July 2015

Date
Q1 (May — July)

Purpose

Annual Report
and Payments

Matters reviewed and/or approved

— Directors’ Remuneration report;

— Bonus payments and any vesting of awards under all plans for the previous year; and

— Grants of equity awards to executives, top talent and all employee share schemes.

Q2 (August — AGM — Investor engagement; and
October)

— Review committee agenda for the following year.
Q3 (November —  Strategic Outlook — Progress of half year business performance;

January) and Policy Review
— On-going appropriateness and effectiveness of remuneration and benefits policies/
strategy and their linkages to the overall business strategy;
— Review of external remuneration consultants;
— Review of revised remuneration reporting regulations;
— Corporate governance developments; and
— Business objectives for the following year.
Q4 (February Year End — Executive director, Company Secretary and executive committee remuneration reviews
— April) Remuneration including benchmarking (where appropriate) of base salaries and benefits;
Approvals

— Group-wide pay and benefit reviews;

— Share awards and their performance conditions for grants to executives, top talent

and employee share plans;

— Design and targets for annual performance related bonus arrangements for executives

and employees for the forthcoming year;

— Review of performance and terms of reference of the committee; and

— Review of vesting of long-term incentive awards.

Micro Focus International plc Annual Report and Accounts 2015
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Directors’ Remuneration report

continued

Compliance Statement

This Directors’ Remuneration report has
been prepared on behalf of the board
by the committee and complies with
the provisions of the Companies Act
2006 and Schedule 8 of The Large and
Medium-sized Companies and Groups
(Accounts and Reports) (Amendment)
Regulations 2013. The report has

been prepared in line with the
recommendations of the UK Corporate
Governance Code and the requirements
of the UKLA Listing Rules.

Directors’ Remuneration Policy
This section of the report sets out the
Remuneration Policy for Executive Directors
in accordance with Section 439A of the
Companies Act 2006 (‘the Act’). The
Remuneration Policy was approved by
shareholders at the 2014 AGM and took
effect from that date. It was amended and
reapproved by shareholders at the General
Meeting on 27 October 2014. The policy
report below is as disclosed in the 2014
Directors’ Remuneration Report except
for a number of minor changes as follows:

— References to financial years have been
updated where appropriate;

— Shareholder-approved ARAs and ASGs
have been included:;

— Pay-for-performance scenario charts have
been updated to reflect 2015 benefits
(salaries are unchanged) and ARA and
ASG awards;

— Malus and claw back provisions have been
introduced to LTIP awards from July 2015;

— The announcement made by the Company
on 22 August 2014 (published on the
Company's website) with regard to
recruitment awards and appointment
of interim executive directors has been
included for clarity; and

— Confirmation that the non-executive
director fees do not apply to the non-
executive directors representing Wizard.

The Company’s policy on the remuneration
of executive directors and their direct
reports is established by the committee
and approved by the board. The individual
remuneration package of each executive
director is determined by the committee.
No executive director or employee
participates in discussions relating to

the setting of their own remuneration.

The objective of the Group’s remuneration
policies is that all employees, including
executive directors, should receive
appropriate remuneration for their
performance, responsibility, skills and
experience. Remuneration packages are
designed to enable the Group to attract and
retain key employees by ensuring they are
remunerated appropriately and competitively
and that they are motivated to achieve the
highest level of Group performance in line
with the best interests of shareholders.

Policies on remuneration take account of the
pay structure, employment conditions and
relativities within the Group and also the
industry sector. It also takes into consideration
that individuals may have different levels of
experience, capability, and market demand
for their services. To determine the elements
and level of remuneration appropriate to each
executive director, the committee considers
benchmark remuneration data for selected
comparable technology companies as well as
a broader group of companies of a similar size
to the Company.

It is intended that a significant proportion

of remuneration will continue to be
performance-related. Conditions for
performance-related bonuses and long-term
incentives, i.e. Underlying Adjusted EBITDA
and EPS respectively, will represent
challenging targets which are designed

to increase shareholder value and are linked
to the Company's financial and operational
strategy. The committee will review the
performance conditions annually to ensure
that they remain demanding and appropriate.

In line with the Association of British Insurers’
Guidelines on Responsible Investment
Disclosure, the committee will ensure that
the incentive structure for executive directors
and senior management will not raise
environmental, social or governance (‘'ESG’)
risks by inadvertently motivating irresponsible
behaviour. More generally, with regard to the
overall remuneration structure, there is no
restriction on the committee, which prevents
it from taking into account corporate
governance on ESG matters.

The Companies Act 2006 requires the
auditors to report to the Company’s members
on the ‘auditable part’ of the Directors’
Remuneration Report and to state whether

in their opinion that part of the report has
been properly prepared in accordance with
the Companies Act 2006. The report has
therefore been divided into separate sections
for audited and unaudited information.
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Terms of reference

The committee is responsible for reviewing
remuneration arrangements for members
of the board and for providing general
guidance on aspects of remuneration
policy throughout the Group. Its terms

of reference include the following:

— To determine and agree with the
board the framework or broad policy
for the remuneration of the Company’s
Chairman, CEO and other executive
directors, the Company Secretary
and other members of the executive
management team (as appointed
from time to time);

— To determine the total individual
remuneration package of each executive
director and other senior executives
including bonuses, incentive payments,
share options and any other share awards;

— To determine the policy for, and scope of,
pension arrangements for each executive
director and other senior executives;

— To approve the framework of salaries
for senior managers, determine targets
for any performance-related pay schemes
operated by the Company and approve
the total annual payments;

— To review the design of all share
incentive plans for approval by the
board and shareholders;

— To oversee any major changes in
employee benefit structures throughout
the Company or Group; and

— To review the on-going appropriateness
and relevance of the remuneration policy.

The full terms of reference of the committee
are available from the Company Secretary
and are on the Company’s website
http://investors.microfocus.com/corporate-
governance.

The table opposite sets out the remuneration
policy that was approved at the AGM

on 25 September 2014 and subsequently
amended at the General Meeting held on

27 October 2014 to include the ARA and
ASG as part of the shareholder vote to
approve the acquisition of TAG.

For these purposes ‘payments’ includes

the committee satisfying awards of variable
remuneration and, in relation to an award
over shares, the terms of the payment are
‘agreed’ at the time the award is granted.
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Executive directors’ remuneration policy table

Base salary

Element of pay and
alignment with strategy

Supports the recruitment and
retention of executive directors
of the calibre required to deliver
the Group's strategy.

Rewards executives for the
performance of their role.

Set at a level that allows fully flexible
operation of our variable pay plans.

Operation

Normally reviewed annually. Increases
generally apply from the first quarter
of the financial year.

When determining base salary levels,
consideration is given to the following:

— Pay increases for other employees
of the Group;

— The individual's skills, experience
and responsibilities;

— Pay at companies of a similar size,
complexity and international scope,
in particular those within the
technology sector, the FTSE 250,
US listed technology companies
and privately owned software
companies; and

— Corporate and individual performance.

Maximum opportunity

Ordinarily, salary increases will be in

line with increases awarded to other
employees of the Group. However,
increases may be made above this level at
the committee’s discretion to take account
of individual circumstances such as:

— Increase in scope and responsibility;

— Increase to reflect the individual’s
development and performance in
role (e.g. for a new appointment
where base salary may be increased
over time rather than set directly at
the level of the previous incumbent
or market level); and

— Alignment with market level.

Performance measures

None, although overall performance
of the individual is considered by
the committee when setting and
reviewing salaries annually.

Benefits

Element of pay and
alignment with strategy

Provides a competitive and
cost-effective benefits package to
executives to assist them to carry
out their duties effectively.

Operation

The Group provides a range of
benefits which may include a car
benefit (or cash equivalent), private
medical insurance, permanent health
insurance and life assurance.

Additional benefits may also be provided
in certain circumstances which may

include (but are not limited to) relocation
expenses, housing allowance, school fees

and temporary increase in responsibilities.

Other benefits may be offered if
considered appropriate and reasonable
by the committee.

Maximum opportunity

Set at a level which the committee
considers:

— Appropriately positioned against
comparable roles in companies of
a similar size and complexity in the
relevant market; and

— Provides a sufficient level of benefit
based on the role and individual
circumstances, such as relocation.

Performance measures

None.

Pension

Element of pay and
alignment with strategy

Provides a competitive post-
retirement benefit, in a way
that manages the overall cost
to the Company.

Operation

Defined contribution plan (with
Company contributions set as
a percentage of base salary).

An individual may elect to receive
some or all of their pension
contribution as a cash allowance.

Micro Focus International plc Annual Report and Accounts 2015

Maximum opportunity

20% of base salary.

Performance measures

None.
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Directors’ Remuneration report

continued

Annual bonus

Element of pay and
alignment with strategy

Rewards and incentivizes the
achievement of annual financial
and strategic targets.

Operation

Measures and targets are set annually
and pay out levels are determined by
the committee after the year end based
on performance against those targets.

The committee may, in exceptional
circumstances, amend the bonus pay

out should the formulaic outcome not,

in the view of the committee, reflect
overall business performance or individual
contribution. Any such adjustments would
be disclosed in the relevant year’s Annual
Report on Remuneration and bonuses
would not exceed the stated maximum.

The annual bonus is delivered in cash.

In the case of fraud; mis-statement

of accounts; or misconduct; claw back
provisions are in place for a period of
up to one year after a bonus payment
has been made.

Maximum opportunity

For maximum performance:

— 150% of salary for Executive
Chairman; and

— 100% of salary for other executive
directors.

The maximum bonus will be achieved by
growing the Underlying Adjusted EBITDA
by 10% year on year excluding the impact
of in year acquisitions and currency on
straight-line basis.

Performance measures

The measures and targets are

set by the committee each year.
The measures that applied for the
financial year 2015, and that will
apply for the financial year 2016,
are described in the Annual Report
on Remuneration.

Targets are set that drive
improvement in the underlying
performance of the business
ensuring a link to shareholder return.

Currently measures are limited

to growth in Underlying Adjusted
EBITDA excluding the impact of in
year acquisitions and currency. This
may change if needed to support
a change in business strategy.

Long-Term Incentive Plan (LTIP)

Element of pay and
alignment with strategy

Motivates and rewards the
achievement of long-term
business goals.

Supports the creation of shareholder
value through the delivery of strong
market performance aligned with
the long-term business strategy,
both organic and inorganic.

Supports achievement of our strategy
by targeting performance under our
key financial performance indicators
of revenue growth and EPS growth.

Aligns executive interest with those
of long-term shareholders.

Operation

Contingent awards of performance
shares structured as nil-cost options are
made annually with vesting dependent
upon the achievement of performance
conditions over three years.

The committee has discretion to decide
whether and to what extent targets have
been met, and if an exceptional event
occurs that causes the committee to
consider that the targets are no longer
appropriate, the committee may adjust
them, provided the new conditions are
no tougher or easier than the original
conditions at the time they were set.

The committee has the discretion

to adjust the LTIP outcomes to ensure
alignment of pay with performance to
ensure the outcome is a true reflection
of the performance of the Company.
Any such adjustments would be
disclosed in the relevant year’s

Annual Report on Remuneration.
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Maximum opportunity
Maximum opportunity contained within
the plan rules is 200% of salary.

The maximum face value of annual
awards will be 200% of salary.

Performance measures

The performance measures and
respective weightings may vary year
on year to reflect strategic priorities,
subject to retaining at least 50%

on EPS.

Details of the measure and
performance targets used for
specific LTIP grants are included in
the Annual Report on Remuneration.

Threshold performance will result
in 25% vesting.

Awards granted from the date of
this report onwards under the LTIP
share scheme are subject to malus
and claw back provisions. Those
provisions may apply at the discretion
of the committee if accounts are
corrected or published that indicate
the relevant performance was
materially worse than in the
accounts used to assess vesting.
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All-employee share plans

Element of pay and
alignment with strategy

Provides an opportunity for directors
to voluntarily invest in the Company.

Operation

Executive directors are entitled to

participate in a tax approved all-employee

plan, The Micro Focus Sharesave Plan
2006, under the same terms as other
employees. Under this plan they make
monthly savings over a period of three

years linked to the grant of an option over

Micro Focus shares with an option price
which can be at a discount of up to 20%
of the market value of shares on grant.
Options may be adjusted to reflect the
impact of any variation of share capital.

Maximum opportunity

Participation limits are those set by the
local tax authorities from time to time.

Performance measures

Not applicable.

Additional Responsibility Allowance

Element of pay and
alignment with strategy

— Ensure the success of the

acquisition of TAG by Micro Focus

and the successful integration
of TAG and the Group.

— Recognizes the significant
incremental workload and
responsibility and allows for

a revised salary to be determined.

Operation

— ARAs will be a fixed amount per
individual, paid on a monthly basis
subject to the recipient being in
employment with the Group on
the date of payment.

— Payments will be made during a
period of at least six months but not
exceeding three years from the date
of completion of the acquisition.

— The ARA does not contain malus
or claw back provisions.

Micro Focus International plc Annual Report and Accounts 2015

Maximum opportunity

Kevin Loosemore: Capped at
£260,000 per annum.

Mike Phillips: Capped at £120,000
per annum.

Stephen Murdoch: Initially at
£100,000 per annum.

Other senior managers: in aggregate
£520,000 per annum.

Subject to review every six months
for the first 18 months and then at
any time thereafter. Any amendment
will take effect on three months’
notice, except if a revised salary

has been determined, in which

case any entitlement to the ARA

will cease immediately.

the maximum amount payable
under the ARA to all recipients will
be no more than £1m per annum
in aggregate.

Performance measures

None.
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Directors’ Remuneration report

continued

Additional Share Grant

Element of pay and
alignment with strategy

— Ensure the success of
the acquisition.

— Aligns executive interest with
those of long-term shareholders.

Operation

— ASGs will take the form of nil cost
options which may be awarded
during the first 18 months from the
date of completion of the acquisition,
with vesting dependent upon the
achievement of a performance
condition over three years.

— The ASGs do not contain malus
or claw back provisions.

Maximum opportunity

— Kevin Loosemore, Mike Phillips and
Stephen Murdoch will receive ASGs
over no more than 947,140 ordinary
shares, 676,529 ordinary shares and
405,917 ordinary shares respectively,
(subject to appropriate adjustment in
the event of any capitalization issue,
rights issue or open offer, sub-division
or consolidation of shares or reduction
of capital or any other variation of
capital or demerger of all or part of
the business).

— The number of ordinary shares
subject to ASGs granted to any
other one participant shall not exceed
1,082,448, (subject to appropriate
adjustment in the event of any
capitalization issue, rights issue
or open offer, sub-division or
consolidation of shares or reduction
of capital or any other variation
of capital or demerger of all or
part of the business).

Performance measures

— The percentage of the ASG which
will vest is:

(i) 0% if the Share Holder Return
Percentage is 50% or less;

(ii

100% if the Share Holder Return
Percentage is 100% or more; and

(iii

a percentage determined on a
straight-line basis between (i) and
(i) above.

— The ‘Shareholder Return
Percentage’ will reflect all
dividends paid and any increase
in share price from the reference
price of 819.4 pence to the
vesting price, being the average
of the closing share price on the
20 Business Days prior to the
vesting date. The vesting date
is the earlier of the third
anniversary of Completion
and 1 November 2017.

Fees for non-executive directors are determined by the board after taking appropriate advice. The Company currently has an Executive
Chairman whose role combines those of Chairman and Chief Executive Officer. The section below details the Company’s policy on how
the non-executive directors, including a non-executive Chairman, will be remunerated.

Non-executive director fees

Element of pay and
alignment with strategy

Provides an appropriate
reward to attract and retain
high-calibre individuals.

Operation

The non-executive Chairman and
non-executive directors are paid

a basic fee. Additional fees are paid

for chairmanship of board committees
and for the roles of senior independent
director and Deputy Chairman:

— Fees are currently paid in cash but
the Company may choose to provide
some of the fees in shares.

Fees are set at a level which:

— Reflects the commitment and
contribution that is expected from
the non-executive Chairman and
non-executive directors; and
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— Is appropriately positioned against
comparable roles in companies of
a similar size and complexity in the
relevant market, especially companies
of a similar size and international
scope to the Company, in particular
those within the technology sector,
the FTSE 250, US listed technology
companies and privately owned
software companies.

Fees are reviewed periodically. Increases
will typically be in line with market
levels of fee inflation. In exceptional
circumstances (including, but not limited
to, material misalignment with the
market or a change in the complexity,
responsibility or time commitment
required to fulfil a non-executive director
role) the board has discretion to make
appropriate adjustments to fee levels

to ensure they remain market
competitive and fair to the director.

Aggregate fees paid to non-executive
directors will remain within the limit
stated in the Company’s articles

of association, currently £1m.

Actual fee levels are disclosed

in the Directors’ Annual Report
on Remuneration for the relevant
financial year.

Non-executive directors representing
Wizard (‘Representative Directors’)
are not paid a fee.

Non-executive directors and
Representative Directors do not
participate in any incentive scheme.
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The committee reserves the right to make
any remuneration payments and payments
for loss of office, notwithstanding that they
are not in line with the policy set out below,
where the terms of the payment were
agreed (i) before the policy came into effect
or (i) at a time when the relevant individual
was not a director of the Company and, in
the opinion of the committee, the payment
was not in consideration for the individual
becoming a director of the Company.

Selection of performance

measures

The Company's core objective is to continue
to deliver shareholder returns of 15% to 20%
per annum over the long-term. The committee
continues to believe that a combination

of Underlying Adjusted EBITDA, Revenue
Growth, Cash flow, EPS and Total Shareholder
Return remain the most appropriate measures
of long-term performance of the Company.
The performance measures used under the
annual bonus are selected annually to help the
Group achieve its core objective. The annual
bonus plan is currently linked to growth in
Underlying Adjusted EBITDA. Vesting of LTIP
awards is currently linked to growth in EPS as
the committee believes that this aligns with
the Company's focus on shareholder value,
which together with the annual bonus metrics
provide a strong line of sight for the executives
and supports the long-term strategy.

The board does not favour non-numeric
targets for annual bonuses as it believes there
is evidence to show that when such targets
are used payments to executives are higher
than would be justified by the returns to
shareholders. A recent report by KPMG
shows that, where there are non-numeric
targets, executive bonuses reduce less when
there is a reduction in corporate performance.

Performance targets are set to be stretching
and achievable, taking into account the
Group's strategic priorities and the economic
environment in which the Group operates.

Remuneration policy for

other employees

The remuneration policy for other
employees is based on broadly consistent
principles to those for executive directors.
Salary reviews take into account Group
performance, local pay and market
conditions and salary levels for similar

roles in comparable companies. All non-
commission employees participate in a
bonus scheme which operates on the same
metrics for all levels in the Company from
entry level employees to executive directors.

Around 100 of our senior managers

and other key employees also receive
LTIP awards. Performance conditions

are consistent for all participants, while
award sizes vary by individual. All UK
employees are eligible to participate in
the all-employee share plans on the same
terms and in addition is available to 22
other countries worldwide.

All of our UK employees are able to
participate in our Flexible Benefits program.

ASGs can be made by the remuneration
committee in the first 18 months following
the acquisition to certain senior managers
or employees of the Enlarged Group and
new joiners who are deemed critical to the
delivery of the acquisition and integration
of TAG and Base Micro Focus, with the
total number of recipients (including
executive directors) not to exceed 15.

What discretions are retained

by the committee in operating
its incentive plans?

The committee will operate the annual
bonus and LTIP according to their respective
rules (or relevant documents) and in
accordance with the Listing Rules where
relevant. The committee retains discretion,
consistent with market practice, with regard
to the operation and administration of these
plans. These include, but are not limited to,
the following in relation to the LTIP:

— The participants; the timing for granting
awards; the size of an award subject
to maximum limits set out in the policy
table; and the determination of vesting;

— Discretion required when dealing with
a change of control or restructuring
of the Group;

— Determination of the treatment of
leavers based on the rules of the plan
and the appropriate treatment chosen;

— Adjustments required in certain
circumstances (e.g. rights issues,
corporate restructuring events
and special dividends); and

— The annual review of performance
measures and weighting, and targets
for the LTIP from year to year.
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In relation to the annual bonus plan,
the committee retains discretion over:

— The participants; the determination
of the bonus payment; the timing of
payment; and dealing with a change
of control;

— Determination of the treatment of leavers
based on the rules of the plan and the
appropriate treatment chosen;

— The annual review of performance
measures and weighting, and targets
for the annual bonus plan from year
to year; and

— The operation of malus and claw back.

In relation to both the Company’s LTIP and
annual bonus plan, the committee retains
the ability to adjust the targets and/or set
different measures if events occur (e.g.
material acquisition and/or divestment of a
Group business) which cause it to determine
that the conditions are no longer appropriate
and the amendment is required so that the
conditions achieve their original purpose and
are not materially less difficult to satisfy. Any
use of the above discretions would, where
relevant, be explained in the Annual Report
on Remuneration and may, as appropriate,
be the subject of consultation with the
Company's major shareholders.

In relation to ARAs, the committee has
discretion to revise the allowances for Kevin
Loosemore and Mike Phillips downwards or
for other recipients upwards or downwards
following a review but based on current
assessment can envisage no circumstances
where any would be revised upwards.

The use of discretion in relation to the
Company's Sharesave and Share Incentive
Plan will be as permitted under HMRC rules
and the Listing Rules. Details of share awards
granted to existing executive directors are
set out on pages 67 to 69 of the Annual
Report on Remuneration. These remain
eligible to vest based on their original

award terms.
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Directors’ Remuneration report

continued

lllustrations of the application

of remuneration policy

The value and composition of the executive
directors’ remuneration packages for the
year ended 30 April 2016 at ‘minimum’,
‘on-target’, ‘maximum’ and ‘exceptional
maximum’ scenarios under the policy are
set out in the charts below. The graphs
show an estimate of the remuneration

that could be achieved by the executive
directors under the policy set out in the
report. Each bar represents the minimum
amount of remuneration payable,
remuneration payable at target performance,
remuneration payable at maximum
performance, and remuneration payable

at exceptional maximum performance
under the policy.

The ‘minimum’ scenario shows salary,
ARA, pension, fixed compensation and
benefits only. These are the elements
of the executive directors’ remuneration
packages that are not at risk.

The ‘on-target’ scenario shows fixed
remuneration as above, plus a pay-out
of 50% of the maximum annual bonus
and 25% vesting for long-term incentives
(excluding ASG awards).

The ‘maximum’ scenario reflects fixed
remuneration, plus full pay-out of all
incentives (excluding ASG awards).

The ‘exceptional maximum’ scenario
reflects fixed remuneration, plus full pay
out of all incentives including ASG awards.

Note that the projected values exclude

the impact of any share price movements
and the ASGs are valued at the share price
at the date of grant which was £11.24.

Recruitment of executive directors
The remuneration package for a new
executive director would be set in accordance
with the terms of the approved remuneration
policy in force at the time of appointment
and taking account of the experience and
skills of the individual and prevailing market
conditions. In determining the appropriate
remuneration structure and levels, the
committee will take into consideration

all relevant factors to ensure that the
arrangements are in the best interests

of the Company and its shareholders.

The committee may also make an award in
respect of a new appointment to ‘buy-out’
incentive arrangements forfeited on leaving

a previous employer and may exercise the
discretion available under the relevant Listing
Rule to facilitate this, i.e. in the event that a
structure that is different from those detailed
in the policy would be required. For example,
the committee may offer additional cash
and/or share-based elements as part of the
buy-out when it considers these to be in

Executive Chairman

£000
Exceptional 14,206
Maximum
Minimum - 935
£'000 0 3,000 6,000 9,000 12,000 15,000
Chief Financial Officer

£000
Exceptional 9,322
Maximum
On-target 954
Minimum - 543
£'000 0 2,000 4,000 6,000 8,000 10,000
M Salary
H ARA
H Pension

Benefits
B Annual bonus
B Long-term incentives
M Additional Share Grant
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the best interests of the Company and,
therefore, of its shareholders. Any such
buy-out payments would be based solely
on remuneration lost when leaving the
former employer, would be no higher in fair
value terms and would reflect the delivery
mechanism (i.e. cash, shares, options), time
horizons and performance requirements
attaching to that remuneration. However,
the committee has the discretion in
unforeseen and exceptional circumstances
to offer awards of variable remuneration

in excess of the maximums stated in the
policy table if judged necessary to procure
the services of the most appropriate
candidate. If it were to do so, any such
arrangements would be put to shareholders
at the following AGM.

The committee published the following
announcement on the Company website
to clarify the remuneration policies when
hiring a new executive director:

1. The remuneration package for a new
executive director (including incentive
opportunities) will normally be consistent
with the policy for current executive
directors, but in any event the maximum
total level of award that may be made
under the annual bonus and share plans
in any one year will not be above 500%
of salary;

2. Buyout awards (as previously disclosed)
will generally be based solely on
remuneration lost on leaving a former
employer and will have a fair value no
greater than the awards forfeited. In doing
so the committee will take account of
relevant factors including any performance
conditions attached to these awards, the
form in which they were granted (e.g. cash
or shares) and the timeframe of awards;

3. The committee does not envisage any
cash payment being offered which could
be construed as a ‘golden hello’; and

4. The committee will consult with and seek
approval from shareholders in advance
of operating outside the maximum limit
described above.

In determining appropriate remuneration
arrangements on hiring a new executive
director, the committee will take into account
relevant factors; this may include the calibre
of the individual, local market practice,

the existing remuneration arrangements
for other executives and the business
circumstances. The committee seeks to
ensure that arrangements are in the best
interests of both the Company and its
shareholders and not to pay more than

is appropriate.

Internal appointment of

executive directors

In the case of an internal appointment,
any variable pay element awarded in respect
of the prior role may be allowed to pay
out according to its terms on grant. In
addition, any other on-going remuneration
obligations existing prior to appointment
may continue, provided that they are
disclosed in the following year’s Annual
Report on Remuneration. For external and
internal appointments, the committee may
agree that the Company will meet certain
relocation expenses, as appropriate and
within the limits set by the committee.

Appointment of interim

executive directors

The committee also recognizes that there

may be times when it is appropriate to
appoint an interim executive director or

in exceptional circumstance require that

a non-executive director takes on an

executive function on a short-term basis.
Remuneration for interim executive directors
will be determined within the existing
remuneration policy. The committee retains
the discretion to make appropriate one-off
remuneration arrangements for non-executive
directors, including a non-executive Chairman,
outside of the 