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Key highlights
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Revenue ($m)
$4,754.4m
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Cash generated
from operations ($m)

$1,424.3m
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Total dividend
per share (cents)
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Adjusted EBITDA* ($m)
$2,059.6m
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Diluted Adjusted
Earnings per
Share* (cents)
310.19¢ 10454
205,65
175.7
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* Adjusted EBITDA and Diluted

Adjusted Earnings per Share
are defined in the “Alternative
Performance Measures” of
these financial statements.
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Our focus is delivering
innovation that enables
customers to bridge
existing and emerging
technologies; protecting
their investments and
supporting their digital
transformation journey.
We call this customer
centric innovation.

Our proven financial
and operating model is
aligned to create value
for our shareholders.



Overview
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We are proud that our diverse portfolio
is used across the globe to underpin
mission critical transactions, processes
and systems. Day-to-day, we help the
world function, from SMS transactions
that are powered by CORBA to car
manufacturers that use our ADM tools
to test their in-car technology. Vertica
is used to power some of the data
dependent giants of the world and our
security portfolio secures the access
and data stored by some of the world's
largest financial institutions and
Governments. Even the Hubble Space
Telescope uses Micro Focus technology
to manage communications.

Micro Focus in numbers —

1976

Year established

-$4bn

Revenue (approx.)

~40,000

Enterprise customers

~>4,000

Partners

>14,000

Employees in 43 countries

~4,800

Software engineers

300

Business-critical software products
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Who we are —

A global infrastructure software business
delivering value to approximately 40,000
customers over our heritage of more
than 40 years. Micro Focus is focused
on customer centric innovation delivered
through operational effectiveness and
scale, with revenues of $4,754.4m and
Adjusted EBITDA of $2,059.6m for the
18 months ended 31 October 2018.

What we do —

Powering customers’ digital
transformation with solutions spanning
four key areas:

* Enterprise DevOps (Speed)
— Build and deliver better
software faster

« Hybrid IT Management (Agility)
— Operate with agility

« Security, Risk & Governance
(Security)
— Secure what matters most

* Predictive Analytics (Insights)
— Analyse in time to act

Our broad and diversified global customer base —
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Case study
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“ALM Octane has really helped o -
to satisfy our transformational

objectives. We’re producing

releases faster. We’ve automated

testing and we’ve introduced

continuous integration and

continuous delivery into each

project.”

Yann Helleboid
Testing Community Manager

jional plc Annual Report and Accounts 2018
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Speed

I Orange is now clearly heading towards

a full DevOps environment

Micro Focus ALM Octane offered a
highly scalable user-friendly enterprise
grade solution, generating a real time
overview. This boosts application delivery
times, accelerating time to market.

[
»
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Case study

Allianz () w—

“The one platform approach
with Micro Focus SBM has
really delivered for us.
Responsibilities are clearly
defined and we have improved
the delivery of IT service
management, supporting the
entire software development
lifecycle on a single platform.”

Martin Hrazdira
Head of IT, Operations

Agility

I Vicro Focus brings business and IT

closer together through consolidation
and automation of key processes.

Use Micro Focus SSM powered by
SBM to create a single point of contact
into IT and streamline both IT and
business processes.
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B Sccuring traveler information with

Micro Focus Security solutions helps
revenues take off for Allegiant Travel

08
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Micro Focus Voltage SecureData
means 100% of customer transactions
can be protected with no credit card
details stored.
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“IT equals innovation, pure and
simple. We are an IT company
that happens to fly airplanes. The
ability to control the software and
the IT piece is something that
makes us better.”

Maury Gallagher Jr.
CEO and Chairman

Micro Focus International plc Annual Report and Accounts 2018 09



Case study

Insight

I/ c</and Transport expands video Qe—m-%

analytics and relishes its vision for "= ==
safer road and more efficient public =
transportation G

Auckland Transport, the transportation
agency for the city of Auckland, New
Zealand, steered a Big Data project

to glean video analytics from almost
3,000 closed-circuit television (CCTV)
cameras, using Micro Focus® IDOL.
As aresult, the city is closer to realising
its vision of safer roads and efficient
public transportation.

Focus IDOL analytics platform is
helping us exceed customer
expectations and shape positive
perceptions.”

@ “As a transport agency, our Micro

Roger Jones
Executive General Manager

10 Micro Focus International plc Annual Report and Accounts 2018
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Timeline

The last two
years have been
transformational
for Micro Focus

This annual report covers the 18 months  + On 21 August 2018, our shareholders

ended 31 October 2018 with the approved the sale of our SUSE

comparative period being the 12 months ~ operating segment. The transaction

ended 30 April 2017. is expected to complete in the first
quarter of calendar year 2019 and

The Group has undertaken two material SUSE remains under the control of the

corporate development activities within Group until this point. For the purposes

the 18 months ended 31 October 2018. of the Group’s financial statements
the SUSE business is treated as a

* On 1 September 2017, the Group discontinued operation.
acquired the Software business of
Hewlett Packard Enterprise (‘HPE These transactions have both had
Software”), within the Micro Focus a material impact on the trading
Product Portfolio. performance and presentation of the

financial statements.

12 Micro Focus International plc Annual Report and Accounts 2018

Statutory results Corporate events

Additional analysis

2016

Q2 |

a3 [ a4 |

7 September 2016
HPE Software acquisition
announced

12 months ended 30 April 2017

(will be restated to treat SUSE as

discontinued)
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2017 2018 2019
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SUSse SUSE
1 September 2017 2 July 2018 Scheduled to complete
HPE Software deal SUSE sale first calendar quarter
completion announced 2019.

18 months ended 31 October 2018
(SUSE treated as discontinued)

Revenue and Adjusted

FY18 EBITDA provided,
Proforma (12 months ended 31 October 2018) to help assess
including SUSE performance against
guidance and
FY17 consensus

Pro forma revenue and Adjusted
EBITDA for 12 months ended
31 October 2017 (including
SUSE and HPE Software)

Full income statement
FY18 disclosure, as baseline

(12 months ended 31 October 2018) against which to

(SUSE discontinued) measure future
performance

Micro Focus International plc Annual Report and Accounts 2018 13



Executive ' Chairman’s statement

“The board continues
to have full confidence
in the HPE Software
business acquisition,
the Micro Focus
Investment proposition
and shareholder
returns model.”

tim:- ﬁ
& e Kevin Loosemore
" Executive Chairman

wf 20 February 2019
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The period under review is an 18 month
timeframe, as a result of moving our
year-end from the end of April to the
end of October.

This has been a significant time of
change for the Group following our
transaction to acquire the HPE Software
business, which completed on

1 September 2017. The improved
financial and operational performance

in the second half of the year to

31 October 2018 is evidence that under
the leadership of Stephen Murdoch as
CEO we have seen a robust application
of the Micro Focus business model after
a challenging start to the integration.
We are approximately a year behind
where we expected to be in terms of
the integration programme, and these
challenges have been disruptive and
difficult at times, but significant progress
has been made in stabilising systems
and people and instilling customer
centric discipline. As a result, the board

continues to have full confidence in
the HPE Software business acquisition,
the Micro Focus investment proposition,
and our shareholder returns model.

We are a consolidator in the fragmented
infrastructure software market, and the
HPE Software business transaction is
the latest proof point of our strategy to
pursue a portfolio management
approach designed to deliver strong
shareholder returns over time.
Announcements of other significant
M&A in this market confirm that this
consolidation is active and relevant.
The board is confident that the Company
is well placed to pursue further
consolidation in time and apply its
established and effective business
model to previously inappropriately
managed assets, and so generate a
sustainable returns model aligned with
shareholder interests. As part of our
portfolio management, on 2 July 2018
we announced the sale of the SUSE
business for $2.5bn. The transaction

Diluted Adjusted Earnings per share and dividends per share in cents

FY 2006 to FY 2017
Diluted Adjusted EPS

== Dividend per share
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is expected to complete in the first
calendar quarter of 2019. When we
acquired the Attachmate Group in
November 2014 for $2.35bn, SUSE
represented approximately 20% of
the revenues of the acquired assets.
The sale of SUSE to EQT Partners
represents an outstanding return on
investment for our shareholders.

Capital allocation and debt position
The leverage target for the Group
remains 2.7 times net debt to Adjusted
EBITDA. The strong cash generation
qualities of the Company support this
level of indebtedness with the debt level
already having reduced from the time of
the completion of the HPE Software
business transaction on 1 September
2017 to 2.8 times at 31 October 2018,
in line with our initial plans. The
forthcoming completion of the sale of
SUSE will generate approximately

$2 .06bn in net proceeds, which we
intend to return to shareholders after
any required debt repayment.

129.43
146.70
66.68
175.65
8806
205.65
116.66

4840

FY15 Fy16 FY17 FY18

FY18 reflects 12 months ended 31 October 2018 with all other reference dates being 12 months dated 30 April.

In the 18 months ended 31 October 2018, the Group generated a Diluted Adjusted EPS of 310.19 cents of which 205.65 cents has been generated in the last
12 months. This compares to 175.65 cents in the 12 months ended 30 April 2017, demonstrating the level of value accretion already delivered following the

acquisition of the HPE Software business.

Micro Focus International plc Annual Report and Accounts 2018
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Executive Chairman’s statement continues

The board will keep the appropriate
level of debt under review and

Micro Focus will be consistent in its
policy of not holding surplus cash on
the balance sheet

On 29 August 2018, the Company
announced the start of a share buy-back
programme for an initial tranche of up
to $200m which was extended

on 5 November 2018 to the total value
of $400m (including the initial tranche).
Up to and including 13 February 2019
the Company had spent $400m and
purchased 22,455,121 shares at

an average price of £13.82 per share.
We are now extending this buy-back
programme into a third tranche of up to
$110m to be executed in the period
from 14 February 2019, up until the day
before the AGM which takes place on
29 March 2019 when the current
buy-back authority approved by
shareholders at the 2017 AGM to make
market purchases of up to 65,211,171
ordinary shares will expire.

Board changes

Since the last annual report there has
been significant change at board level
as well as in the business. Silke Scheiber,
Darren Roos and Lawton Fitt joined the
board as non-executive directors, all
bringing directly relevant skill sets to
support the newly enlarged Company.
Karen Slatford, Richard Atkins and
Amanda Brown, together with myself,
provide continuity and long-term
experience of the Micro Focus business
and strategy.

We enter the new 2019 fiscal year with
new Executive leadership on the board;
Stephen Murdoch was appointed CEO
in March 2018 and re-joined the board
at that time. In November 2018, we
announced Brian McArthur-Muscroft as
CFO-designate. Brian will formally join
the board as CFO on 21 February 2019
and Chris Kennedy will step down from
the board on that date. The Group has
assembled a strong management

team comprised of leaders from

Micro Focus, the HPE Software
business and new hires.

Dividend

During this 18 month transitionary
period, we have paid two interim
dividends and proposed a final dividend
of 58.33 cents, taking total dividend per
share to 151.26 cents for the 18 month
period. On an annualised basis, this

total dividend is 100.84 cents per share
which is growth of 14.5% on the full
year dividend for the year ended

30 April 2017 of 88.06 cents per share.
Notwithstanding the pattern of dividends
during the past 18 month period, the
dividend policy remains unchanged at
two times covered by the adjusted
earnings of the Company. In future
periods, we will return to our approach of
paying a single interim and final dividend
for the financial year.

The dividend will be paid in Sterling
equivalent to 45.22 pence per share,
based on an exchange rate of
£1=9$1.29, the rate applicable on

13 February 2019, the date on which
the board resolved to propose the
dividend. Subject to approval by
shareholders, the dividend will be paid
on 5 April 2019 to shareholders on
the register at 1 March 2019.

Kevin Loosemore
Executive Chairman
20 February 2019
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Recent months
have seen robust
application of
the Micro Focus
business model
and encouraging
progress —






Chief Executive’s strategic review continued

In the period under review, Micro Focus
has become a much larger company
with a broader and more diverse portfolio
of products that is better able to serve
our customers’ needs, and with the
opportunity to continue to create
significant value for our shareholders
over the long-term. The path to our
current position has been a complex and
difficult one over the last year as we
worked to integrate the HPE Software
business acquisition. Integrations of this
scale are always challenging and
significant programmes of work are still
in progress but we believe the most
disruptive issues experienced since
completion are now behind us.

In this strategic review, | cover our
performance in the period, reiterate

the key elements of our strategy and
business model, explain how we have
addressed the main challenges faced
in the integration of the HPE Software
business since completion of the
transaction on 1 September 2017, and
comment on our outlook for the coming
financial year.

Performance in the period

The Group reported revenues of
$4,754.4m for the 18 months ended
31 October 2018 (12 months ended
30 April 2017: $1,077.3m) and
Operating Profit of $376.8m

(12 months ended 30 April 2017
$227.4m). Our statutory results are
covered in more detail in the Chief
Financial Officer s report.

Due to the transformational nature of
the HPE Software business acquisition,
and the fact this is an 18 month period
under review compared to the preceding
12 month period, comparative financial
performance is also presented on a
pro-forma basis. The pro-forma results
include the discontinued SUSE business
and 12 months of results for the
acquired HPE Software business in both
the 12 months ended 31 October 2018
and the 12 months ended October 2017.

We believe the
most disruptive
issues experienced
since completion
are behind us —

Pro-forma revenues of $4,058.0m for
the 12 months ended 31 October 2018
represent a decline of 5.3% on a
pro-forma constant currency basis
(2017: $4,286.8m) against management
guidance issued in March 2018 of a
decline between 6% and 9%.

Adjusted EBITDA for the Group was
$2,059.6m for the 18 months ended

31 October 2018 (12 months ended

30 April 2017: $640.9m). On a pro-
forma basis at actual exchange rates, the
Group delivered a 9.2% growth in
Adjusted EBITDA to $1,529.6m for the
12 months ended 31 October 2018
(2017: $1,401.1m), reflecting good
progress in the cost management
actions related to the integration
programme. This performance translates
to a 37.7% Adjusted EBITDA margin.

Recent operational improvements,
evidenced by the stabilisation of our
revenue performance and the continued
expansion in our profit margins, are
encouraging signs of early progress.
There is a great deal still to do to build
the operational foundations and flexibility
we want as we drive to capture fully

the significant opportunity ahead in both
the existing business and the market
more broadly.

(For a more detailed review of our
financial performance, see the Chief
Financial Officer financial review on
pages 42 to 59).

18 Micro Focus International plc Annual Report and Accounts 2018

The Micro Focus strategy

and business model

Micro Focus' strategy and business
model are designed to deliver sustained
customer value and strong, consistent
shareholder returns over the long-term.

The market dynamics that have driven
our strategy and business model since
2011 have not changed. We continue to
believe the infrastructure software
market is fragmented and consolidating.
This belief has been supported by
significant M&A elsewhere in the market
during the 18 month period under review.
Micro Focus continues to build the scale
and operational efficiency to be a leader
in this consolidation over time. Our
unwavering focus on delivering customer
value through effective long-term
product management, coupled with our
operational efficiency and consistent,
disciplined capital allocation, make us
well placed to succeed.

Our strategy is grounded in more than
40 years’ experience delivering proven,
scalable and robust infrastructure
software solutions and we now serve
more than 40,000 customers through
a global team of approximately 14,000
employees.

The business environment in which our
customers operate is increasingly
competitive and the systems,
applications and infrastructure that
underpin their business operations are
highly complex. Customers want and
need a partner for the long-term that is
committed to, and capable of, helping
them modernise and protect their
existing technology, adopt innovation and
exploit new business models while
maximising the value of and return from
existing investments. Partnership with
Micro Focus enables customers to better
exploit new opportunities, deal with
changing operational and legislative
requirements, and increasingly
sophisticated cyber threats. From a
product portfolio perspective, the
foundation of our strategy and business
model is direct engagement with
customers to ensure we deliver the
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products, solutions and deployment
options they need — we call this
“customer centric innovation”.

In essence, we bridge the old and

the new to deliver innovation faster at
lower risk and are committed to being
a consistent, reliable partner for the
long-term.

(For a more detailed explanation of the
marketplace see pages 26 to 27 and of
the Micro Focus business model see
pages 22 to 25).

Applying the Micro Focus
business model

As the industry continues to consolidate,
Micro Focus can draw upon extensive,
relevant experience having completed
and successfully integrated 15
acquisitions in the past decade. The
integration of the HPE Software
business has involved additional
complexities, largely because it was a
carve-out of a division from a larger
parent, as opposed to the acquisition

of a business that had been operating
independently. The HPE Software
business was a fully integrated, albeit
small division of HPE that relied upon
the parent company’s strategy, business
model and central support functions.
As a result, there has been much more
work to do on this integration in the
areas of go-to-market, business process
simplification and IT systems, within a
broader challenge on overall style, tone
and pace of execution.

Systematic application of the

Micro Focus business model is now
driving better clarity of purpose, the
alignment of goals and the creation

of a more dynamic environment where
execution is faster, operations simpler
and people more accountable.

Product Portfolio

Across the five product portfolios we
report against we have more than 300
products. The execution against our goal
of customer centric innovation has been
strong. Customer commitments and
thought leadership have been delivered

across the product portfolio with more
than 500 product releases in the year,
ranging from small functional updates
through to completely re-architected
solutions and highly innovative new
capabilities.

This represents great depth of capability
and experience to help our customers
address some of the most complex
challenges they face. To better enable
our customers and partners to exploit
this breadth and depth we are re-aligning
resources to develop compelling value
propositions across four focus areas —
Enterprise DevOps; Hybrid IT
Management; Security, Risk &
Governance; and Predictive Analytics.
The strength and competitive
differentiation across these areas is
significant and | am excited by what we
do for customers today and the potential
we have to do even more in the future.

(There are examples of how we help
customers throughout this report and for
a more detailed explanation of our
customer propositions and leading
products see pages 28 to 29).

Go-to-Market organisation and
execution capability

Following completion of the acquisition
of the HPE Software business, a
combined go-to-market organisation
was implemented and launched on

1 November 2017. This design and
implementation was overly complex in
both structure and processes, and the
resulting lack of clarity and accountability
led to significant sales execution issues,
which were compounded by the IT
systems challenges covered later in this
report. Both these issues combined to
drive significantly elevated levels of
attrition within the sales organisation.
Correcting organisational design issues
and improving execution has been a key
priority of the management team since
March. Improvement measures have
focused on the consistent execution of
simpler, more effective sales processes.
These have been underpinned by better
alignment and accountability within the
sales management teams through the

removal of unnecessary global structures
and management layers.

To improve the quality of customer
engagement, we have made
organisational changes to align
marketing and product teams much
more tightly and invested in a consistent
approach to enablement globally. In
addition, investments were made to
re-build an appropriate account
management programme to support our
largest customers. These capabilities
were part of the broader HPE and
existing Micro Focus coverage models
prior to completion but were not catered
for effectively in the initial design post
completion.

In April 2018, Micro Focus established a
new approach to comply with US federal
requirements and to better serve the
needs of our classified and controlled
US Federal Government customers. This
involved a strategic partnership where
customer engagement and operations
where undertaken by a third party on
our behalf.

The hiring engine has been re-
engineered and is now functioning
effectively. It is anticipated that the
combination of more empowerment
through clarity of accountability, better
enablement and improved hiring and
on-boarding will see attrition levels
stabilise further and begin to trend down.

A disciplined sales management process
has been established globally to drive
the consistently high levels of sales
execution expected from the
organisation and we have strengthened
the team at all levels but notably through
the appointment of Jon Hunter as Chief
Revenue Officer. Jon joins us with
extremely relevant experience and a
great track-record in leading global
sales teams.

There are always improvements to be
made in sales execution and this will

remain the key focus for Jon and the
sales leadership team.

Micro Focus International plc Annual Report and Accounts 2018



Chief Executive’s strategic review continued

We remain

focused on and
fully committed

to running our
enlarged operations
as effectively

and efficiently

as possible —

IT Systems

At the time of the combination of the
Micro Focus and the HPE Software
businesses, we envisaged that we would
migrate the existing Micro Focus
business onto a new set of IT systems
designed and implemented by HPE to
support the carve out and sale of their
software business. Unfortunately,
challenges with these IT systems have
been significant, including issues around
data migration, system configuration and
the integration of applications. In the six
months to 30 April 2018 in particular,
this impacted our ability to quote, invoice
and collect cash, as well as pay suppliers,
partners and our sales teams.

These systems are now stable and able
to support the operations of the business
but still require more manual intervention
than we want. There is significant
foundational work underway to address
this, focused on the back office
organisation to simplify operations and
processes, increase automation and
improve resilience to drive operational
efficiencies. The issues experienced and
the subsequent foundational remediation
work required have slowed our plan to
migrate to a single IT platform.

This is being addressed through a
parallel project underway to build the
future, simplified systems architecture
for the Group, which upon completion
will enable further automation of the
improved processes and deliver the
platform for on-going operational
improvements. Until the completion of
that project, the Group continues to
operate on two IT architectures with
the attendant complexity this adds to
our business operations and control
environment. To maintain the required
control environment, the Group relies
upon automated, semi-automated and
manual controls together with a
combination of preventative and
detective controls.

Continuous improvement of
day-to-day operations

Our business model is focused on
delivering targeted, relevant business
outcomes for customers and consistent
returns for shareholders.

The foundation of this is the development
of a Company-wide culture of continuous
improvement delivering fit-for-purpose
operations and a more dynamic,
execution-orientated environment where
team members are empowered and
accountable and the overall organisation
aligned to common goals.

In support of this, we are making
additional investments in the enablement
and development of our team, increasing
focus on people engagement, inclusion
and diversity, and developing a more
comprehensive Corporate Social
Responsibility plan.

We remain focused on and fully
committed to running our enlarged
operations as effectively and as
efficiently as possible while driving our
key integration priorities, notably
improved IT systems and back office
functions, to completion.

20 Micro Focus International plc Annual Report and Accounts 2018

Financial discipline

Our focus on operational rigour and
effectiveness is coupled with robust
financial and capital allocation discipline.

The merger of the Micro Focus and
HPE Software business has provided a
significant opportunity for operational
improvements and cost efficiencies. To
date there has been good progress on
cost reduction as evidenced by the
continued expansion in Adjusted EBITDA
margin, with further opportunities ahead.

The on-going optimisation of our
operations is designed to deliver strong
operating margins through the realisation
of these cost efficiencies at pace,
balanced with the continued delivery of
our core value proposition of making,
selling and supporting infrastructure
software solutions that customers value
and rely on. Effective execution will
deliver a platform for further M&A that
targets underperforming assets ready to
be improved by the application of the
Micro Focus business model.

Our net debt represents a modest level
of gearing for a company with the
cash-generating qualities of Micro Focus,
with a target net debt to Adjusted
EBITDA multiple of 2.7 times. We are
confident that this level of debt will not
reduce our ability to deliver our strategy,
invest in products and make appropriate
acquisitions. Micro Focus has a strong
balance sheet and our lenders are
supportive of our strategy and business
model. At 31 October 2018, we had net
debt of $4.25bn representing a net debt
to pro-forma Adjusted EBITDA ($1.5bn)
of 2.8 times. Without the $171.7m of
share buy-backs in the period we would
have reached our medium-term target of
2.7 times within 14 months compared
with the 24 months which was
anticipated at the time of completion of
the HPE Software business transaction.
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Value creation - SUSE sale

On 2 July 2018, we announced definitive
terms, subject to shareholder approval,
for the sale of SUSE for a total cash
consideration of $2.5635bn to EQT. We
believe this price represents a highly
attractive enterprise valuation for SUSE
at a multiple of approximately 7.9 times
revenue and 26.7 times Adjusted
Operating Profit for the 12 months to

31 October 2017 and reflects an
excellent return on the investments we
have made to support and grow this
business since it was acquired in 2014.
In addition to a great value return for
shareholders, we see the purchaser, EQT,
as a strong long-term investor for SUSE.

In line with our capital allocation strategy
we intend to return the net sale proceeds
to shareholders after tax, transaction
costs and any required debt repayments
have been accounted for. This will be
effected through a Return of Value to

be implemented after completion of the
transaction, which is currently anticipated
to be towards the end of the first calendar
quarter of 2019.

Group outlook

Micro Focus' strategy and business
model are designed to deliver strong and
consistent shareholder returns over the
long-term. We are encouraged by
progress over recent months and believe
we are getting back on track to focus on
our outstanding customer and partner
relationships founded on delivering
software that is essential to mission-
critical business processes, and to
provide our investors with consistently
strong results going forward. Our
technology, expertise and the
commitment to enabling customers to
both embrace new innovation and
leverage their established IT investments
is a major positive differentiator in the
infrastructure software market.

At the date of the preliminary
announcement on 14 February 2019,
we issued constant currency revenue
guidance for the Micro Focus Product
Portfolio (*MFPP”) continuing business
for the 12 months to 31 October 2019
of minus 4% to minus 6% compared to

the 12 months ending 31 October 2018.

We continue to target a Net Debt to

Adjusted EBITDA target of 2.7 times
together with a regular dividend twice
covered by adjusted earnings.

Performance in first quarter FY19
(ended 31 January 2019) is in line with
this guidance.

The last 18 month period has been
transformational for Micro Focus and
has been, at times, very challenging and
disruptive for our employees. | am proud
of their professionalism and hard work
and | am delighted to share the
progressive sense of common purpose
and clear direction that is building within
the Company as we move firmly from
the one-off transitional effects of the
combination with the HPE Software
business to the running and continuous
improvement of a successful, enlarged
operation.

Stephen Murdoch
Chief Executive
20 February 2019

Micro Focus’
strategy and
business model
are designed to
deliver strong
and consistent
shareholder
returns over the
long-term —
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Business model

“Micro Focus has a
proven financial and
operating model
which is alighed to
create value for both
our customers and
shareholders.”

Stephen Murdoch
Chief Executive
20 February 2019
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Business model

The typicalstages of aproduct life
cycle are from new product introduction
through-to high growthto broad
adoption and maturity, te' deelineand
ultimately: obsolescence. .

Current portfolio

- underpinning the business
model and clear execution and
investment discipline

When considering 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
categorisation of our product portfolio
into one of the four quadrants
represented in the table below.

Product lifecycle

1
Micro Focus area of primary focus - 1
Customer centric innovation 1

1

1

1

‘Me too’
models

Introduction Growth

Market dynamics

* Innovative and often disruptive technologies
* High capex and R&D

* User base rapidly expanding

* Products repeatedly enhanced

Investment strategy
* Investing in growth

3 ! Reduce rates
! of decline

Maturity Decline

Market dynamics

* Infrastructure software: embedded products
with high switching costs

* Limited growth capex

* Margin expansion and efficiency opportunities

Investment strategy
* Returns driven by maximising cash flow

We are an infrastructure software company. We make, sell and support software.

Our focus is delivering what we call customer centric innovation. This is innovation that
enables customers to bridge existing and emerging technologies, protecting investments and
supporting their digital transformation. We seek to be agile and efficient, easy to do business

with, and to have a stable, skilled and diverse workforce. Our goal is to deliver consistently
high levels of shareholders returns for the long-term.

Portfolio management

New models

Products or consumption models (cloud and
subscription) that open new opportunities
could become growth drivers or represent
emerging use cases that we need to be able
to embrace.

Optimise
Products with declining revenue performance
driven by the market or execution.

Investments directed to correct trajectory to
move back to the core category or focused to
optimise long-term returns.

Growth drivers

Products with consistent growth performance
and market opportunity to build the future
revenue foundations of the Group.

Core

Products that have maintained broadly flat
revenue performance but represent the
current foundations of the Group and must
be protected and extended.

Micro Focus International plc Annual Report and Accounts 2018
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Business model continved

How we run
our business

The Micro Focus strategy and proven
operating model continues to position
this organisation as a financially strong
and successful leader in the
infrastructure software sector. Key to
our strategy is the consistent delivery
of “Customer centric innovation” that
delivers tangible business impact for
customers in all stages of the software
lifecycles. This results in enabling new
business models or use cases, reducing
operational costs and risks, and
protecting existing investments so to
extend productive use.

By enabling customers to apply the
latest innovations to their existing
technology investments; Micro Focus
helps customers gain additional return
on investment they have already made
and reduces risk by allowing them to
preserve and protect their existing data
and business logic.

The customer proposition

What sets us apart

1. Strong products and
intellectual property
Our products are deeply
embedded in customers’
infrastructure and underpin
transactions, processes
and systems globally.

+

2. Broad portfolio

Our portfolio delivers solutions
across many IT disciplines and
provides customers with the
opportunity to simplify their
vendor landscape.

+

3. Customer centric
innovation

We fully understand the needs
of customers and deliver
tangible business impact.

_|_

4. The four-box model

Our investment priorities
consider opportunities in all
stages of the product lifecycle
to ensure that we maximise
the value delivered to the
customers over the entire life
of a product.
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What drives our
business

Bridging the now and the
next

We bridge the now and the
next, enabling mission
critical applications and data
to continue to be leveraged
across the organisation.

+

Latest innovative
features

We build the latest innovative
features and capabilities
that are enterprise-grade
and scalable into our core
products.

+

Easy to do

business with

We provide customers
with the choices to meet
their [T operating
objectives and run their
business models. This
includes flexibility in both
deployment and
commercial models.

I
I
»

What this means for
our customers

Improved return

on investment

... SO customers can
extend productive use
and maximise return on
investment (“ROI").

Reduce risk

... SO customers can

run and transform their
business through adopting
innovation with less risk.

Flexibility

... S0 customers can
select what works for their
enterprise and budget.
This allows customers to
plan for today and
tomorrow with flexibility

to adapt and change.
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What this means for our investors

What sets us apart What drives our What this means for
business our investors

1. We operate at size A proven financial Return on investment
and scale operating model Total shareholder returns
As a natural consolidator in Efficient and fit for of between 15% and 20%.
the market, we have economies purpose operating model

of scale leveraging shared supported by strong

functions and resources across financial discipline.

our portfolio.

- -

2. People Value creation Margins
We have a broad, through consolidation Industry leading
highly experienced Experience in bringing operating margins.
management team, together complex
skilled in applying the products through market
Micro Focus financial consolidation, delivering
and operating model. better integration and
strong value creation.

+ -

3. Highly cash generative Efficiency in Cash returns
portfolio capital allocation Exceptional levels of
We have a broad portfolio Efficient investment in cash generation and

of products with significant capital whether organic returns to shareholders.
market positions and high or inorganic.

switching costs. This

generates significant

recurring revenue streams

and cash generation.

_I_

4. A track record of market
consolidation

We have a proven track-record
of consolidating the market and
successfully executing complex
integrations.
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Marketplace

Our customer’s IT environment

is very complex

Over many years technology and
innovation has transformed most
organisations, multiple times. It
continues today. This repeated
transformation in the relatively short
history of the IT industry has created
very complex environments. Co-located,
highly cohesive teams with deep subject
matter expertise have become highly

distributed, multi-disciplined teams that
work at speed. The realisation of new
computing platforms, new networking
infrastructures and new application
access models has produced a very
complex picture, and enterprise
organisations need to balance many
technology and platform combinations
simultaneously. Importantly, in order to
manage this complexity, companies
must exist in multiple paradigms

o)

simultaneously — which means
connecting mainframes with client
server systems with mobile applications:
all in a mixture of on-premise and
off-premise workloads. With the
business environment constantly
changing, this becomes very hard to do;
and even harder to do at speed and with
acceptable levels of risk.

Internet

: of Things
B (e (o
A
Novell
The new normal
The behaviours of IT users have changed TS
substantially over the last decade. These @
behaviours have created a new set of
expectations that IT must continuously Enable Mobility ~ Consumerisation Analytics & SaaSify Differentiated
deliver while at the same time budgets & Access of IT Cross Sell Business Client Service
have been reduced. This “new normal” Value & Experience

requires [T to adapt and react to new
demands and user expectations while
increasing returns and reducing risk.

ogﬁ C)

&

(-0

Cost Reduction Agile Cloud Common Automation & Bring Your
Driven Delivery Standardised Process Device
Rationalisation Models Infrastructure Reengineering To Work
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A drive to digital transformation

Speed Enterprise DevOps
Build and deliver better

software faster

In the digital economy, time-to-market
and quality determine success. With our
solutions, our customers can unleash
the power of DevOps across their hybrid
IT landscape — quickly bringing
innovative ideas to life at the pace your
business demands. Now speed and
quality can go hand in hand.

Agility Hybrid IT Management

Operate with agility

Hybrid IT can be a sprawling, volatile, siloed
place that jeopardises our customers’ ability
to compete. With our solutions, our customers
can master hybrid IT with new agility —
bridging traditional and transformational IT
services from mainframe to mobile, from
corporate to cloud. Embracing the future
does not mean replacing the past.

Security, Risk & Governance
Secure what matters most
— identities, applications, and data

Security

Cyber threats are escalating. Aging
applications and both existing and new
processes are full of unforeseen risks.
Privacy and compliance requirements are
mounting and point solutions do not offer
the scope, vision, or cross-silo analytics
needed for these Company-wide
challenges. With our solutions, our
customers can take a holistic, analytics-
driven approach to securing what matters
most — identities, applications, and data.

Insights Predictive Analytics
Accurate predictions, actionable

insights, and automated discovery

Lakes of data are valuable only if our
customers can surface the insights
hidden within their depths. With our
solutions, they can leverage machine
learning to transform unlimited volumes
of data into accurate, actionable,
automated insights — at the speed of
your business. Now they are ready to
make predictions and influence business
outcomes.

Our product group

Micro Focus has five portfolios with over
300 product lines, which each deliver
unique value in areas our customers
demand. Our product groups, as set out
in the Portfolio Review section, include
a combination of stand-alone products
that address specific use cases and
integrated suites to help our customers
run and transform IT infrastructure. This
approach means our customers are able
to innovate faster with less risk.

Micro Focus International plc Annual Report and Accounts 2018
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Portfolio review

Revenue breakdown for the
12 months ended 31 October 2018

14%  13%

— 21% 21%

31%

Our product groups

The Micro Focus Product Portfolio consists of
five product groups as set out here. Our
product groups are uniquely positioned to help
customers maximise existing software
investments and embrace innovation in a world
of hybrid IT — from mainframe to mobile

to cloud.

Application Modernisation

& Connectivity (AMC)

Micro Focus' Application Modernisation and
Connectivity solutions help customers lower
cost and improve speed and agility by
modernising core business systems. With

a combination of COBOL, Mainframe, Host
Connectivity and CORBA software, this
portfolio helps customers bridge the old and
the new and future-proof investments made
in technology, applications and processes
over time.

Application Delivery Management
(ADM)

Micro Focus’ Application Delivery
Management solutions help our customers
to accelerate their application delivery and
ensure quality and security at every stage
of the application lifecycle from the first
backlog item, to the user experience in
production. Micro Focus is the only vendor
to provide an integrated end-to-end
application lifecycle management solution
that is built for any methodology, technology,
and delivery model.

Case study:
Empire Life

The challenge

Simplify support and maintenance
environment, while achieving cost savings.
Empire Life wanted to move towards
DevOps and needed to be more responsive
to growing business requirements.

Products and services
Micro Focus Enterprise Developer
Micro Focus Enterprise Server

Results

* 30% development productivity increase.
+ Annual cost savings of up to $1.15m.

* Ready to move to DevOps.

* Higher quality product and service.

* Increased team collaboration.
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Case study:
CONA services LLC

The challenge

Ensure SAP platform stability and
uninterrupted service while deploying rapidly
at a scale during Coca-Cola bottler
refranchising effort.

Products and services
Performance Centre SaaS, Application
Lifecycle Management, Professional
services, Customer Success Manager.

Results

* Performance test SAP applications on
shared-instance platform used by North
America Coca-Cola bottlers to generate
$21bn in annual revenue.

» Scale users and loads without service
interruption.

* Support uninterrupted daily operations of
more than 80,000 bottler employees.
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IT Operations Management (ITOM)
Micro Focus' IT Operations Management
solutions allow teams to operate with agility
to both run and transform their businesses.
Providing customers with the capabilities to
manage and accelerate the end-to-end
service fulfilment lifecycle, enabling them to
more efficiently assure and govern services
and helping them shift to being an IT service
provider that continually provides value and
insights. Micro Focus' ITOM portfolio has a
broad range of offerings from enterprise
service and network monitoring and
management through to cloud-native and
multi cloud management and migration
supported by an integrated platform with

a common data layer, analytics and
orchestration (AlOps).

Security

Micro Focus provides customers with a
comprehensive set of cybersecurity solutions
that protect data, secure applications and
endpoints, manage identities and access,
and provide continuous security motoring
through an operations centre. Micro Focus
Security solutions help customers secure
what matters most — identities, applications
and data.

Information Management

& Governance (IM&G)

Micro Focus' Information Management
& Governance solutions help customers
access, understand and control data
throughout its lifecycle to manage
information-borne risk that can manifest
itself in the form of fines, sanctions and
legal matters. Primary solutions address
compliance, governance and privacy
requirements.

Case study:
Allianz Czech Republic

The challenge

Allianz wanted to take a more transparent
and collaborative approach to all its key
DevOps processes by implementing a single
management platform, replacing a home-
developed helpdesk system and separate
tool for development processes.

Products and services

Use Micro Focus SSM powered by SBM to
create a single point of contact into IT and
streamline both IT and business processes.

Results

* One unified platform for development
and helpdesk requirements

* 30% increase in efficiency and productivity

* Improved helpdesk performance

* Increased insight and transparency +
Improved collaboration between IT and
business

Case study:
Allegiant

The challenge

Protect credit card data and customer
information while complying with the
Payment Card Industry Data Security
Standard (PCI DSS).

Products and services
Voltage SecureData, Vottage SecureData
Web, Secure Stateless Tokenisation.

Results

* Fast implementation led to enhanced
revenues by redeploying development
staff to revenue-generating projects

+ 100% of customer transactions
now protected by Voltage SecureData

* No credit card details stored

Case study:
RTVE

The challenge

Significantly reduce TV production times
by creating an easily searchable repository
containing 50 years’ worth of archived
content with over 20 million assets.

Products and services
Micro Focus IDOL

Results

» Content searches and retrieval completed
in seconds instead of hours or days

* Support corporate digital transformation
project.

» Effective collaborative relationship with
Micro Focus Professional Services.

* User-friendly search solution for producers
and journalists.
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Key Performance Indicators

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

Total shareholder returns

Description Metrics
31 October 2018

Compound Annual
growth rate:

* Since IPO 20.2%
* Over last five years 12.2%
* Over last three years 3.7%

* Over last one year 51.5%

30 April 2017

29.3%
42.7%
51.7%

73.3%

Performance

These ratios demonstrate the compound annual growth rate in
shareholder returns assuming reinvestment of Return of Values,
but not ordinary dividends. The periods covered are to 31 October
2018 from the IPO in May 2005, over the last five years from

31 October 2013, over the last three years from 31 October
2015 and over the last year from 31 October 2017. We continue
to believe that with flat to low single digit revenue decline, 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 2018 revenue and Adjusted EBITDA growth targets.

Description Metrics

12 months ended
31 October 2018

Pro-forma constant 4.0%
currency revenue decline

Adjusted EBITDA 37.7%
margin'
Cash conversion' 105.6%

Restated'
12 months ended
30 April 2017

0.9%

46.4%

103.9%

Performance

Revenue comprises total revenues compared with the prior
12 months at pro-forma constant currency (“CCY”).

Adjusted EBITDA is the EBITDA prior to exceptional items,
share-based compensation charge, amortisation of and impairment
of product development costs, foreign currency gains/losses and
the net capitalisation of product development costs.

The Adjusted EBITDA margin represents Adjusted EBITDA
divided by the Pro-forma Revenue for the period.

This ratio is calculated using the cash flows generated from
operations 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.

1 The comparatives for the 12 months ended 30 April 2017 have been restated, where indicated, to reflect the divestiture of the SUSE business segment (note 19).
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Financial performance continued

Description

Free cash flow

DSO (days sales
outstanding)

Diluted Adjusted EPS
(total)

Metrics

12 months ended
31 October 2018

$755.4m

94 days

205.65 cents

Restated'
12 months ended
30 April 2017

$409.2m

46 days

175.65 cents

Performance

Free cash flow is defined as cash generated from operations less
interest payments, bank loan costs, tax payments, payments for
intangible assets and payments for property, plant and equipment.

Days Sales Outstanding (‘DS0O”) is the average number of days
that customers take to pay their bill. The Group uses the count
back method based on the amount the Group has billed
customers. The count back calculation starts by taking the total
outstanding gross receivables balance (i.e. before bad debt
provisions), then deducting the latest month'’s total billings from
the outstanding gross receivables. If there is a remaining gross
receivables balance outstanding after deducting the latest
month’s billings, then the calculation deducts the total billings
from the previous month, then the month before that and so on,
until no outstanding balance remains. The DSO value is the total
number of days’ billings that can be absorbed into the outstanding
gross receivables balance without leaving a remainder.

Diluted Adjusted EPS is calculated by taking profit after tax,
prior to exceptional items, share-based compensation charge,
amortisation of purchased intangibles and tax attributable to
these charges divided by the weighted average number of fully
diluted ordinary shares in issue during the period. 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 KPls are used to monitor our gearing and interest cover levels. Our target Net Debt to
Pro-forma Adjusted EBITDA ratio is 2.7 times.

Description

Net Debt to Pro-forma
Adjusted EBITDA

Interest cover'

Metrics

12 months ended
31 October 2018

2.8 times

5.1 times

Restated'
12 months ended
30 April 2017

2.1 times

5.6 times

Performance

Net borrowings less cash and cash equivalents and finance
lease obligations expressed as a multiple of the Pro-forma
Adjusted EBITDA.

Adjusted EBITDA from continuing operations, expressed as
a multiple of finance costs.

The comparatives for the 12 months ended 30 April 2017 have been restated, where indicated, to reflect the divestiture of the SUSE business segment (note 19).
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Principal risks and uncertainties

Risk Management overview

Our business model, future performance,
solvency, liquidity and reputation are
exposed to a variety of risks and
uncertainties. The board's role is to
determine the principal risks the Group
is willing to take to achieve its long-term
strategic objectives and enhance the
sustainability of value creation.
Underpinning the operation of, and
central to, the risk management process
is the culture of the Group, led by the
board, of openness, transparency,
debate, trust and accountability. On
behalf of the board, the Audit Committee
reviews and challenges the effectiveness
and robustness of the risk management
process.

Risk Management process

The board manages risk in accordance
with the enterprise Risk Management
Framework (‘RMF”) under the Group’s
Risk Management Policy and Procedure.
The RMF is aligned to the business
objectives and strategy (see page 14). A
key component of the RMF for the board
is that, whilst the RMF enables an

Internal Audit

— Obtain final copies of
risk register

— Risk based |A plan
reviewed and any revisions
to the plan are submitted
for AC approval

5. Final Report

assessment of risk, it is also practical
and proportionate. This ensures that the
RMF is able to be embedded into the
day-to-day business processes across
the Group, to drive risk awareness and
risk culture. The board continues to build
upon the RMF to respond to any future
change in the Group'’s risk profile. During
the period, the board continued to
assess the gross and net risks against
the defined risk appetite statements of
the Group and to further align the risks
to the Group's strategy. The risk appetite
statements set out the board'’s risk-
taking approach to ensure a balanced
view between risk aversion, opportunity
and gains, against a background of
maintaining reputation, financial stability
and compliance.

The Group maintains a risk based annual
internal audit plan (see pages 85 to 87
for the report on internal controls).
During the period, the Group underwent
a significant transformational change
with the acquisition of the HPE Software
business on 1 September 2017 and
announced the sale of the SUSE

6. Risk Oversight
and Monitoring
AC and board take
accountability for
oversight of risk
environment

1. Policy Guidance
A Policy, Procedure
and Framework
document the ERM
process and
accountabilities.

2. Risk Updates

business on 2 July 2018 as set out on
page 12. As the risks assessed under
the RMF changed during the period, the
annual internal audit plan was flexed to
ensure appropriate levels of assurance.
The Group risk register is reviewed with
internal audit during the development of
the annual internal audit plan, and
subsequently at each update of the
Group risk register throughout the
period, to ensure alignment of the
internal audit plan to the Group’s risk
profile. To underpin the robustness of the
operation of the RMF, as part of the risk
based internal audit process, the internal
auditors assess the gross and net risk
ranking assigned by the risk owners.

The RMF is also subject to an annual
review by an external specialist and
shared with the internal audit team. A
key area of focus for improving the RMF
in the forthcoming year is to continue to
embed the RMF across the Group. The
enterprise risk management reporting
cycle and alignment with internal audit
and the wider business is as follows:

Risk Reviews

— Ongoing alert from the
business or other areas
of Assurance across the
Group, which require IRM
review and analysis

— IRM reviews and

Report Risks to Meet with individuals i A
— Update IA plan. IA Augit Committee, Enterprise Risk across Senior gfgggrgh?!gl;lﬂgess
remediation continuously Internal Audit Management (ERM) Management understand impact from
monitored and tracked Reporting Cycle review and update arisk lens (i.e. changes to
and reported to IRM Group Risk

3. Risk Consolidation
Assessment

and consolidation

of risks across
business into GRR

4. Finalise

Proposed GRR and
analysis of key themes/
changes reviewed with
executive directors
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processes, transformation
programmes, etc)

— Follow-up with Risk
Register owners to finalise
periodic review of GRR
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Risks are identified, assessed and
recorded by the Micro Focus and SUSE
Product Portfolios and the Group
functions. Each business area director
and Group function head is responsible
for the identification, assessment and
management of risk in their area. Each
risk is owned by an individual in that area.
The process includes the use of risk
registers and one to one interviews with
business area directors, Group function
heads and board members. Risks are
assessed on a gross and net basis
against a consistent set of criteria
defined by the board. The criteria
measures the likelihood of occurrence
against the potential impact to the Group
including financial results, strategic
plans, operations and reputation. Each
risk is allocated a risk appetite category
and a risk tolerance; changes in the risk
profile are tracked at each reporting
point during the period. The assessment
includes current and emerging risks.
Principal risks are categorised into four
distinct areas, both externally and
internally driven, which include financial,
infrastructure, marketplace, and
reputational risks. Existing controls and
improvement actions are recorded on the
risk register for each risk, together with
internal audit reviews.

The RMF sets out a continuous cycle
of review, reporting and improvement
over the period. Following one to one
interviews with the business area
directors and Group function heads, the
individual risk registers are consolidated
to form the Group risk profile. The Group
risk profile is reported to the executive
directors for monitoring, review and
challenge. A report is made to every
Audit Committee meeting during the
period for review, to challenge the
effectiveness of the RMF and then
approval by the board. As part of the
RMF an annual review of risk is also
undertaken, this is aligned with the
annual review of internal audit. These
annual reviews focus on areas for
improvement in the process, as well as
the key emerging areas of risk for the
Group in the year ahead. The board and

the Audit Committee also received
detailed risk assessments as part of
reports on material projects across
the Group.

In the period, we continued to work to
improve the way we manage risk and,
embed risk methodology into the
business at management level. Metrics
over risks (i.e. trend analysis) are
performed periodically. We reviewed and
improved our Fraud Risk Management
policy and procedures including a revised
anti-fraud policy as part of our integrated
Code of Conduct across the Group.

Changes in the period

The risk movement reflects the key
activities and challenges across the
period. In particular the transformational
HPE Software business acquisition and
integration, and the preparation for the
divestment of the SUSE business. The
board is mindful of the interdependencies
and speed of some risks. As set out on
pages 18 to 19 the HPE Software
business integration is significantly
complex. In the period, there has been
an improvement in integration related
risks, with detailed action plans being
executed to improve the quality of
delivery, speed of decision-making and
accountability. The divestment of SUSE
also represents a complex process. The
governance framework for management
of these programmes includes full time
dedicated programme management
offices that work together to mitigate
key areas of principal risks. Details of the
complexity and challenges, in particular
in relation to IT systems, of the
integration and divestment are set out

in the Chief Executive’s Strategic review
on page 20.

Although there continues to be
significant uncertainty with Brexit
implications, our cross-functional Brexit
Working Group continued to monitor
developments, as far as possible, for
impacts to our business. Areas under
review for possible impacts include
people, tax, treasury, regulatory and
commercial matters. The readiness work
and analysis aims to provide confidence

to our people, suppliers and customers
of our Brexit readiness.

We have included a separate principal
risk relating to cyber security. Cyber
threats pose a risk to our entire industry.
Work continues to further strengthen our
resilience in this area and to further
develop our cyber defence capabilities.

We have included a narrative relating
to risks around internal controls over
financial reporting. As part of its
disclosure obligations in the United
States the Group is required to furnish
an annual report by its management
on its internal controls over financial
reporting and include an attestation
report issued by its independent
registered public accounting firm
pursuant to Section 404 of the
Sarbanes-Oxley Act of 2002 (SOX).
The first report will be required to be
produced as of 31 October 2019.

Please also refer to the section on
internal controls within the corporate
governance report on pages 72 to 79.

Principal Risks and Uncertainties
In common with all businesses, the
Group could be affected by risks and
uncertainties that may have a material
adverse effect on its business operations
and achieving its strategic objectives
including its business model, future
performance, solvency, liquidity and/or
reputation. These risks could cause
actual results to differ materially from
forecasts or historic results. Accepting
that risk is an inherent part of doing
business, the board is mindful of the
interdependencies of some risks. Where
possible, the Group seeks to mitigate
risks through its RMF internal controls
and insurance, but this can only provide
reasonable assurance and not absolute
assurance against material losses. In
particular, insurance policies may not fully
cover all of the consequences of any
event, including damage to persons or
property, business interruptions, failure of
counterparties to conform to the terms
of an agreement or other liabilities.
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Principal risks and uncertainties continued

The following are the principal risks and uncertainties, potential impacts and mitigations that are relevant to the Group as a provider
of software products and associated services at this time. They do not comprise all of the risks associated with the Group and
are not set out in priority order. Additional risks not presently known to management, or currently deemed to be less material,

may also have an adverse effect on the Group.

The net risk movement from the prior period for each principal risk has been assessed and presented as follows:

0 No change e Increased net risk exposure e Reduced net risk exposure
Products
Risk Trend 0 Link to: Business Model: Make software Risk Category: Marketplace

Principal Risk Description
To remain successful the Group must ensure that its products continue to meet the requirements of customers and must be effectively balanced
between growth and legacy products. Investment in research and innovation in product development is essential to meet customer and partner
requirements in order to maximise 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 prioritised considering the expected future prospects, to ensure an
effective balance between growth and legacy products. The Group's business and reputation may be harmed by errors or defects in its products.

34

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.

Mitigation

When considering investment priorities, both organic and inorganic, the Group evaluates its options
against a set of characteristics mapped to each stage of the product life-cycle enabling the
categorisation of its product portfolio into the following: new models, growth drivers, optimise and core
(further details are set out on page 23 (Business Model section)).

As set out on page 24 (Business Model section) the Group continues to align resources and develop
propositions across four main focus areas: Enterprise DevOps; Hybrid IT Management; Security, Risk

& Governance; and Predictive Analytics and to improve the interaction between Product Management,
Product Development, Sales and Marketing. The Micro Focus product portfolio consists of five product
groups with over 300 product lines, as set out on page 28 (Portfolio Review), which are uniquely
positioned to help customers maximise existing software investments and embrace innovation. The
Group has improved alignment and applied robust application of the four-box model across the Enlarged
Group, as set out on page 23 (Business Model section). The product portfolio is focused on delivering
“customer centric innovation” that delivers tangible business impact for customers in all stages of the
software life-cycle.
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Go-To-Market (“GTM”) Models

Risk Trend e Link to Business Model: Sell software Risk Category: Marketplace

Principal Risk Description

For the Group to succeed in meeting revenue and growth targets it requires successful GTM 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 GTM
models may be more successful if accompanied by compelling Micro Focus brand awareness programmes. The Group is dependent upon the
effectiveness of its sales force and distribution channels to maintain and grow licence, maintenance and consultancy sales.

Potential impact Mitigation

Poor design and/or execution of GTM plans As set out on page 19 of the Chief Executive's Strategic Review, there has been good progress in the

may limit the success of the Group by targeting development of the Group’s customer and partner proposition. Across the five product categories that

the wrong customers through the wrong the Group reports against, the Group has great depth of capability and experience to help its customers

channels and using the wrong product address some of the most complex challenges they face. To best enable the Group’s customers to

offerings. exploit this breadth and depth it is aligning resources and developing compelling propositions across
four focus areas — Enterprise DevOps; Hybrid IT Management; Security, Risk & Governance; and
Predictive Analytics.

Sales execution has received considerable attention and improvement measures have focused on the
consistent execution of simpler, more effective sales processes, better alignment and accountability
within the sales management teams through the removal of unnecessary global structures and
management layers, organisational changes to align marketing and product teams much more tightly
and investments made to build a consistent approach to enablement globally. We have strengthened the
team through the appointment of Jon Hunter as Chief Revenue Officer.

Competition

Risk Trend 0 Link to Business Model: Sell software Risk Category: Marketplace

Principal Risk Description

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. The Group operates in a number of competitive markets and success in those markets depends on a
variety of factors.

Potential impact Mitigation

Failure to understand the competitive Group product plans contain an analysis of competitive threats and subscriptions to industry analyst
landscape adequately and thereby identify firms are leveraged to better understand market dynamics and competitor strategies. In addition,
where competitive threats exist may damage customer contact programmes are analysed for competitive intelligence. Micro Focus and SUSE

the successful sales of the Group'’s products. If continue to monitor and review intelligence on market threats to focus on offering best in class service
the Group is not be able to compete effectively to customers.

against its competitors, it is likely to lose market
share which may result in decreased sales and
weaker financial performance.
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Principal risks and uncertainties continved

Employees and Culture

Risk Trend e Link to Business Model: Make, Sell, Risk Category: Infrastructure
Support software

Principal Risk Description

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 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 Mitigation
Failure to retain and develop skill sets, Successful cultural alignment across the Group is intrinsic to the way we do business and is a key focus
particularly in sales, IT and research and for the Group. Leading by example from the top is a key driver. The Group has policies in place to help
development may hinder the Group's sales and ensure that it is able to attract and retain employees of a high calibre with the required skills. These
development plans. Weak organisational policies include training, career development and long-term financial incentives. The Group also has in
alignment and inadequate incentivisation may place a performance management and appraisal system. Succession plans have been developed and
lead to poor performance and instability. It are in place for key leadership positions within the Company. During the period a new Chief Human
could also have an adverse impact on the Resources Officer was appointed. In the period the Group also took significant action to develop its
realisation of strategic plans. management capability both internally, by training and promotions, and through external hires.

Tax

RiskiTrend e Link to Business Model: Support software  Risk Category: Financial

Principal Risk Description

The tax treatment of the Group’s operations is subject to the risk of challenge by tax authorities in all territories in which it operates. Cross-border
transactions may be challenged under tax rules and initiatives targeting multinationals’ tax arrangements, including the OECD's Base Erosion and
Profit Shifting project and EU state aid rules. As a result of the HPE Software business acquisition, the Group may be required under the tax
matters agreement entered into with HPE (the “TMA") to indemnify HPE, if actions undertaken by the Group affect the tax treatment of the
separation of HPE Software business from HPE.

Future changes to US and non-US tax laws could adversely affect the Group. The Group will be subject to tax laws of numerous jurisdictions,
and the interpretation of those laws is subject to challenge by the relevant governmental authorities.

Potential impact Mitigation

Tax liabilities in various territories in which the Tax laws, regulations and interpretations are kept under on-going review by the Group and its advisors.
Group operates, particularly as a result of the The Group reviews its operations, including the structuring of intra-Group arrangements, on a periodic
HPE Software business acquisition, could be basis to ensure that all relevant laws are complied with and that risks are identified and mitigated
significantly higher than expected. The Group appropriately. External professional advice is obtained ahead of material structuring activity and to
may be obliged to make indemnification support positions taken in financial statements and local tax returns where there is significant
payments to HPE under the TMA, which, if uncertainty or risk of challenge. During the period, a governance framework and process has been
payable, would likely be substantial. developed to remind relevant employees of the requirements and guiding principles to comply with the

obligations under the TMA.
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Business Strategy and Change Management

Risk Trend e Link to Business Model: Make, Sell, Risk Category: Marketplace
Support software

Principal Risk Description

The Group is engaged in a number of major change projects including acquisitions and divestments to shape and grow the business by
strengthening the portfolio of products and capabilities and IT projects to standardise systems and processes. The successful integration of
businesses will build a solid base for further expansion. These projects expose the Group to significant transformation risks. The Group’s strategy
may involve the making of further acquisitions to protect or enhance its competitive position and failure to identify, manage, complete and integrate
acquisitions, divestitures and other significant transactions successfully could have a material adverse effect on the Group’s business.

The integration of the HPE Software business and the divestment of SUSE are both complex transactions with a range of integration and
separation risks. The integration of the HPE Software business with the existing businesses carried on by the Group may be more time consuming
and costly than anticipated. Successful execution of the SUSE divestment may be compromised by adding a new level of complexity to an existing
heightened operation environment across the Group and be a distraction to deliver business plans.

Potential impact Mitigation

Failure to analyse, execute and co-ordinate As set out on page 15. The Group has an established acquisition strategy and focus on efficient

the various integration, divestment and execution in the mature infrastructure software market. The delivery and execution of the HPE Software
transformation programmes successfully may business integration and the SUSE divestment is controlled and mitigated by respective dedicated

result in the disruption of the on-going business full-time programme offices. During the period there have been enhancements made to programme
without delivering the anticipated strategic and governance. The operating plan is focused on delivering targeted, relevant business outcomes and the
operational benefits of such transactions. In simplification of business operations to improve empowerment, speed and accountability of decision-
addition, this may affect the ability to execute making and drive a heightened sense of urgency across all aspects of execution. Programme risks and
strategic plans for growth. interdependencies are managed carefully including the utilisation of detailed deep dives, cross functional

integration/divestment walk the walls sessions, a cadence of weekly and daily cross functional calls and
risk assessments to ensure that execution of the various projects are successfully aligned to minimise
any disruption to business as usual. The integration and harmonisation will continue as a key area of
principal risk in the forthcoming year.

Intellectual Property (“IP”)

Risk Trend 0 Link to Business Model: Make software Risk Category: Marketplace

Principal Risk Description

The Group is dependent upon its intellectual property, and its rights to such intellectual property may be challenged or infringed by others or
otherwise prove insufficient to protect its business. Some of the Group’s SUSE products utilise Open Source technology, which is dependent upon
third party developers. The Group's products and services depend in part on intellectual property and technology licenced from third parties, and
third-party claims of intellectual property infringement against the Group may disrupt its ability to sell its products and services.

Potential impact Mitigation

Failure could adversely affect the ability of There are procedures in place across the Group to ensure the appropriate protection and use of the
the Group to compete in the market place and Group's brands and IP and these are monitored by the IP Panel and Legal team. During the period, the
affect the Group's revenue and reputation. IP Panel and Group IP procedures were updated and extended across the Enlarged Group.
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Principal risks and uncertainties continved

Legal and Regulatory Compliance

Risk Trend Q Link to Business Model: Support software Risk Category: Reputational

Principal Risk Description

The Group operates across a number of jurisdictions and two regulated exchanges. Compliance with national and regional laws and regulations is
essential to successful business operations. The Group may be involved in legal and other proceedings from time to time, and as a result may face
damage to its reputation or legal liability. The Group has entered into various acquisitions and a disposal over recent years and may be subject to,
or have the benefit of, certain residual representations, warranties, indemnities, covenants or other liabilities, obligations or rights. The Group has

a variety of customer contracts in a variety of sectors, including Government clients.

Potential impact Mitigation

Failure to comply could result in civil or criminal The Group has in place policies and procedures to mitigate these risks. The Group's legal and regulatory
sanctions ("?' personal liability for dlrgctors), as team, enhanced by specialist external advisors as required, monitor and review compliance. There is a
well as possible claims, legal proceedings, Compliance Committee, which reports into the board. All staff are subject to mandatory compliance
fines, loss of revenue and reputational damage. training. The Group is committed to ensuring ongoing compliance with anti-bribery and corruption, data

protection and market abuse and insider dealing laws. A new, integrated Code of Conduct was rolled out
in August 2018, with supporting training materials distributed to all employees during October 2018.
Significant work was undertaken during the period to ensure compliance with the General Data
Protection Regulation (‘GDPR"). This included the approval of four new data protection policies by the
board, GDPR Awareness training being circulated to all employees, and regular communications to
employees is on-going regarding the importance of compliance with the requirements. Data protection
compliance is subject to on-going monitoring by our privacy team. The compliance environment is also
strengthened by the implementation of SOX controls, as set out on page 41.

Macro Economic Environment and Brexit

Risk Trend 0 Link to Business Model: Sell, Risk Category: Marketplace
Support software

Principal Risk Description

The Group's businesses may be subject to inherent risks arising from the general and sector specific economic and political conditions in one or
more of the markets in which the Group operates. This is heightened by the fact the Group sells and distributes its software products globally.
Exposure to political developments in the United Kingdom, including the terms and manner of the UK'’s withdrawal from the EU, could have an
adverse effect on the Group.

Potential impact Mitigation

Adverse economic conditions could affect The spread of jurisdictions allows the Group to be flexible to adapt to changing localised risk to a certain
sales, and other external economic or political extent. The Group has business continuity plans and crisis management procedures in place in the
matters, such as price controls, could affect the event of political events or natural disasters.

business and revenues.
The Group has a cross functional Brexit Working Group with processes in place to assess, respond,
monitor and track the impact of Brexit on our businesses, and associated risks, as matters progress and
how the business can seek to mitigate these risks. Areas under review for possible impacts include
people, tax, treasury, regulatory and commercial matters.

38 Micro Focus International plc Annual Report and Accounts 2018



01 Overview 14 Strategic 68 Corporate governance 116 Consolidated financial 213 Company financial 225 Additional information
report statements and notes statements and notes

IT Systems and Information

Risk Trend e Link to Business Model: Support software  Risk Category: Infrastructure

Principal Risk Description

The Group's operations, as with most businesses, are dependent on maintaining and protecting the integrity and security of the IT systems

and management of information. Integration of HPE Software business with the existing businesses, including the respective IT systems, may be
more time consuming and costly than anticipated, given the amount of change management that is involved. The Group continues to operate on
two [T architectures with the attendant complexity to business operations and the control environment.

Potential impact Mitigation

Disruption to the IT systems could adversely The Group continues to focus its efforts on the stabilisation of the HPE Software business

affect business and Group operations in a infrastructure. Progress has been made with the system now being stable and able to support the
variety of ways, which may result in an adverse business. To maintain the required control environment the Group relies upon automated, semi-

impact on business operations, revenues, automated and manual controls together with a combination of preventative and detective controls. A
customer relations, supplier relations, and Vendor Management process is in place to allow for better involvement and engagement with third party
reputational damage. Dependency on IT IT providers. In relation to the SUSE divestment a dedicated IT Program Director is in place to lead the
providers could have an adverse impact on SUSE IT separation and execution, working under the Divestment Programme Management office.
revenue and compliance in the event that they

cannot resume business operations. There is an on-going programme of simplification being delivered, with a parallel project approved by the

board and now underway to build the future, simplified systems architecture for the Group (as set out in
the Chief Executive's Strategic Review set out on page 20). The IT control environment is also being
improved as part of the implementation of controls to meet Sarbanes-Oxley Act 2002 (SOX)
compliance, as set out on page 41.

Cyber Security (previously part of IT systems and information)

Risk Trend: e Link to Business Model: Support software  Risk Category: Infrastructure

Principal Risk Description

Risk of hacking or other cybersecurity threat leading to data loss and/or disruptions to business. The IT environments of both the Group and its
customers may be subject to hacking or other cybersecurity threats, which may harm customer relationships, financial performance and the market
perception of the effectiveness of the Group’s products.

Potential impact Mitigation

Data loss, which could harm client and The Group works continually to counter the risk posed by the current and emerging cyber security
customer relationships, compliance and/or threat landscape. The cyber team manages the security of our data, technology and training
perception of the effectiveness of the programme to protect the performance and availability of the Group IT systems. Group-wide cyber
Group's products. readiness policies and processes are in place. Cyber security testing in critical areas of the business

is on-going, Group-specific vulnerabilities are reviewed and continuously managed.
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Principal risks and uncertainties continved

Treasury

Risk Trend 0 Link to Business Model: Support software  Risk Category: Financial

Principal Risk Description
The Group operates across a number of jurisdictions and so is exposed to currency fluctuations. The risk of foreign exchange fluctuations may be
increased as a result of Brexit.

The Group targets a Net Debt to Adjusted EBITDA ratio of 2.7 times and may require additional debt funding in order to execute its acquisition
strategy. The Group is exposed to interest rate risk related to its variable rate indebtedness, which could cause its indebtedness service obligations
to increase significantly.

The Group's operational and financial flexibility may be restricted by its level of indebtedness and covenants and financing costs could increase or
financing could cease to be available in the long term. The Group may incur materially significant costs if it breaches its covenants under its
banking arrangements.

Potential impact Mitigation

The relative values of currencies can fluctuate The Group's operations are diversified across a number of currencies, with limited exposure to

and may have a significant impact on business £ Sterling. Key currency exposures are detailed on page 144. Changes in foreign exchange rates are

results. monitored, exposures regularly reviewed and actions taken to reduce exposures where necessary.
The Group provides extensive constant currency reporting to enable investors to better understand

Insufficient access to funding could limit the the underlying business performance.

Group's ability to achieve its desired capital

structure or to complete acquisitions. The Group has significant committed facilities in place, the earliest of which matures in November
2021 and sufficient headroom to meet its operational requirements. The Group seeks to maintain

An increase in interest rates could have a strong relationships with its key banking partners and lenders and to proactively monitor the loan

significant impact on business results. markets. The Group also has strong engagement with the providers of equity capital, which represents

an alternative source of capital. Currency change fluctuations as a result of Brexit are being monitored
by the Brexit Working Group.

The Group holds interest rate swaps to hedge against the cash flow risk in the LIBOR rate charged on
$2,250.0m of the debt issued by a Group subsidiary company, Seattle Spinco, Inc. from 19 October
2017 to 30 September 2022. Under the terms of the interest rate swaps, the Group pays a fixed rate
of 1.94% and receives one month USD LIBOR.

Monitoring policies and procedures are in place to reduce the risk of any covenant breaches under the
Group's banking arrangements. At 31 October 2018, $nil of the Revolving Facility was drawn. As a
covenant test is only applicable when the Revolving Facility is drawn down by 35% or more, and $nil of
Revolving Facility was drawn at 31 October 2018, no covenant test is applicable.
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Risks related to Internal Controls
over Financial Reporting

As part of its disclosure and reporting
obligations in the United States, the
Group will be required to furnish an
annual report by its management on its
internal control over financial reporting
and include an attestation report issued
by its independent registered public
accounting firm pursuant to Section 404
of the Sarbanes-Oxley Act of 2002
(“SOX"). The first report will be required
to be produced as of 31 October 2019.

The Group is in the process of
implementing a programme of SOX
compliant internal controls under its SOX
Implementation Programme (SIP)
together with a specialist team from its
outsourced Internal Audit Partner, PwC.
Governance for the SIP includes a cross
functional SOX Steering Group (SSG)
chaired by the Group’s Chief Financial

Officer reporting to the Audit Committee.

As part of the SIP a new Disclosure
Committee, chaired by the Chief
Financial Officer, has been set up to
assist the Chief Executive Officer and
Chief Financial Officer in fulfilling their
responsibilities in connection with the
accuracy of financial reporting. The SIP
is being implemented across the Group
during a period of significant change
across the organisation. As part of the
governance the SSG monitors potential
adverse impacts of organisational
change to the SIP. During the period, as
part of the SIF, end to end process
mapping and walkthroughs were carried
out of the Group’s main processes, Hire
to Retire, Quote to Cash, Procurement to
Pay and Record to Report, leading to the
development of documented controls for
each process. Each process and its
associated controls are owned by a
Global Process Owner. In the period, the
Group has also reviewed its entity

level controls and commenced
implementation of a SOX training plan

across relevant parts of the Group. A key
work stream of the SIP relates to the

adequacy of IT General Controls (ITGCs).

The challenges with the IT systems,
including controls acquired with the

HPE Software business, are set out on
page 20. As a consequence, each
business will remain on its legacy IT
systems, necessitating business process
controls and ITGCs across both systems.
The work undertaken under the SIP to
date has identified a number of areas for
improvement in the Group's ITGCs, which
now forms part of the SIP. Work in this
area is continuing under an IT SOX
Compliance Group chaired by the Chief
Information Officer reporting to the main
SSG. As part of this work, an [T strategy
has been developed and is being
implemented across the network in both
the Group's owned IT systems and those
operated by its external cloud partner.

As a requirement for the Group's listing
in the United States, its internal controls
over financial reporting were for the first
time subject to review under the US
Public Company Accounting Oversight
Board (PCAOB) auditing standards in
connection with the audit of Micro Focus’
annual consolidated financial statements
for the three years ended 30 April 2017.
As a result of the work undertaken,
certain weaknesses in the Group's
internal control over financial reporting
were identified, which under PCAOB
standards were considered to be
material weaknesses. Under the PCAOB
standards a material weakness is a
deficiency, or a combination of
deficiencies, in internal control over
financial reporting, such that there is a
reasonable possibility that a material
misstatement of the Group's annual or
interim consolidated financial statements
will not be prevented or detected on a
timely basis. The material weaknesses
related to the fact that the Group did not
have sufficient formally documented and

implemented processes and review
procedures, nor did it have sufficient
formality and evidence of controls over
key reports and spreadsheets. Whilst the
Group has made significant progress
towards remediating the material
weaknesses in the heritage Micro Focus
systems and processes, the significant
challenges with the IT systems acquired
with the HPE Software business means
that these material weaknesses and
other control deficiencies are also
relevant for this area of the organisation.
The remediation activity includes system
upgrades and formal documentation of
control and review procedures.

The Group continues its work under

the SIP to remediate the material
weaknesses and other control
deficiencies, and any other matters,
which arise during its progress towards
SOX compliance. To maintain the
required control environment the Group
relies upon automated, semi-automated
and manual controls together with a
combination of preventative and detective
controls. The material weaknesses,
control deficiencies and other matters
may not be able to be remedied by

31 October 2019, and there is a risk that
other deficiencies for the purposes of
SOX may be identified. Failure to correct
the material weaknesses or our failure to
discover and address any other material
weakness or control deficiencies could
result in inaccuracies in our financial
statements and impair our ability to
comply with applicable financial reporting
requirements and related regulatory
filings on a timely basis. It could also
result in an adverse reaction in the
financial markets due to a loss of
confidence in the reliability of the
Group's financial statements and could
have a material adverse effect on the
Group's business, financial condition,
results of operation and prospects.

Micro Focus International plc Annual Report and Accounts 2018

4



X X X X X X X X X X
X X X X X X X X X
X X X X X X X X X X
X X X X X X X X X X
X X X X X X X X X X
X X X X X X X X X X X
Chief Fi ial Offi ) t XXXXXXXXX XXXXXXXXXXXXXX
1€ Iinancia Icersr
SIS P x % % %" x x X x X %X
X X X X X X X X X X X X X
X X X X X X X X X X X
X X X X X X X X X X X X X X
X X X X X X X X X X X X X
X X X X X X X X X X X X X X X X
X X X X X X X X X X X X X X
X X X X X X XX X X X X X X X X X X
X X X X X X X X X X X X X X X X X
X X X X X X XX XX X X X XX X X XX
X X X X X X X X X X X X X X X X X X
X X X X X X X X X X X X X X X X X X X
X X X X X X X X XXX X X X X X X X X X
X X X X X XX X XXX XXX X X X XX XX
X X X X X X X X X X X X X X X X X X X X
“ X X X X X X X X X XX XX XX XX X X X X X
X X X X X X X XXX X X XX X X XX
r u X X X X X X X X X X X X X X X X X X X
X X X X X X X X X X X X X X X XX
X X X X X X X X X X X X X X X X X XX
X X X X X X X X X X X X X X X
X X X X XX X X X X X X XX X X X XX
X X X X X X X X X X X X X X XX
X X X X X X XX XX XX X XX XX XX
X X X X X X X X X X X X X X X X
X X X X X X X X X X X X X X X XX
X X X X X X X X X X X X X XX
X X X X XX X X X X X X X X X X
X X X X X X X X X X X X X X X <
X X X X XXX XXX XXX XXX X X X
X X X X X XXX X X X X X X X X XX
X X X X X X X X XXX X X X X X X X X XX X
X X X X XXX XXX XXX XX XX XX XXX
X X X X X X X X XX X X X X X X X X X XX X
X X X X X X X X X X X X X X X X X X X X
X X X X X X X X X X X X X X X X
X X X X X X X X X X X X X X X X X X X .
X X X X X X X X X X X X X X X X X
X X X X X X X X X X X X X X
X X X X X X X X X X X X X X X X
X X X X X X X X X X X X X XXX X X X X X X X X |
X X X X X X XX X X X X X X X X X X X
X X X X X X X X X X X X X X X X X X
X X X X X X X XXX X X X X X X X XX
X X X X X X X X X X X X X X X .
X!, X X X X X X X X X X X X X
X X X X X X X X X X X X X X X X .
X X X X X X X X X X X X X X X X X X
X X X X X X X X X X X X X X X X X X ;
XX X X XX XXX XXX XXX XX XX X X X
X X X X X X X X XX XX XX XXX XX XX X X .
X X X X X X X XXX XXX XX XXX X X X XX
X X X X X X X X XXX XXX X X XXX X X X .
X X X X X X XXX XXX X X XXX X X X X X
XX X X XX XXX XXX XXX XX X X X X |
XX X X X XXX XXX XX XX XX X X XX
X X X X X X XX XX XX XX X X X X X X.
X X X X X X XXX XX XX XX X X X X X
XX X X X X XX XX XX X X X X X X X,
XX X X XX XX XX XX X X X XX XX
X X X X X X XX XX X X X X X X X X .
X X X X X X XX X X X X X X X X X X
X X X X X XXX X X X X X X X X X,
X X X X XXX XXX X X X X X X X
X X X X X X X X X X X X X X X X .
X X X X X X X X X X X X X X X X
X X X X X X X X X X X X X X X ;
X X X X X X X X X X X X X X X
X X X X X X X X X X X X X X J
X X X X X X X X X X X X X X
X X X X X X X X X X X X X 3
X X X X X X X X X X X X X
X X X X X X X X X X X X
. X X X X X X X X X X X X
Chris Kennedy X X X X X X X X X X X
Chief Financial Officer XXXXXXXXXXXXXXXXXXXXX>
X X X X X X X X X X
20 February 2019 VAV ANV AN ANV AV
X X X X X X X X X
X X X X X X X X 3
X X X X X X X X
X X X X X X X
X X X X X X X
X X X X X X 2
X X X X X X
X X X X X 3
X X X X X
_ X XXX
492 Micro Focus International plc Annual Report and Accounts 2018 X X X X
X X X 3
X X X
N NN\



01 Overview 14 Strategic 68 Corporate governance 116 Consolidated financial 213 Company financial 225 Additional information
report statements and notes statements and notes

The Group's statutory financial statements reflect the trading performance of the continuing operations for the 18 months ended
31 October 2018 compared to the 12 months ended 30 April 2017. Within the 18 months, the Group has undertaken two
corporate development activities, which have both had a material impact on the Group’s reported results:

* On 1 September 2017, the Group acquired the software business of HPE, which is reported within the Micro Focus Product
Portfolio. The Group aligned the Micro Focus accounting period end (previously 30 April) to the HPE Software business period
end of 31 October resulting in an 18 month accounting period to 31 October 2018 for the combined entity.

* On 21 August 2018, shareholders voted to approve the proposed transaction whereby the Group agreed to sell its SUSE
Product Portfolio. Following the approval, the SUSE operating segment meets the definition of a discontinued operation under
IFRS 5, which results in the SUSE performance being excluded from the individual line items of the income statement and
balance sheet. SUSE is instead included as a single line entitled “profits from discontinued operations” within the income
statement and as an “asset held for sale” or “liability held for sale” on the balance sheet. The transaction is expected to
complete in the first quarter of calendar year 2019 and SUSE remains under the control of the Group until that point.

Due to the significant size of the two transactions, the directors feel that the Group results are better understood by considering
the comparative results on a pro-forma basis. The table below sets out the impact the transactions have had on the Group's
financial statements and the additional disclosures which the directors have elected to make in order to improve the
understanding of the financial statements:

Statutory results Alternative Performance Measures
Pro-forma Pro-forma
12 months ended 18 months ended 12 months ended 12 months ended 12 months ended
30 April 2017 31 October 2018 31 October 2018 31 October 2018 31 October 2017
(audited) (audited) (unaudited) (unaudited) (unaudited)
HPE Software Excluded 14 months post Included Included Included
acquisition
SUSE Restated and Excluded from Excluded from Included Included
excluded from continuing continuing
continuing operations operations
operations
Purpose Statutory Annualised Year-on-year
reporting performance of performance on a
continuing like-for-like basis
operations

All narrative within this report focuses on the continuing operations unless otherwise stated.
This section refers to a number of Alternative Performance Measures, which are used by the business to supplement those

presented under statutory requirements. For further details relating to the definition and relevance of such measures, please
refer to the Alternative Performance Measures section of these financial statements.

Micro Focus International plc Annual Report and Accounts 2018

43



Chief Financial Officer’s report continued

Micro Focus International - Statutory Results

The Group has adopted an 18 month accounting period, which ended on 31 October 2018. As a result, the comparison to the
previously reported 12 months ended 30 April 2017 presents substantial period-on-period increases due to the longer period of
account in the current reporting period. In order to aid comparison, this section also sets out the unaudited financial performance
in the 12 months ended 31 October 2018.

The statutory presentation excludes the discontinued SUSE business from individual line items for each of the reporting periods
presented below. The 18 month period to 31 October 2018 includes 14 months of results for the acquired HPE Software
business. The results for the 12 months to 31 October 2018 includes a full year's results for the HPE Software business.

* The previous 18 months has been a transformational period for the business.

* The HPE Software business transaction, SUSE disposal and change in accounting period have added a level of
complexity to the financial statements.

* The continuing business of the Group generated revenues of $4,754.4m in the 18 months ended 31 October 2018
of which $3,684.3m relates to the last 12 months.

» The Group generated a profit before tax of $34.1m in the 18 months ended 31 October 2018, and a loss of $78.5m
within the last 12 months.

* On an annualised basis, the total dividend per share is 100.84 cents, which is growth of 14.5% on the full year
dividend for the year ended 30 April 2017 of 88.06 cents.

18 months ended 12 months ended 12 months ended

31 October 2018 30 April 2017 31 October 2018

(audited) (audited) (unaudited)

Continuing operations $m $m $m
Revenue 4,754.4 1,077.3 3,684.3
Operating profit (before exceptional items) 915.0 324.7 630.1
Exceptional items (538.2) (97.3) (439.7)
Operating profit 376.8 29274 190.4
Net finance costs (336.9) (95.8) (268.9)
Exceptional finance costs (5.8) - -
Profit/(loss) before tax 34.1 131.6 (78.5)
Taxation 673.1 (7.5) 700.5
Profit from continuing operations 707.2 124.1 622.0
Profit from discontinued operations 76.9 33.7 55.5
Profit for the period 784.1 157.8 677.5

Revenue

In the 18 months ended 31 October 2018, the Group generated revenue of $4,754.4m, which represents an increase of
341.3% on the 12 months ended 30 April 2017. The increase in trading is driven by the acquisition of the HPE Software
business, which has materially increased the scale of the operations combined with the longer period of account.

In order to fully understand the underlying trading performance of the continuing operations, the Directors feel revenue is better

considered on a pro-forma constant currency basis between the 12 months ended 31 October 2018 and the 12 months ended
31 October 2017. Revenue performance presented on a pro-forma constant currency basis can be found later in this report.
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Operating profit

In the 18 months ended 31 October 2018, the Group generated operating profit of $376.8m, which represents an increase of
65.7% on the 12 months ended 30 April 2017. On a statutory basis, the operating profit increased due to the 18 month accounting
period combined with the impact of the HPE Software business transaction in the current period. The acquisition has been
transformational for the business and has substantially increased the scale of the Group’s operations. In addition, exceptional
costs (included within operating profit) have increased from $97.3m in the 12 months ended 30 April 2017 to $538.2m in the

18 months ended 31 October 2018. Exceptional costs are considered below.

In addition, the amortisation of intangible assets increased from $236.4m in the 12 months ended 30 April 2017 to $903.0m in
the 18 months ended 31 October 2018, relating to the amortisation of customer relationships and technology acquired from HPE,
combined with the impact of the 18 month period of account.

Exceptional items (included within operating profit)

18 months ended 12 months ended 12 months ended
31 October 2018 30 April 2017 31 October 2018
(audited) (audited) (unaudited)
$m $m $m
Exceptional items

MF/HPE Software business integration related:
System and IT infrastructure costs 114.4 - 114.4
Integration costs 147.6 - 143.7
Severance 129.1 - 119.9
Property costs 29.9 - 29.9
MF/HPE Software business integration related costs 421.0 - 407.9
SUSE and other divestiture costs 21.3 - 21.3
HPE Software business acquisition/pre-acquisition costs 70.1 58.0 1.3
Integration in respect of previous acquisitions 17.0 277 0.8
Other acquisition costs - 2.6 -
Property costs relating to previous acquisitions 8.2 55 8.4
Severance costs relating to previous acquisitions 0.6 35 -
Total exceptional costs (reported in Operating profit) 538.2 973 439.7

In the 18 months ended 31 October 2018, exceptional costs totalled to $538.2m with $439.7m incurred in the 12 months
ended 31 October 2018. Exceptional costs predominantly relate to the integration of the HPE Software business and the costs
incurred in the 18 month period include:

« System and IT infrastructure costs of $114.4m principally reflect the cost of implementing and then stabilising the IT platform
acquired with the HPE Software business (‘FAST");

« Integration costs of $147.6m across a wide range of projects undertaken to conform, simplify and increase efficiency across
the two businesses;

« Severance costs of $129.1m in relation to ongoing headcount reductions as we integrate the HPE Software business; and

« Property costs of $29.9m as the Group began the process of simplifying the real estate footprint by exiting 27 offices since
the completion of the transaction.

As communicated previously, we anticipate exceptional charges in relation to the HPE Software business integration of
$960m of which $421.0m has been incurred to date. The remaining costs will be incurred over the next two financial years,
with approximately $420m expected to be charged to the income statement in FY19 and the balance in FY20.

In addition, as disclosed in July 2018, costs associated with the disposal of SUSE are expected to total in the region of $72m.
In the 12 months ended 31 October 2018, the Group incurred $20.8m and the remainder are expected in the year ending
31 October 2019.
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Net finance costs

Net finance costs were $336.9m in the 18 months ended 31 October 2018, of which $268.9m was incurred in the last 12 months.
Finance costs predominantly relate to the associated interest on the new term loans put in place as part of the transaction to
acquire the HPE Software business. Included within the $268.9m is $46.9m in relation to the amortisation of facility costs and
original issue discounts which were paid on initiation of the term loans.

In the period, the Group'’s net debt leverage decreased, which means the Group now benefits from a 25 bps improvement in the
margin on the Group's debt terms.

The Group hold interest rate swaps to hedge against the cash flow risk in the LIBOR rate charged on $2,2560.0m of the debt
issued by Seattle Spinco, Inc. (the investment company used to acquire the HPE Software business) from 19 October 2017 to
30 September 2022. Under the terms of the interest rate swaps, the Group pays a fixed rate of 1.94% and receives one month
USD LIBOR.

Taxation
The Group’s reported tax charge for the 18 months ended 31 October 2018 was a credit of $673.1m (12 months ended
30 April 2017: charge of $7.6m) primarily due to the one-off impact of US tax reforms.

Profit from discontinued operations

Profit from discontinued operations reflect the profits generated from the SUSE portfolio. In the 18 months ended 31 October
2018, SUSE generated revenue of $538.2m compared to $303.4m in the 12 months ended 30 April 2017. Profit before
taxation increased to $111.1m from $64.8m. The period-on-period growth driven by the long period of account combined with
growth in the SUSE business was approximately 15% per annum.

In the 12 months ended 31 October 2018, SUSE generated revenue of $373.7m and profit after tax $565.56m. The SUSE
disposal remains on track for completion in the first calendar quarter of 2019.

Reconciliation from statutory results to Alternative Performance Measures

This section sets out a reconciliation from the statutory results presented above to Alternative Performance Measures used by
the business to assess operating performance and liquidity including Adjusted EBITDA, Adjusted Profit before tax and Adjusted
EPS. For further details relating to the definition and relevance of such measures, please refer to the Alternative Performance
Measures section of these financial statements. The Group believes that these and similar measures are used widely by certain
investors, securities analysts and other interested parties as supplemental measures of performance and liquidity.

Adjusted EBITDA
A reconciliation between Operating profit and Adjusted EBITDA is shown below:

18 months ended 12 months ended 12 months ended

31 October 2018 30 April 2017 31 October 2018

(audited) (audited) (unaudited)

$m $m $m

Operating profit 376.8 29274 190.4
Add back/(deduct):

Exceptional items (reported in Operating profit) 538.2 97.3 439.7

Share-based compensation charge 64.3 3156 47.5

Amortisation of intangible assets 903.0 206.8 720.0

Depreciation of property, plant and equipment 88.6 9.7 73.6

Product development intangible costs capitalised (44.49) ©Q77) (27.4)

Foreign exchange gains (37.3) (2.9) (30.2)

Continuing operations Adjusted EBITDA 1,889.2 5421 1,413.6

Discontinued operations Adjusted EBITDA 170.4 98.8 116.0

Adjusted EBITDA 2,059.6 640.9 1,529.6
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In the 12 months ended 31 October 2018, the Group generated Adjusted EBITDA of $1,5629.6m, with $1,413.6m generated by
the continuing operations of the Group. The pro-forma Adjusted EBITDA of the Group in the 12 months ended 31 October 2017
has been provided later in this section.

Adjusted Profit before tax
Adjusted Profit before tax is defined as profit before tax excluding the effects of share-based compensation, the amortisation
of purchased intangible assets, and all exceptional items.

The following tables are reconciliations from profit before tax for the period to Adjusted Profit before tax:

18 months ended 12 months ended 12 months ended

31 October 2018 30 April 2017 31 October 2018

(audited) (audited) (unaudited)

Continuing operations $m $m $m

Profit before tax 34.1 131.6 (78.5)
Adjusting items:

Exceptional items 543.9 97.3 439.7

Share-based compensation charge 64.3 315 475

Amortisation of purchased intangibles 830.3 183.3 6616

1,438.5 3121 1,148.8

Adjusted Profit before tax 1,472.6 4437 1,070.3

Adjusted Effective Tax Rate

The tax charge on Adjusted Profit before tax for the 18 months ended 31 October 2018 was $346.9m (12 months ended

30 April 2017: $83.5m), which represents an effective tax rate (“ETR") on Adjusted Profit before tax (‘Adjusted ETR") of 23.6%
(12 months ended 30 April 2017: 18.8%). The Group's forecast for Adjusted ETR in the medium-term remains at 25%.

18 months ended 31 October 2018 12 months ended 30 April 2017

N Adjusting  Exceptional Adjusted Adjusting Adjusted
Effective tax rate Actual items tax items measures Actual items measures
(continuing operations) $m $m $m $m $m $m $m
Profit before tax 34.1 1,438.5 - 1,472.6 131.6 312.0 4436
Taxation 673.1 (327.7) (692.3) (346.9) (7.5) (76.0) (83.6)
Profit after tax 707.2 1,110.8 (692.3) 1,125.7 1241 236.0 360.1
Effective tax rate (1,973.9)% 23.6% 5. 7% 18.8%

In computing Adjusted Profit before tax for the 18 months ended 31 October 2018, $1,438.5m of adjusting items have been
added back (see Adjusted Profit before tax section above) and the associated tax is $327.7m. Exceptional tax items of
$692.3m (2017: $nil) shown above relate to the impact of US tax reforms, comprised of a credit of $930.6m in respect of the
re-measurement of deferred tax liabilities due to the reduction of the US federal tax rate from 35% to 21% and a transition tax
charge of $238.3m payable over eight years.

The total cash tax paid in the period was $99.5m (12 months ended 30 April 2017: $24.6m) of which $59.9m related to the

continuing operations (12 months ended 30 April 2017: refund of $6.8m). The Group's cash tax paid is lower than the reported
tax charge due to the utilisation of US tax attributes in the HPE Software Business and the timing of tax installment payments.
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Earnings per share and Adjusted Earnings per share

The table below sets out the Earnings per Share (“EPS") on both a reported and adjusted basis. The Group is also required to
present EPS for both the continuing and discontinued operations but note that SUSE is still under the ownership of Group until
completion of the transaction (anticipated by the end of the first calendar quarter 2019) and as such, we focus on total EPS.

18 months ended 12 months ended 12 months ended
31 October 2018 30 April 2017 31 October 2018
Basic Diluted Basic Diluted Basic Diluted
Cents Cents Cents Cents Cents Cents
Continuing operations 181.91 176.92 5417 52.31 143.01 138.94
Discontinued operations 19.79 19.25 1471 14.20 12.76 12.39
Total EPS 201.70 196.17 68.88 66.51 155.77 151.33
Adjusted EPS
Continuing operations 289.57 281.63 1567.11 161.70 192.99 187.51
Discontinued operations 29.36 28.56 24.80 23.95 18.67 18.14
Adjusted EPS 318.93 310.19 181.91 176.65 211.66 205.65

The Adjusted EPS is defined as Basic EPS where the earnings attributable to ordinary shareholders are adjusted by adding
back exceptional items, share-based compensation charge and the amortisation of purchased intangibles and the tax
attributable to these charges. These are presented, as management believe they are important to understanding the impact the
underlying trading performance has on the Group's EPS.

In the 18 months ended 31 October 2018, the Group generated an Adjusted EPS of 318.93 cents of which 211.66 cents has
been generated in the last 12 months. This compares to 181.91 cents in the 12 months ended 30 April 2017, demonstrating the
level of value accretion already delivered following the acquisition of the HPE Software business.

Following the anticipated completion of the SUSE transaction, the Group expects to return a substantial portion of the $2.06bn
net proceeds to shareholders after tax, transaction costs and any required debt repayment are accounted for.

Micro Focus International (“MFI”) - Pro-forma Alternative Performance Measures results

The Pro-forma Alternative Performance Measures results include the discontinued SUSE business and 12 months results for
the acquired the HPE Software business in both the 12 months ended 31 October 2018 and the 12 months ended 31 October
2017. A reconciliation of the Pro-Forma Alternative Performance Measures results can be found in the “Alternative Performance
Measures” section of these financial statements.

* MFI pro-forma constant currency revenue decline of 5.3% between 12 months ended 31 October 2017 and 2018.

¢ The trajectory of revenue decline improved in the second six months to 2.7% compared to 8.0% in the first
six months of the 12 months to 31 October 2018.

¢ Continued cost reductions resulted in a 4.6ppt expansion in Pro-forma Adjusted EBITDA margin to 37.7%.
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Pro-forma
12 months ended

Pro-forma
12 months ended

31 October 2018 31 October 2017 Year on year
(unaudited) (unaudited) change
$m $m %

Pro-forma constant currency
MFPP Revenue 3,684.3 3,964.1 (7.1%)
SUSE Revenue 373.7 3227 15.8%
MFI Revenue (Pro-forma constant currency) 4,058.0 4,986.8 (5.3%)
Impact of foreign exchange - (60.1) n/a
MFI Revenue (Pro-forma) 4,058.0 49967 (4.0%)
MFPP Adjusted EBITDA 1,413.6 1,301.1 8.6%
SUSE Adjusted EBITDA 116.0 100.0 16.0%
MFI Adjusted EBITDA (Pro-forma) 1,529.6 1,401.1 9.2%
MFI Adjusted EBITDA margin (Pro-forma) % 37.7% 33.1% +4.6ppt

The results for the 12 months ended 31 October 2017 and 2018 are presented on a pro-forma basis.

All revenue narrative within the “Pro-forma Alternative Performance Measures results” section represents pro-forma constant
currency as defined within the Alternative Performance Measures section of this Annual Report. The cost base of the HPE
Software business in the 12 months ended 31 October 2017 included allocations from the HPE Group for central functions
such as finance, legal and HR. As a result, constant currency analysis of the cost base in this period is not available. As such, all
costs are presented at actual rates of foreign exchange. For future financial reporting, we will present Adjusted EBITDA on a
constant currency basis as presented in previous financial periods.

MFI Pro-forma revenue

MFI achieved pro-forma revenue of $4,058.0m in the 12 months ended 31 October 2018, reflecting a year on year decline of
5.3% at constant currency. This reflects an improving revenue trajectory with constant currency year on year revenue decline
of 8.0% in the first half of the year and 2.7% in the second half. The year on year foreign exchange impact was 1.3% so the
revenue decline was 4.0% at actual exchange rates.

In the 12 months ended 31 October 2018, revenue generated within the Micro Focus Product Portfolio totalled $3,684.3m
reflecting a constant currency decline of 7.1% year on year. Again, this shows an improving revenue trajectory with constant
currency year on year revenue decline of 10.0% in the first half of the year and 4.1% in the second half. Pro-forma constant
currency revenue trends within the Micro Focus Product Portfolio are discussed later in this section.

SUSE generated revenue of $373.7m, which reflects growth of 15.8% on a constant currency basis.

MFI Pro-forma Adjusted EBITDA

In the 12 months ended 31 October 2018, Pro-forma MFI Adjusted EBITDA increased by 9.2% year on year to $1,5629.6m,
which represents a pro-forma Adjusted EBITDA margin of 37.7%. The overall driver in Adjusted EBITDA margin improvement
being continued cost reductions in the Micro Focus Product Portfolio partially offset by a decrease in margin within the SUSE
segment in order to support future revenue growth for the business.
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Micro Focus Product Portfolio - an improving revenue trajectory and further margin improvement:
* Pro-forma constant currency revenue decline of 7.1% year on year, with an improved revenue trajectory of 4.1%
in the second half

» Before the impact of the deferred revenue haircut, revenue declined 6.9% year on year, with second half decline
of 5.0%.

» Continued operational efficiencies delivering cost reduction of 12.8% year on year.
* Pro-forma Adjusted EBITDA margin increase of 5.1ppt to 38.4% in 12 months ended 31 October 2018.

Pro-forma

12 months ended 12 months ended
31 October 2018 31 October 2017 Year on year
(unaudited) (unaudited) change
$m $m %

Pro-forma constant currency revenue:

Licence 878.5 1,007.3 (12.8%)
Maintenance 2,235.4 2,297.0 (2.7%)
SaaS & other recurring 318.1 3079 3.3%
Consulting 287.1 380.6 (24.6%)
Constant currency revenue before haircut 3,719.1 3,992.8 (6.9%)
Deferred revenue haircut (34.8) (28.7) 21.3%
Constant currency revenue 3,684.3 3,964.1 (7.1%)
Foreign exchange constant currency impact - (567.6) -
Revenue (at actual FX rates) 3,684.3 3,906.5 (5.7%)
Total costs (2,270.7) (2,605.4) (12.8%)
Adjusted EBITDA (at actual FX rates) 1,413.6 1,301.1 8.6%
Adjusted EBITDA margin % 38.4% 33.3% +5.1ppt
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MFPP Revenue (versus pro-forma constant currency comparatives)
MFPP revenues declined by 7.1% and by 6.9% on an underlying basis, before the impact of the deferred revenue haircut

adjustment.

12 months ended 31 October 2018 (unaudited)

Licence Maintenance SaaS Consulting Total
$m $m $m $m $m
Product portfolio:
AMC* 183.6 333.1 - 12.1 528.8
ADM* 141.3 520.3 98.5 32.6 792.7
[TOM* 248.9 732.8 124 155.3 1,149.4
Security 217.6 446.0 35.6 63.1 762.3
IM&G* 871 203.2 171.6 24.0 485.9
Revenue** before haircut 878.5 2,235.4 318.1 287.1 3,719.1
Regional:
Americas 409.3 1,253.9 240.3 17.4 2,020.9
EMEA 347.5 755.9 59.9 132.8 1,296.1
Asia Pacific & Japan 121.7 225.6 17.9 36.9 402.1
Revenue** before haircut 878.5 2,235.4 318.1 287.1 3,719.1
Pro-forma Constant currency % change to
12 months ended 31 October 2017 (unaudited)
Licence Maintenance SaaS Consulting Total
% % % % %
Product portfolio:
AMC* 3.6% 0.7% - 5.2% 1.8%
ADM* (6.99%) (3.7%) 16.6% (43.9%) (5.09%)
[TOM* (27.3%) (3.7%) (25.3%) (25.1%) (13.4%)
Security (11.4%) (1.2%) 23.6% (5.8%) (3.9%)
IM&G* (3.5%) (4.9%) (3.6%) (34.8%) (6.3%)
Revenue** before haircut (12.8%) (2.7%) 3.3% (24.6%) (6.9%)
Regional:
Americas (19.6%) (4.29%) 4.2% (29.7%) (8.8%)
EMEA (4.6%) (0.9%) 1.0% (18.4%) (3.9%)
Asia Pacific & Japan (9.0%) 0.1% 0.0% (27.4%) (6.0%)
Revenue** before haircut (12.8%) (2.7%) 3.3% (24.6%) (6.9%)

AMC (Application Modernisation & Connectivity), ADM (Application Delivery Management), ITOM (IT Operations Management), and IM&G (Information

Management & Governance)

*  The trends discussed in this section are presented before the impact of the deferred revenue haircut.

Micro Focus International plc Annual Report and Accounts 2018

51



Chief Financial Officer’s report continued

Revenue by stream performance (versus pro-forma constant currency comparatives)

As communicated in July 2018, revenue performance in the six months ended 30 April 2018 was impacted by a number of
factors, which management consider to be largely one-off transitional effects of the combination with the HPE Software
business, rather than underlying issues with the end market of the product portfolio. Since identifying these issues, substantial
investment has been made in stabilising the IT platform and the business has re-structured the go-to-market organisation to
better align customer coverage and improve customer engagement levels. This re-structuring has been supplemented with
additional investment in better training and enablement and increased hiring of customer facing sales resources to ensure the
function was fully staffed at year-end. Additional actions have focused on driving improved execution discipline across the
Company. As a result, revenue declined by 6.9% year on year (before the impact of the deferred revenue haircut), which reflects
a decline of 5.0% in the second half of the financial period compared to a decline of 8.7% in the first half.

In the 12 months ended 31 October 2018, the four revenue streams performed as follows:

Licence revenue declined by 12.8% in the 12 months ended 31 October 2018 compared with a decline of 18.4% in the six
months to 30 April 2018. The rate of revenue decline decreased in the six months to 31 October 2018 most notable in the
Americas as sales execution improved.

Maintenance revenue declined by 2.7% in the 12 months ended 31 October 2018 compared with a decline of 3.5% in the
six months to 30 April 2018. The maintenance revenue performance also improved in the second half of the year due to the
improvement in maintenance revenue attached to new licence sales and a catch up on win backs from the first half of year
where system constraints inhibited performance. Renewal rates vary at a product level but across the portfolio, we continue
to see renewal rates consistent with historic rates.

Saa$S and other recurring revenue grew by 3.3% in the 12 months ended 31 October 2018 compared with an increase of
8.8% in the six months to April 2016. Second half performance was driven by actions to rationalise unprofitable operations and
practices and the refocus of resources and investments to delivering the product enhancements required for long-term success.

Consulting revenue declined by 24.6% in the 12 months ended 31 October 2018. This decline is a managed decline resulting
from the Group's previously communicated strategy to focus on consulting engagements which are directly related to the
software portfolio rather than pursuing growth on a standalone basis.

Revenue by product group performance (versus pro-forma constant currency comparatives)

The Group has more than 300 products reported under five product groups. These products are managed at a granular level
using the application of the Micro Focus four-box model. The cyclical nature of the software order cycle means that when
considering underlying revenue trends, year on year growth rates by portfolio are not always indicative of an underlying trend
and will be impacted by the timing of customer projects. As such, revenue trends at the sub-portfolio level should be viewed over
the longer term and revenue trends for MFPP overall viewed in a similar fashion to that of a portfolio of funds.

Application Modernisation and Connectivity (“AMC”)
Licence revenue increased by 3.6% in the 12 months ended 31 October 2018, driven by continued strong performance in the
Enterprise Solutions product set and the stabilisation of revenue across the rest of the portfolio

Maintenance and Consulting revenues grew by 0.7% and 5.2% respectively as the level of maintenance and consulting support
to licence sales continued to track at historical rates. The consulting strategy in this portfolio had already been refocused to
enabling our other revenue streams prior to the combination with the HPE Software business.

Application Delivery Management (’ADM”)

Licence revenues declined by 6.9% year on year, with SaaS and other recurring revenue increasing by 16.6% for the 12 months
ended 31 October 2018. Maintenance revenues declined by 3.7% year on year. Consulting revenues declined by 43.9% driven
by our decision to refocus execution to be in support of consulting engagements that drive our other revenue streams.
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The switch from Licence to SaaS witnessed within the ADM portfolio is an example of where customers are offered the choice
of commercial consumption model. In the current period, more of our customers elected to buy our software “as a service”
compared to running software under a traditional licence and maintenance model. This was a combination of new customers or
new projects within existing customers, as well as existing customers moving from running our software on premise to SaaS.
Overall, combined Licence, Maintenance and SaaS revenue declined by 2.1%.

IT Operations Management (“ITOM”)

ITOM licence revenue declined 27.3% in the 12 months ended 31 October 2018. Year on year performance was heavily
impacted by sales execution issues especially in the Americas and by the timing impact of large customer deals. During the
last 12 months, the portfolio completed a broad based product transition delivering a completely revamped and highly
competitive set of offerings. As a result, performance in the period is not considered to be a true reflection of the underlying
performance of the product group within the market in which it operates.

ITOM Maintenance revenue declined by 3.7% driven primarily by the decline in licence revenue. Consulting revenues followed
trends with the wider MFPP product group as a result of the actions taken to refocus in this area.

Security

Licence revenue declined by 11.4% and SaaS and other recurring revenue grew by 23.6% in the 12 months ended 31 October
2018. Licence revenue performance is broadly attributable to sales execution issues in the first half of the year and not as a
result of any switch by customers to alternative delivery models such as SaaS.

Maintenance revenue declined by 1.2%. Consulting revenues declined by 5.8% again driven by our decision to focus our
business on engagements, which will drive our other revenue streams.

Information Management & Governance (“IM&G”)

Licence revenue declined by 3.56% and SaaS and other recurring revenue declined by 3.6% in the 12 months ended 31 October
2018. Maintenance revenue declined by 4.9% in the period driven by the overall product mix within this portfolio. The consulting
revenue decline of 34.8% is the result of the actions taken to refocus in this area.

Regional performance

Within the 12 months ended 31 October 2018, the regional revenue performance supports the hypothesis that weak revenue
performance seen in the first half of the financial year was driven in part by disappointing sales execution rather than an overall
change in end markets in which we operate. Specifically, we have seen certain products within each sub portfolio growing within
one geography or customer segment, whilst declining in others.

The Americas region was impacted most significantly by the HPE S business transaction with more disruption and higher levels
of attrition than witnessed in the EMEA and Asia Pacific & Japan regions. As a result, revenue declined by 8.8% year on year
within the Americas, compared to 3.9% and 6.0% in EMEA and Asia Pacific & Japan respectively.

In the last six months, the business has focused on improving sales execution particularly in the Americas region, which resulted
in the revenue stabilisation in this region in the second half of the year.

Adjusted EBITDA performance (versus pro-forma constant currency comparatives)

The Micro Focus Product Portfolio generated an Adjusted EBITDA of $1,413.6m in the 12 months ended 31 October 2018, at
an Adjusted EBITDA margin of 38.4%. This represents a 5.1ppt increase in pro-forma Adjusted EBITDA margin between the
periods.

The ability to drive operational efficiencies within the two businesses via integration was a key thesis for the deal and remains a

key strategic objective of management. Total costs within the Micro Focus Product Portfolio in the 12 months ended 31 October
2018 were $2,270.7m. This reflects a reduction of $334.8m on the comparable pro-forma period to 31 October 2017.
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The key drivers for cost reduction between the periods include:

* Personnel costs, including the removing of duplicative roles across the two organisations;

* Concerted spend reduction efforts across central functions;

* A more focused approach to product development including more rigorous application of the four-box model;

» Efficiencies in the sales and marketing organisation; and
* Gross Margin improvement in SaaS and other recurring and Licence revenue streams.

We continue to see opportunities in respect of operational efficiencies and applying the Micro Focus operating model to the
enlarged portfolio and remain focused on continuous improvement to deliver growth in Adjusted EBITDA year over year, as
demonstrated consistently historically, through the application of the Micro Focus Operating Model. The 5.1 ppt increase in
pro-forma Adjusted EBITDA margin to 38.4% reflects an early prioritisation of cost rationalisation areas, which were largely
independent of system and process efficiencies, as well as strong sales execution at the end of the period. We expect the
current financial year to benefit from the full year impact of savings already realised in FY18, as well as those arising from our
continuous improvement programmes, although this will be tempered by a focus on stabilisation as we invest in the information

systems and build the operational platforms which will enable further efficiencies to benefit FY20 and beyond.

MFI cash generation

The Group’s Consolidated statement of cash flows is presented on page 140. The table presented below focuses on those
items which specifically relate to the Group's free cash flow, which is considered to be a Key Performance Indicator (‘KPI”) of

the Group. The Group's KPIs are found on page 30.

18 months ended

12 months ended

12 months ended

31 October 2018 30 April 2017 31 October 2018

(audited) (audited) (unaudited)

$m $m $m

Cash generated from operations before working capital 1,711.3 616.0 1,191.1
Movement in working capital (287.0) (51.2) (39.7)
Cash generated from operations 1,424.3 564.8 1,151.4
Interest payments (301.7) (81.2) (219.5)
Bank loan costs (101.2) ®6.7) (10.8)
Tax payments (99.5) (24.6) (79.0)
Purchase of intangible assets (92.1) (31.4) (56.5)
Purchase of property, plant and equipment (40.1) a7 (30.2)
Free cash flow 789.7 409.2 755.4

In the 18 months ended 31 October 2018, the Group generated $789.7m of free cash flow compared to $409.2m in the
12 months ended 30 April 2017. In the 12 months ended 31 October 2018, the Group generated $755.4m of free cash flow.

In the last 12 months, the Group’s cash generation has been impacted by the implementation of the new systems within the

HPE Software business.
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Between 31 October 2017 and 30 April 2018, the Days Sales Outstanding (“DSQ") increased from 65 days to 94 days as the
newly implemented IT environment caused material disruption within the order to cash process. In the second half of the year,
the DSO days remains elevated at 94 as at 31 October 2018. Resolving the impact of the system issues remain a key area of
focus for the finance team and new sales orders are now impacted to a much lower extent by these issues. The impact on DSO
is primarily driven by invoices raised in the period between 1 November 2017 and 30 April 2018, which have required manual
invoice remediation before payment can be made by the customer. The effort of correcting administrative invoicing errors and
resending to customers has caused an extension in the standard payment cycle. We anticipate the cash impact to substantially
unwind within the 12 months ended 31 October 2019.

In the 12 months ended 31 October 2018, purchases of intangible assets (relating predominantly to software licences) totalled
$56.5m compared to $31.4m in the 12 months ended 30 April 2017. In addition, purchase of property, plant and equipment
increased from $11.7m to $30.2m over the same period. Capital expenditure on both tangible and intangible assets is driven by
the increase in size and scale of the combined operations.

The Group’s Adjusted cash conversion ratio (defined as cash generated from operations divided by Adjusted EBITDA less
exceptional items) for the 12 months ended 31 October 2018 was 105.6% compared to 103.9% in the 12 months ended
30 April 2017.

18 months ended 12 months ended 12 months ended

31 October 2018 30 April 2017 31 October 2018

(audited) (audited) (unaudited)

$m $m $m

Cash generated from operations 1,424.3 564.8 1,151.4
Adjusted EBITDA 2,059.7 6409 1,529.6
Less: exceptional items (538.2) (97.3) (439.7)
Adjusted EBITDA less exceptional items 1,521.5 543.6 1,089.9
Adjusted cash conversion ratio 93.6% 103.9% 105.6%

The Group delivered a cash conversion rate of 106.6% in the 12 months ended 31 October 2018, despite the elevation in
DSO days noted above. Overall, the Group continues to anticipate adjusted cash conversion rates of between 95% and 100%.
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Net Debt
As at 31 October 2018, Net Debt was $4,253.5m (30 April 2017: $1,410.6m). This represents a Net Debt to Pro-form Adjusted
EBITDA ratio as follows:

12 months ended 12 months ended

31 October 2018 30 April 2017

(unaudited) (audited)

$m $m

Pro-forma Adjusted EBITDA 1,529.6 640.9
Net Debt (4,253.5) (1,410.6)
Net Debt/Pro-forma Adjusted EBITDA ratio 2.8 times 2.2 times

The Group's net debt ratio of 2.8 times as at 31 October 2018 is after the impact of a share buy-back scheme in which $171.8m
of shares were repurchased during the period. On 6 November 2018, the programme was extended to a total of $400.0m
(inclusive of shares already purchased), which was completed in full by 13 February 2019 and has been further extended.

The board continues to target a modest level of gearing for a company with the cash-generating qualities of Micro Focus with a
target net debt to Adjusted EBITDA multiple of 2.7 times. Excluding the share buyback undertaken, the Group would have been
below of the stated 2.7 times target as at 31 October 2018 which is within 14 months of the deal completing. This compares to
the 17 months taken following the acquisition of TAG and the target date of 24 months set out at completion of the HPE
Software business transaction.

We are confident that this level of debt will not reduce our ability to deliver our strategy, invest in products and make appropriate
acquisitions. The level of interest payments on the term loans remain at a manageable level relative to the scale of the Group.

The movements on the Group loans in the 12 months to 31 October 2018 were as follows:

Seattle
Spinco
Term Loan Term Loan Term Loan
B-2 B-3 B Euro Loan Total
$m $m $m $m $m
At 1 November 2017 1,515.2 385.0 2,600.0 547.5 5,047.7
Repayments (11.4) (2.9) (19.5) 4.2 (38.0)
Foreign exchange - - - (12.8) (12.8)
At 31 October 2018 1,503.8 382.1 2,580.5 530.5 4,996.9

In addition to the term loans and cash reserves, the Group has access to a $500m revolving credit facility, which remains
undrawn.
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Consolidated statement of financial position
The Group's Consolidated statement of financial position is presented on page 136. A summarised version is presented below.

31 October 2018 30 April 2017

$’m $'m

Non-current assets 13,720.5 3,995.6
Current assets 1,917.6 44292
Current assets classified as held for sale 1,142.5 -
Total assets 16,780.6 4,4377
Current liabilities 2,010.4 9447
Current liabilities classified as held for sale 437.7 -
Non-current liabilities 6,540.5 1,879.5
Total liabilities 8,988.6 2,824.2
Net assets 7,792.0 1,613.5
Total equity attributable to owners of the parent 7,791.0 1,612.5
Non-controlling interests 1.0 1.0
Total equity 7,792.0 1,613.5

The net assets of the Group have increased from $1,613.5m to $7,792.0m between 30 April 2017 and 31 October 2018. This
increase was driven primarily by the acquisition of the HPE Software business. The balance sheet acquired with HPE Software
business can be found on in note 39 of these financial statements.

In the period, the key movements were as follows:

« Non-current assets increased to $13,720.5m primarily due to the recognition of goodwill totalling $4,858.4m (note 10) and
purchased intangibles totalling $6,5639.8m (note 11) recognised as a result of the acquisition of the HPE Software business;

« Current assets increased from $442.2m to $1,917.6m with the Group acquiring $710.7m of trade receivables with the HPE
Software business. Since acquisition, the system issues set out earlier in this section have resulted in an increase in DSO days
such that trade receivables for the total Group were $1,047.7m at 31 October 2018 (note 17).

* Current assets and current liabilities classified as held for sale reflect primarily the assets and liabilities of SUSE business
segment, which are due to be disposed of (note 19).

« Non-current liabilities increased from $1,879.5m to $6,540.5m, primarily due to the new term bank loans drawn down in order
to fund the acquisition of the HPE Software business.

+ Total equity attributable to the owners of the parent increased from $1,612.5m to $7,791.0m, driven primarily by the issue of
new share capital on the acquisition of the HPE Software business (note 31). On completion of the acquisition of HPE
Software business, American Depositary Shares representing 222,166,897 Ordinary Shares were issued to HPE
Shareholders, representing 50.1% of the fully diluted share capital of the Company at that time.

Micro Focus International plc Annual Report and Accounts 2018 57



Chief Financial Officer’s report continued

Other financial matters

IFRS 15 “Revenue from contracts with customers”

The Group is required to adopt IFRS 15 “Revenue from contracts with customers” (“IFRS 15”) from the transition date

of 1 November 2018. Under the IFRS 15 adoption method chosen by the Group, prior-year comparatives are not restated to
conform to the new policies. Consequently, the year-over-year change of revenue and profit in the year to 31 October 2019 will
be impacted by the new policies. We anticipate IFRS 15 will increase revenue by $23.0m in the 12 months ended 31 October
2019. Further details can be found on pages 147 to 148.

US Federal business

In April 2018, Micro Focus established a new partnership to better serve the needs of our classified and controlled US Federal
Government customers. The accounting treatment of this contract results in the gross revenue and costs being recognised by a
third party rather than Micro Focus. Micro Focus accounts for the contract taking a net amount within the income statement
resulting in a year-on-year reduction in both revenue and the associated costs.

Contractual cash obligations
The following table reflects a summary of obligations and commitments outstanding as of 31 October 2018:

Payment due by period

Less than 1 year 1-3 years 3-5 years After 5 years Total

$m $m $m $m $m

Debt principal repayment 50.3 100.7 1,5628.8 3,317.1 4,996.9
Interest payments on debt 29276 4489 309.3 96.6 1,082.4
277.9 549.6 1,838.1 3,413.7 6,079.3

Finance Leases 13.6 13.3 1.6 - 28.5
Operating Leases 65.8 86.4 53.3 225 228.0
357.3 649.3 1,893.0 3,436.2 6,335.8

Dividend

The board has adopted a dividend policy such that the adjusted profit before tax of the Group twice covers the dividend
payment. In light of the move to an 18 month accounting period there are two interim dividends and a final dividend in line with
this policy. The directors declared a final dividend of 58.33 cents per share. The total dividend per share in the 18 month period
was 151.26 cents. On an annualised basis, this total dividend is 100.84 cents per share, which is growth of 14.5% on the full
year dividend for the year ended 30 April 2017 of 88.06 cents per share.

The dividend will be paid in Sterling equivalent to 45.22 pence per share, based on an exchange rate of £1 = $1.29 being the
rate applicable on 13 February 2019, the date on which the board resolved to propose the dividend. The dividend will be paid on
5 April 2019 to shareholders on the register at 1 March 2019.

Chris Kennedy
Chief Financial Officer
20 February 2019
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Viability Statement

The context for the assessment

In accordance with provision C.2.2 of the
Code, the directors have assessed the
prospects of the Company over a period
significantly longer than 12 months. The
directors’ assessment of the prospects
of the Group covers a three-year period.
The reason for selecting this period is
described within the Assessment of
Viability section below. The Group’s
business model and strategy are central
to an understanding of its prospects, and
details can be found on pages 14 to 67.

The assessment below assumes the
proposed disposal of SUSE completes in
the first quarter of calendar year 2019. In
recommending the proposed sale of
SUSE a detailed process was
undertaken including a review of the
strategy, risks and cash flows of the
remaining business and this concluded
that the proposed sale would not have a
negative impact on the overall viability of
the Group.

The assessment process

and key assumptions

Strategic plan:

The Group's prospects are assessed
primarily through its strategic plan and
annual budget process. This process
includes an annual review of the ongoing
plan, led by the executive directors and
all relevant functions are involved,
including GTM, Product Group,
Marketing, Finance, [T, Human
Resources, Legal, Treasury and Risk.
The board participates fully in the annual
process by means of discussion at the
October board meeting. Part of the
board's role is to consider whether the
plan continues to take appropriate
account of the external environment
including macroeconomic and
technological changes.

The output of the annual review process
produces an annual budget for the next
year on which financial forecasts for the
subsequent two years are based
assuming no further acquisitions. The
latest updates to the strategic plan were
finalised in October 2018 following this
year's review. This considered the
Group's current position and
development of the business as a whole.
The first year of the financial forecasts
forms the Group's operating budget and
is subject to a re-forecast at the end of
every quarter.

The key assumptions in the financial
forecasts, reflecting the overall strategy
include:

* Continued revenue decline in the
Micro Focus Product Portfolio;

* Cost savings being achieved each year;
and

* No debt refinancing.

Assessment of viability

Although the strategic plan represents
the directors’ best estimate of the future
prospects of the business, they have also
tested the potential impact on the Group
of a number of scenarios over and above
those included in the plan, by quantifying
their financial impact and overlaying this
on the detailed financial forecasts in the
plan. These scenarios take into account
the principal risks as set out in pages 32
to 41, covering a three year period.

These scenarios included various ‘severe
but plausible’ circumstances that the
Group could experience, including:

* Higher revenue decline in the

Micro Focus Product Portfolio;
* Lower Adjusted EBITDA growth; and
* Reduced operating cash conversion.

In making their assessment, the board
considered the Group's liquidity over
the three year period and its ability to
generate sufficient cash to meet its
liabilities under current borrowing
arrangements, a significant proportion
of which mature between three and
four years' time (see note 21 for
further details).

The results of this stress testing showed
that the Group would be able to
withstand the impact of these scenarios
occurring over the next three years by
making adjustments to its operating plans
within the normal course of business.

The Group also considered a number of
scenarios that would represent serious
threats to its liquidity. None of these
were considered to be plausible.

Viability statement

Based on their assessments of
prospects and viability above, the
directors confirm that they have a
reasonable expectation that the Group
will be able to continue in operation and
meet its liabilities as they fall due over
the next three year period ending

31 October 2021.

Going concern

The directors also considered it
appropriate to prepare the financial
statements on the going concern basis,
as explained in the accounting policies to
the financial statements.
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“We are making
additional investments
in the enablement and
development of our
team, increasing focus
on people engagement,
inclusion and diversity.”

Stephen Murdoch
Chief Executive
20 February 2019
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In the prior Annual Report, this section
highlighted the development of the
Corporate Social Responsibility (“CSR")
programme to address the additional
scale of operations following multiple
previous acquisitions. This theme has
continued with the transformational
acquisition of the HPE Software
business during the 18 month period to
31 October 2018. Since October 2014,
Micro Focus has grown from less than
1,500 employees to approximately
14,000, and operations are delivering
annual revenues of approximately $4bn
compared to approximately $1.2bn in
the financial year to 30 April 2017.

The CSR Committee is developing an
appropriate Environmental, Social and
Governance programme with expanded
resources to address the increased scale
of the Group, recognise the increased
relevance and impact of operations, and
drive, improve and report on progress
going forward.

CSR activities continue to be monitored
and planned in four key areas: Marketplace
and Suppliers; Environment; Charity and
Community Support and Employees and
Ethics. The Corporate Responsibility
Policy can be found on the Micro Focus
website (www.microfocus.com/about/
responsibility). Micro Focus is committed
to complying with relevant CSR
legislation across its global operations
and strives to achieve standards over
and above required levels.

Micro Focus’
products and
services continue to
help organisations
lower their energy
impact—

During the period ended 31 October
2018 the CSR committee met three
times to agree priorities and progress
activities and the CSR programme was
covered on a number of occasions at
board meetings during the period. Karen
Slatford, the senior independent
non-executive director, is responsible at
board level for CSR and also chairs CSR
committee meetings.

Micro Focus continues to be a member
of the FTSE4Good Index, the
responsible investment index calculated
by global index provider FTSE Group.

Outlined below is the CSR progress that
Micro Focus has made in the 18 month
period ended 31 October 2018 across
the four focus areas.

CSR progress in the period ending
31 October 2018

Marketplace and Suppliers

The Group sells more than 300 software
products and works closely with more
than 40,000 customers to address many
organisational challenges and to deliver
multiple business benefits. In addition

to helping customers navigate complex
technology environments, many of

Micro Focus' products and services
continue to help organisations lower
their energy impact and often customers
benefit from a lower carbon footprint.

Our product portfolio encourages
organisations to extract more value from
their existing technology, avoiding
expensive and more carbon intensive
“rip and replace” product migrations.
Furthermore, we directly enable many of
our customers to deliver products and
services that are significant influencers
in improving society, peoples’ health and
wellbeing, in addition to reducing our
customers' environmental impacts.

The Auckland Transport example that is
featured in the case studies on pages
10 to 11 is a great example of the power
of Micro Focus technology to enable
improvements not only in business
efficiency and effectiveness, but also

to enhance the safety of a smart city's
citizens, and Auckland'’s environmental
credentials.

Additional customer examples include:

* BMW — Developing environmentally
friendly electric cars in addition to safer
cars, and autonomous driving cars with
Micro Focus' ADM product portfolio;

* Whitlock — Organisation that supports
the largest US humanitarian relief
agency to help hurricane victims to
receive much needed aid faster with
Micro Focus' StormRunner Load for
non-profit; and

* The Climate Corporation — Helps
farmers around the world protect and
improve their farming operations with
uniquely powerful software and
hardware products powered by Vertica.
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Environment

This financial period is the first that
relates to environmental reporting for the
enlarged operations resulting from the

acquisition the of HPE Software business.

The data relating to those Operational

boundary changes is not available for the

full reporting period and, as such, this
reporting period will be considered year
zero for all future reporting.

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 turn, Micro Focus
continues to develop its own policies to
record, monitor and achieve

improvements in its own carbon footprint.

Micro Focus' energy conservation is
focused on energy efficiencies to drive
down total energy consumption. The
importance of reducing energy
consumption levels is underlined within
the Group by sharing data and seeking
employee guidance on how to reduce
our consumption within the boundaries
of our operational control. For example,
staff are encouraged to turn off all
electrical equipment at weekends and
over the holiday periods — a scheme that
has been adopted worldwide. In the last
reporting period, we extended our
partnership with the Carbon Trust and
entered into Phase 2 of the UK Energy
Savings Opportunity Scheme (‘ESOS”),
the scope of which will reflect the newly
Enlarged Group. We continued to use
the audit findings in our energy roadmap
for driving down our carbon output during
the period ended 31 October 2018.
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Key points for the 18 months ended
31 October 2018:

Building on previous success in
reducing environmental emissions,
Micro Focus continued its commitment
to the Carbon Trust engaging early in
the ESOS Phase 2 audit scheme. This
will incorporate the expanded Group
during the reporting period;

Micro Focus did not submit to the
Carbon Disclosure Project (“CDP") for
the first time in 10 years. Due to the
complexity of the operational boundary
changes as a result of the HPE
Software business acquisition mid
reporting period, obtaining a base year
of data for the acquired properties has
been difficult. This will be established
for the next reporting period.

Micro Focus will continue the Group’s
commitment to CDP in the next
reporting period and continue to further
raise awareness of the importance of
and manage emission reductions
across global facilities;

CDP practices continue to be deployed
in order to maintain the standards that
are embedded and delivering
encouraging improvements year on
year in energy reduction. This reporting
period once again delivered an overalll
reduction;

On-going commitment to promote
electronic product distribution has
delivered the Group's highest ever
result for the period. During this
reporting period 98.93% of software
products were distributed electronically,
with just over 1% delivered to
customers via physical distribution;
Further improvements across all
locations either by moving to more
modern and efficient office
environments or by improving the office
environments already in use. Part of
Micro Focus' decision-making process
when sourcing locations is to identify
LEED ratings wherever possible. We
continue to choose office buildings
with LEED rating toward the top end of
the ratings, sourcing Silver, Gold and
Platinum sites;
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* Continued landlord performance

monitoring in all locations where

Micro Focus operations are sited in
multi-tenant premises;

Despite the increase in the size of the
Group, further progress has been made
continuing the consolidation of the
data-centre power programme, thereby
improving efficiencies and reducing
cost and overall consumption across
the Group. The data for our Provo
office facilities in the US during this
reporting period shows a 10% increase
in consumption due to the large
consignments of servers absorbed as
part of the acquisition. Micro Focus will
continue to reduce the quantity of
dedicated server “environments” across
the wider Group to significantly lessen
the footprint impact;

Additional capital carbon projects took
place in this reporting period. Lighting
upgrade projects were deployed
delivering further reductions in energy
consumption. Following on from last
year'’s pilot at Micro Focus’
headquarters office in Newbury, this
facility has now completed its transition
to LED lighting.

Micro Focus
continues to
develop its own
policies to record,
monitor and achieve
improvements in its
carbon footprint —
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Greenhouse Gas Emissions
(“GGE")

For this reporting period we have
maintained our methodology for reporting
Scope 1 and Scope 2 emissions. On

a like for like basis, across the entire
Group, Micro Focus saw a 1.9% increase
in energy consumption for this reporting
year. The EMEA region showed continued
good progress contributing an overall
decrease in consumption from the
previous period. In the APAC region,
increased headcount and a larger office
space footprint produced a 2.1%
increase in consumption. The Americas
region generated a large increase due
to the additional infrastructure required
to accommodate the increased server
provision in Provo Utah, as a result of
the acquisition. All other sites in the
Americas region delivered a 3%
reduction for this reporting period.
Excluding the planned increase in

Provo, worldwide the Group would

have delivered a 2% reduction in
consumption.

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

Creating Social Impact

Reporting period

The Green House Gas (*GHG")
reporting period is the same as

Micro Focus' financial reporting period
being 1 May 2017 to 31 October 2018.

Organisational boundary and
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
Organisational Boundary.

All material emission sources over which
Micro Focus deems to have operational
control 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") relating to relevant
reporting periods. For consistency, in this
reporting period our emissions have
been calculated solely using DEFRA's
conversion tables published on their
website, rather than as in previous
periods where the energy company’s
individual fuel mix was used.

Scope of reporting emissions
Following the acquisition of the HPE
Software business in September 2017,
Micro Focus' operational infrastructure
approximately doubled in size over

the previous reporting period. On a

like for like basis Micro Focus’ energy
consumption would have been lower

in the 18 months to 31 October 2018
than during the previous reporting year
by 1.9%, with continued best practice
across the entire real estate, further
capital investment in “green” projects
and targeted employee communication
to staff focused on reducing emissions.

Despite the enlarged footprint arising
from the HPE Software business
acquisition, access to the environmental
reporting data relating to real estate
acquired was complex due to the
disposition of properties across the
estate. The Company has, where
possible, implemented the same systems
and processes that heritage Micro Focus
used in the past to adopt these across
the entire organisation. This work is
helping with the ability to monitor and
report on year on year comparisons
going forward. Actual consumption data
has been used where available.

-

NENPNS
oG WHITLOCK

Whitlock supports the largest US
humanitarian relief agency to help hurricane
victims to receive much needed aid faster
with our StormRunner Load® for non-profit.

//) CORPORATION

C/"D THE CLIMATE

Helps farmers around the world protect
and improve their farming operations
with uniquely powerful software and
hardware products powered by Vertica.

Micro Focus International plc Annual Report and Accounts 2018

63



Corporate Social Responsibility continued

Locations and approach taken:

Actual emissions data used:

Bangalore (India), Beijing (China), Belfast (Northern Ireland), Cambridge (US), Cambridge (UK), Dublin (Ireland), Dusseldorf
(Germany), Ennis (Ireland), Galway (Ireland), Haifa (Israel), Hillsboro (US), Hong Kong (China), Johannesburg (South Africa),
Kiev (Ukraine), Lisle (US), Milan (ltaly), Mumbai (India), New Delhi (India), Newbury (UK), Nuremburg (Germany), Paris x 2
(France), Prague (Czech Republic), Provo (US), Rockville (US), Singapore (Singapore), Sofia (Bulgaria), Stockholm (Sweden),
St. Albans (UK) and Troy (US).

The following locations are out of scope due to size and/or lack of availability of information:
Where the data is not available, the same intensity ratio is used for the location on a headcount basis. Average UK CO,/head
multiplied by headcount:

Alphen den Rijn (Netherlands), Austin (US), Bellingham (US), Brasilia (Brazil), Brighton (US), Burlington (US), Cape Town
(South Africa), Linz (Austria), Lyon (France), Columbus (US), Costa Mesa (US), Dubai (UAE), Edinburgh (UK), Geneva
(Switzerland), Hanau (Germany), Horsholm (Denmark), Houston (US), Ismaning (Germany), Lisbon (Portugal), Loveland (US),
Madrid (Spain), Melbourne (Australia), Mount Pleasant (US), New York (US), Oslo (Norway), Rome (ltaly), Rotterdam
(Netherlands), Santa Clara (US), Séo Paulo (Brazil), Seattle (US), Seoul (South Korea), Shanghai (China), Shenzhen (China),
South Euclid (US), Sydney (Australia), Taipei (Taiwan), Tokyo (Japan) and Toronto (Canada).

Newly acquired sites:

Abu Dhabi (United Arab Emirates), Aguadilla (Puerto Rico), Alpharetta (United States), Amstelveen (Netherlands), Ariana
(Tunisia), Austin (United States), Ballerup (Denmark), Bangalore (India), Bangalore (India), Bangalore (India), Barcelona
(Spain), Barueri (Brazil), Beijing (China), Belfast (United Kingdom), Boeblingen (Germany), Bracknell (United Kingdom),
Bucharest (Romania), Cambridge, UK (United Kingdom), Cambridge (United States), Canberra (Australia), Chennai (India),
Chicago (United States), Chongging (China), Cluj (Romania), Dalian (China), Diegem (Belgium), Dornach (Germany), Dubai
(United Arab Emirates), Dubendorf (Switzerland), Erskine (United Kingdom), Fort Collins (United States), Galway (Ireland),
Geneva (Switzerland), Grenoble (France), Gurugram (India), Heredia (Costa Rica), Istanbul (Turkey), Kuala Lumpur (Malaysia),
Leon (Spain), London (United Kingdom), Lyon (France), Madrid (Spain), McLean (United States), Moscow (Russian
Federation), Mougins (France), Nagoya (Japan), Osaka (Japan), Paris (France), Paris (France), Pittsburgh (United States),
Plano (United States), Pleasanton (United States), Prague (Czech Republic), Ratingen (Germany), Rome (ltaly), Shanghai
(China), Sofia (Bulgaria), Sunnyvale (United States), Taguig (Philippines), Tlaquepaque (Mexico), Tokyo (Japan), Toronto
(Canada), Wroclaw (Poland), Yehud (Israel).

The following locations are multi-tenanted sites, which are sub-let in their entirety and out of scope for this period's report:
Bracknell and Richmond (UK).

O MARIENHOSPITAL
STUTTGART

Developing Environmentally Reducing carbon footprint, easing traffic
Friendly Electric Cars in addition to congestion and supporting employees’
Safer Cars, Autonomous Driving quality of work and life with our Vibe, Filr,
Cars with our ADM portfolio. Groupwise and Retain products.
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During the period ended 31 October
2018, Micro Focus made progress on
reducing the merged Company’s carbon
footprint by reducing the overall real
estate of the wider Group, integrating
locations wherever possible. This
delivered a net reduction across all
operations. Total UK data for the Group
delivered a 3.7% reduction in absolute
consumption, a direct result of the
integration strategy. This contributed to
an extended EMEA reduction of 2.3%.

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.

Intensity ratio

To achieve a global picture of emissions,
whilst recognising that not all locations
can be in scope, an intensity ratio of CO,
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.

2018 targets

During the 18 months ended 31 October
2018, despite the complexities of the
increased operational boundaries due

to the acquisition of the HPE Software
business, Micro Focus continued with its
commitment to deliver its target of
achieving year on year reductions of
emissions.

During this reporting period, we have
continued our commitment to the
Carbon Trust. We have maintained our
capital budget for investment in energy
saving initiatives to help us drive further
reductions. We continued to raise
awareness locally across all sites.

Charity and community support
Micro Focus donated over $80,000
(2017: $80,000) to selected charities
and community support projects during
the 18 months ended 31 October 2018.

The Company encourages employees
to help local communities and support
relevant charities, chosen in line with

agreed criteria and along the guidelines
of education and local community
support. A Charity Committee consisting
of a range of employees from across the
Company manages contributions to
these initiatives in two ways:

* Firstly, on a funds-matching basis for
individual employee charitable pursuits
and awarding community project grants
to initiatives put forward by employees;
and

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

In prior years, the programme was split
between six months supporting local
causes and six months supporting a
global initiative. In response to employee
feedback local community initiatives
were supported for the entire 18 month
period to 31 October 2018. The

Micro Focus Community continues to
be active in all areas of the globe
committing personal time and financial
support to causes ranging from donating
Christmas presents to children in local
shelters, providing support and winter
gift packs to projects working with

Year on year comparisons for energy consumed and carbon emissions

18 months ended

12 months ended

31 October 2018 30 April 2017 Change %
Total energy consumption (metered) MWhrs 45,817 22548 103.2%
Energy consumed (metered) KWhrs per employee 10,487 5,339 96.4%
GHG emissions (tonnes e-CO,) 12,756 9,113 40.0%
GHG emissions per employee (tonnes e-CO,) 2.92 268 9.0%
Total estimated GHG emissions (Ktonnes e-COy) 51.9 104 399.0%

an

Auckland Transportation
— Safer Roads and
Efficient Public Transport
with the help of Vertica
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Corporate Social Responsibility continued

homeless people, to responding to local
disasters such as the flooding in Kerala
and Karnataka raising INR 600,000.
This is the seventh year that the local
“project grants” initiative has been in
place and in the current period, 12
charity or community organisations
benefited across multiple geographies
across Micro Focus Group operations.

In addition to this, Micro Focus also
supported a global relief initiative and
made a single donation to the British
Red Cross to support the relief efforts in
Indonesia in response to the earthquake
and flooding.

Employees and ethics

During the 18 months ended 31 October
2018, Micro Focus employees have
experienced significant changes in the
Company they work for. The Group has
invested in a range of measures to
support the integration of teams and this
work is continuing, within the parameters
of a robust application of the Micro Focus
operating model. The HPE Software
business acquisition in September 2017
followed a prior period of significant
M&A, and integration experience has
been valuable in developing employee
programmes to achieve the effective
combination of multiple cultures and
ways of working. Employee numbers
have grown from approximately 1,200
employees in October 2014 to more
than 13,800 by 31 October 2018.

The Company
encourages
employees to help
local communities
and support
relevant charities —

Integration initiatives include recruitment
and retention programmes through
multiple training and performance
management initiatives across the
organisation, to support and develop
employees through a time of substantial
change. The integration work is naturally
shifting to and building an environment
focused on efficient and effective
outcomes, supported by a simplified,
stable, rewarding and professional
workplace. The people agenda is
focused on employee experience, talent
enablement, reward and recognition.

Key HR metrics at 31 October 2018

* Total number of permanent employees
worldwide — 13,879 (30 April 2017:
4,826);

* Percentage of women — employees

worldwide — 3,846 (30 April 2017:

1,081) employees 27.7% (30 April

2017: 22.4%y);

Percentage of women — senior

management — 506 (30 April 2017:

128) employees 13.2% (30 April 2017:

11.8%); and

Percentage of women — governance

body — 44.4% four out of nine directors

(30 April 2017: 37.5%, three out of

eight) (60% including Company

Secretary (30 April 2017: 44.4%).

Micro Focus continues to strive for a

diverse range of candidates for new

roles, with a significant focus during
the period on improving the quality of

Primary Quota Carrying (PQC) hiring

and capacity of the sales team.

An Inclusion and Diversity (I&D)

programme has been launched with

nine Employee Resource Groups
worldwide and seven Inclusion &

Diversity industry partnerships.

Ongoing sponsorship and support of

Inclusion & Diversity events included

World Mental Health Day, LGBTQO+

Spirit Day, Black History Month,

International Women'’s Day, Women

in Tech Leadership, Women in

Leadership, Grace Hopper annual

conference and Professional Business

Women of California annual

conference.
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The Group has
invested in a
range of measures
to support the
integration of
teams —

* An interim bonus for the performance
in the six months to 30 April 2018

was paid to 11,575 eligible non-
commissionable employees in July
2018. A second interim bonus was paid
to 10,581 employees in December
2018, based on performance in the

12 months to 31 October 2018. The
balance of the 12 months to

31 October 2018 performance bonus
will be paid to approximately 10,700
eligible non-commissionable employees
by the end of March 2019.

A global ESPP scheme and Sharesave
schemes in the UK and Ireland were
launched in March and July 2018.
These schemes are active across 36
countries, comprising 90.1% of our
employees worldwide. The overall
participation rates were 20.4% of
eligible employees.

Driving competitive performance at
the individual level continues to be an
important focus to improve productivity
and performance across the Company.
A simplified performance feedback
process has been introduced that
focuses on quality, forward looking,
relevant and meaningful development
focused conversations where emphasis
is placed on learning from the past and
developing for the future. Nearly 95%
of the employee population have so far
had “Year-end Conversations” for the
12 months ending 31 October 2018.
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* All employees now have access to
24x7 virtual learning resources
covering business, professional and
technical skills to enhance individual
personal development. A first line
manager programme was launched

in April 2018 with nine programmes
conducted so far across all three
operating regions with a total of 170
managers attending.

An excellent record in health and safety
matters for all employees (no reportable
incidents in the last 12 months).
Commitment to ensuring compliance
with anti-slavery, anti-bribery and
corruption, data protection and market
abuse and insider dealing laws has
continued. A new, board approved
integrated Code of Conduct was
rolled-out in August 2018, with
supporting training materials distributed
to all employees during October 2018.
The board has also approved a new
and integrated Gifts and Hospitality
Policy, and training on the new policy
and processes has been rolled out to
all employees.

Significant work was undertaken
during the period to ensure compliance
with the General Data Protection
Regulation (“GDPR”"). This included the
approval of four new data protection
policies by the board, GDPR
Awareness training has been circulated
to all employees, and regular
communications to employees is
on-going regarding the importance of
compliance with this topic.

Strategic Report

The 18 months to 31 October 2018
Strategic Report on pages 14 to 67 is
hereby approved and signed on behalf
of the board.

Kevin Loosemore
Executive Chairman
20 February 2019

Key HR metrics at 31 October 2018

Total number of permanent
employees worldwide

(30 April 2017: 4,826)

Women - employees worldwide
3,846 employees — 27.7%
(2017:1,081 = 22.4%)

Women - governance body
50% (including Company Secretary,
five out of ten directors (2017: 44.4%))

Women - senior management
506 employees — 13.2%
(2017: 128 — 11.8%)

Micro Focus International plc Annual Report and Accounts 2018

67



Corporate governance

The board continues
to be well balanced,
with a broad range
of skills and a good
understanding of
the market in which
we operate.

Kevin Loosemore
Executive Chairman
20 February 2019
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Executive Chairman’s introduction

High standards of corporate governance
and a strong corporate governance
framework are key contributors to the
Micro Focus International plc board'’s
commitment to deliver outstanding
shareholder returns over time. The Group
operates with a comprehensive set of
procedures and processes to support
and enable this governance mandate.

During the financial period ended
31 October 2018, key developments
were:

Shareholder engagement

Following extensive shareholder
engagement leading up to and following
the acquisition of the HPE Software
business, which completed on

1 September 2017, the Group'’s
shareholder register has seen significant
further change and an increase in US
ownership. US shareholders owned
approximately 60% of Micro Focus'
shares at 31 October 2018. The
increase in US ownership was driven
partly by the structure of the HPE
Software business transaction, with the
Group listing 222 million shares on the
New York Stock Exchange at the time
of transaction completion, with these
shares being allocated to HPE
shareholders. Many of these HPE
shareholders have continued to hold
Micro Focus shares, with a number of
our largest shareholders increasing their
investment since the time of the
transaction.

Sale of SUSE business

On 21 August 2018, our shareholders
approved the sale of SUSE for a total
cash consideration of $2.535bn to EQT.
We believe this price represents a highly
attractive enterprise valuation for SUSE
at a multiple of approximately 7.9x
revenue and 26.7x Adjusted Operating
Profit for the 12 months to 31 October
2017 and reflects an excellent return
on the investments we have made to
support and grow this business since it
was acquired in 2014. In addition to a
great value return for shareholders, we
see the purchaser, EQT, as a strong
long-term investor for SUSE.

In line with our capital allocation

strategy we intend to return the majority
of the SUSE proceeds to shareholders
following completion after tax, transaction
costs and any required debt repayments
have been accounted for. This will be
shortly after completion of the transaction,
which is currently anticipated to be in the
first calendar quarter of 2019.

Talent, development and
succession planning

Since the last annual report, there has
been significant change at board level as
well as in the business. Silke Scheiber,
Darren Roos and Lawton Fitt joined the
board as Non-executive Directors, all
bringing directly relevant skill sets to
support the newly enlarged company.
Karen Slatford, Richard Atkins and
Amanda Brown, together with myself,
provide continuity and longer term
experience of the business and strategy.

On 19 March 2018, we announced

the appointment of Stephen Murdoch

as CEO of the Company and on

5 November 2018, we announced that
Brian McArthur-Muscroft will join the
board as the new CFO in the first quarter
of 2019..

| believe that the board continues to be
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.

Board performance evaluation
During the period, we completed a board
performance evaluation. | have received
feedback from all of the directors
confirming that the process has been
extremely valuable to the board. The
results have been reviewed and a
number of improvement areas prioritised
for 2018/19.

Kevin Loosemore
Executive Chairman
20 February 2019
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Board of directors

Board committee memberships
as at 20 February 2019:

0 Audit committee
@ Remuneration committee
m Nomination committee

1. Kevin Loosemore, 60

Executive Chairman

Kevin is our Executive Chairman and a
member of the Micro Focus board. He
was appointed non-executive Chairman
of Micro Focus in 2005 and Executive
Chairman in April 2011. Kevin is also
non-executive Chairman of IRIS
Software Group Ltd.

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 and before that, he was
Chief Executive of IBM U.K. Limited.

He has a degree in politics and
economics from Oxford University.

2. Stephen Murdoch, 52

Chief Executive Officer

Stephen is our Chief Executive Officer
and a member of the Micro Focus board,
positions he has held since 19 March
2018. Stephen joined Micro Focus in
2012, first serving as General Manager
of the Product Group and Chief
Marketing Officer, responsible for all
software product and services offerings
development, customer services,
corporate marketing and strategy. In
2014, he was appointed Chief Operating
Officer and Executive Director, having
responsibility for sales and marketing,
product strategy, development and
management, services and business
operations.

Prior to Micro Focus Stephen spent
seven years at Dell, first building Dell's
Global Infrastructure Consulting Services
organisation, and then leading its
business in Europe, Middle East and
Africa. Before Dell Stephen had 17
years' experience at IBM, latterly serving
as Vice President, Communications
Sector with responsibility for the entire
telco, media, and utilities industry
portfolio. During his IBM career, Stephen
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held a number of Global, EMEA and UK
senior management roles with experience
spanning software and services, storage,
and enterprise systems.

3. Chris Kennedy, 55

Chief Financial Officer

Chris joined Micro Focus as Chief
Financial Officer in January 2018. Chris
previously served as CFO of ARM where
he was involved in one of the largest
UK takeovers culminating in the sale of
ARM to SoftBank in a deal valuing the
company at £24.3bn, or 57 times
earnings. Prior to ARM, Chris spent five
years as the CFO of EasyJet overseeing
a period of tremendous growth with
profit increasing nearly five times. In this
role, he oversaw a successful capital
structure reorganisation and led the
negotiation of the largest plane order

in UK history. Chris also held senior
management positions over a 17-year
career at EMI Music including UK CFO,
COO International, Group CFO and Chief
Investment Officer. Chris holds a degree
in Electrical Sciences from Cambridge
University and qualified as a Chartered
Accountant that led to an early career

in consultancy and venture capital.

4. Karen Slatford, 62

Senior independent non-executive
director

0

Karen is Chair of Draper Esprit plc, an
AIM listed venture capital firm and
Foundry, a leading special effects
software company. Karen is also
non-executive director of Accesso
Technology Group plc and Alfa Financial
Software Holdings plc. Karen began her
career at ICL before spending 20 years
at Hewlett-Packard Company, where in
2000 she became Vice President and
General Manager Worldwide Sales &
Marketing for the Business Customer
Organisation, responsible for sales of all
Hewlett-Packard 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.
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5. Richard Atkins, 66

Independent non-executive director
o0

Richard is Chairman of Acora, an IT
Services outsourcing company and YSC,
a leadership development consultancy
company. He has spent the majority of his
career within the [T industry. Previously,
he was a Director at Data Sciences
where he led its leveraged buyout from
Thorn EMI'in 1991 and then managed
its successful sale to IBM in 1996. His
final role at IBM was as General Manager
for IBM Global Services Northern Europe
where he was also a member of the

IBM worldwide senior leadership team.
Since leaving IBM in 2005 he has acted
as a non-executive director for several
companies including Compel, Message
Labs, Global Crossing, Morse and
Easynet. Richard qualified as a Chartered
Accountant with Ernst & Young.

6. Amanda Brown, 50

Independent non-executive director

(A XR])

Amanda is the Group Human Resources
Director at Hiscox Ltd, a FTSE 100
business and specialist insurer with
offices in 14 countries.

Amanda has more than 20 years of
international HR experience in a variety
of industries, including consumer goods,
leisure, hospitality, and financial services.
Prior to Hiscox, Amanda held a number
of leadership roles with Mars, PepsiCo,
and Whitbread plc. She has expertise in
human resources, remuneration strategy,
and managing organisations through
periods of significant change.

7. Darren Roos, 44

Independent non-executive director
00

Darren is a technology leader who has
spent 20 years building businesses
worldwide. He is the CEO of global
enterprise software vendor, IFS. Prior to
IFS, Darren held leadership roles at SAP
where he was the President of the
company's Cloud ERP business and at
Software AG where he was also a
member of the board. Darren is a
thought leader in the technology industry

and is known for being a customer
advocate and Cloud expert.

8. Lawton Fitt, 65

Independent non-executive director

(A XN

Lawton is an investment banker and a
highly experienced corporate director.
She currently serves on the boards of
Ciena Corporation, The Progressive
Corporation and The Carlyle Group, and
was previously a non-executive director
at ARM plc and Thomson Reuters.
Lawton worked at Goldman Sachs for
over 23 years in investment banking,
equities and asset management and for
more than a decade she led the equity
capital markets team, focused on
technology companies. She was elected
a Partner in 1994 and worked in the
London and New York offices.

From 2002-2005 Lawton was the
Secretary (Chief Executive Officer) of
the Royal Academy of the Arts in
London, and has served as a trustee for
a number of not-for-profit organisations
and foundations, including the Goldman
Sachs Foundation and the Thomson
Reuters Foundation. She received her
undergraduate degree in European
History from Brown University and her
MBA from the Darden School of the
University of Virginia.

9. Silke Scheiber, 46

Independent non-executive director

(A XR]

Silke was an investment professional at
Kohlberg Kravis Roberts & Co. Partners
LLR London, UK from July 1999 and
became a member in 2012. She retired
from KKR in 2015. Prior to KKR, Silke
worked at Goldman, Sachs & Company
oHG, Frankfurt, Germany from 1996 to
1999. Silke, who is Austrian, graduated
from the University of St. Gallen,
Switzerland. Silke is a director of CNH
Industrial N.V., the Netherlands and
Jungbunzlauer Holding AG, Basel,
Switzerland.
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Corporate governance report

The principal corporate governance code
that applies to companies with a
premium listing on the Official List of the
UK Listing Authority during the period
reported on is contained in the UK
Corporate Governance Code 2016 (the
“Corporate Governance Code”)
published by the Financial Reporting
Council in April 2016, which is available
at www.frc.org.uk.

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 period reported on the
Company has been in full compliance
with the Corporate Governance Code,
other than Provision A.2.1 as a result of
Kevin Loosemore’s role as Executive
Chairman. A separate Chief Executive
Officer has been in place at all times
during the financial period but the
Executive Chairman still retains
executive responsibility for of strategy,
M&A activities, investor relations and
executive director development. Stephen

Key corporate governance activities
in 18 months ended 31 October 2018

Murdoch, as Chief Executive Officer, is
responsible for the day-to-day operation
of the evolution and delivery of the
strategy and the business. Kevin
Loosemore continues to work to ensure
an orderly transition of executive
responsibilities to the Chief Executive
Officer.

In order to mitigate any potential
concerns in relation to the Executive
Chairman role, Karen Slatford, the senior
independent non-executive director, has
separate and defined responsibilities
from the Executive Chairman. Karen
Slatford chairs the nomination
committee and is responsible for
succession planning. During the 18
months ended 31 October 2018, Karen
Slatford, in her role as senior
independent non-executive director, led
(and continues to lead) on governance
issues. This included the annual review
of board effectiveness, and acting as an
intermediary, if necessary, between
non-executive directors and the
Executive Chairman and between the
Company and its shareholders, providing

Details

a point of contact for those shareholders
who wish to raise issues with the board,
other than through the Executive
Chairman.

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 non-executive
director, Karen Slatford. A majority of the
board is made up of independent
non-executive directors.

Appointment of new executive directors

Appointment Chris Hsu (formerly Chief Executive Officer)
(resigned 19 March 2018), Stephen Murdoch (Chief Executive
Officer) and Chris Kennedy (Chief Financial Officer)

Appointment of new non-executive directors

Appointment of John Schultz (HPE nominated (resigned

20 December 2017)), Darren Roos (independent), Silke
Scheiber (independent) and Lawton Fitt (independent)

An internally facilitated board review

This provided positive feedback and useful suggestions, see

page 78 for details
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Governance framework

Operating committee
Comprises the Chief Executive
Officer, Chief Financial Officer

Chief Human Resources

Officer, Chief Operating
Officer and the Group General

Counsel and Company
Secretary, and is chaired by
Stephen Murdoch.

Group board

Audit committee
See pages 80 to 87
for more information

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 90 to 109) the following section
sets out how the board has applied
these principles.

Remuneration committee Nomination committee

See pages 90 to 109
for more information

See pages 88 and 89
for more information
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Corporate governance report continved

Leadership

The board

The biographies of each director can be found on pages 70 to 71. As at
20 February 2019, the board comprised nine directors:

Name Role

Kevin Loosemore

Executive Chairman

Stephen Murdoch

Chief Executive Officer

Chris Kennedy

Chief Financial Officer (stepping down

in February 2019)

Karen Slatford

Senior independent non-executive director

Richard Atkins

Independent non-executive director

Amanda Brown

Independent non-executive director

Darren Roos

Independent non-executive director

(appointed 15 May 2017)

Silke Scheiber

Independent non-executive director

(appointed 15 May 2017)

Lawton Fitt

Independent non-executive director

(appointed 17 October 2017)

In accordance with the Company’s
articles of association, 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, and seek election or re-election,
as applicable, at the forthcoming AGM.
This practice complies with the
recommendations of the Corporate
Governance Code. All the proposed
appointees have been subject to a
formal evaluation procedure in the last
12 months. Following that procedure the
Executive Chairman confirms the
continuing commitment and effective
contribution of the directors and
recommends their re-election. In
addition, the directors confirm the

continuing commitment and effective
contribution of the Executive Chairman
and recommend his re-election. The
board also believes in relation to the
non-executive directors that their skills
and experience enable them to continue
to provide valuable contributions to the
board. The board is satisfied that the
non-executive directors exercise rigorous
and objective judgement.

Role of the board

The Company is controlled by the board,
which is principally responsible for
promoting the long-term success of the
Group and its system of corporate
governance. Although the board does
delegate some matters to its committees
(such as the remuneration, nomination
and audit committees), as part of its
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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.

While the board retains overall
responsibility for and control of the
Company, the executive directors
conduct day-to-day management of the
business. Review of the Group'’s principal
business activities is the responsibility of
the operating committee. The operating
committee comprises the Chief
Executive Officer, Chief Financial Officer,
Chief Human Resources Officer, Chief
Operating Officer and Group General
Counsel and Company Secretary and
executive directors and is chaired by
Stephen Murdoch.

Powers of the directors in relation
to share capital

Details of the powers of the directors in
relation to share capital can be found on
page 113 of the Directors' report.

Independent advice

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.
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Board meetings

For the current period, the board has
scheduled meetings on a regular basis,
approximately every 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. The non-executive
directors have unrestricted access to
anyone in the Company. The Executive
Chairman also meets separately with
the non-executive directors.

In the 18 months ended 31 October
2018 under review the board met
formally on seven occasions. The board
also met on a further 17 occasions to
receive interim updates or consider
matters arising between formal meetings.

Attendance at board meetings

The number of board meetings attended
by each director in the 18 months ended
31 October 2018 was as shown in Table
1 below.

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.
See Table 2 overleaf.

Table 1: Attendance at board and committee meetings

Board

Held* Attended
Kevin Loosemore 24 24
Stephen Murdoch!' 15 15
Chris Kennedy? 14 14
Mike Phillips® 1 11
Nils Brauckmann* 21 21
Karen Slatford 24 23
Richard Atkins 24 23
Amanda Brown 24 29
Darren Roos® 23 19
Silke Scheiber® 23 19
Lawton Fitt® 18 17
Chris Hsu” 8 8
John Schultz® 4 1

During period of appointment.

WO O~ WN = *

Stephen Murdoch resigned from the board on 1 September 2017 and was re-appointed to the board on 19 March 2018.
Chris Kennedy was appointed to the board 8 January 2018.

Mike Phillips resigned from the board on 31 January 2018.

Nils Brauckmann resigned from the board on 11 July 2018.

Darren Roos and Silke Scheber were appointed to the board on 156 May 2017.

Lawton Fitt was appointed to the board on 17 October 2017.

Chris Hsu was appointed to the board on 1 September 2017 and resigned on 19 March 2018.

John Schultz was appointed to the board on 1 September 2017 and resigned on 20 December 2017.
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Table 2: Roles and responsibilities at committee meetings

Roles

Responsibilities

Executive Chairman

The Executive Chairman has responsibility for setting the board agenda

(in conjunction with the senior independent director and the Company Secretary),
the delivery of strategy, M&A activities, investor relations and executive director
development. 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.

Senior independent director (“SID”)

The senior independent director, Karen Slatford, chairs the nomination committee
and is therefore responsible for succession planning. Also, in her role as senior
independent non-executive director, Karen Slatford leads on governance issues,
including the annual review of overall board effectiveness and of the Executive
Chairman'’s performance. The senior independent non-executive director also acts
as an intermediary, if necessary, between non-executive directors and the
Executive Chairman and between the Company and its shareholders, providing

a point of contact for those shareholders who wish to raise issues with the board,
other than through the Executive Chairman.

Executive directors

The executive directors are responsible for developing the Group's strategy and
proposing the budget for board approval. They are also responsible for the financial
and operational performance of the Group and, in conjunction with the operating
committee; they are collectively responsible for the day-to-day running of the
business.

Non-executive directors

The role of the non-executive directors is to ensure that independent judgement is
brought to board deliberations and decisions. They promote the highest standards
of integrity, probity and corporate governance throughout the Company. 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.

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. In addition, all
directors have direct access to the advice and services of the Company Secretary.
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Table 3: Board agenda and key activities throughout the financial year

Matters considered at all scheduled
board meetings

Key activities for the board in the 18 months to 31 October 2018

* Key Project status and
progress

* Strategy

* Financial reports and
statements

* Operational reports, issues
and highlights

* Investor relations and
capital markets update

* Key legal updates

* Key transactions

* Assurance and risk
management

» Compliance Committee
Reports

+ 2018 budget review and 2019 budget approval

* Periodic updates on corporate regulatory changes and reporting requirements

* Internally facilitated board review

» Completion of the HPE Software business transaction and integration planning and
implementation

* Approved initial Share buy-back programme and extension

* Reviewed and recommended the disposal of the SUSE business

* Approved new Code of Conduct and revised Group policies relating to anti-bribery and
data protection

* Reviewed and updated the matters reserved for the board

* Reviewed and approved changes to the membership of the board’s committees

* Reviewed IT infrastructure changes

* Reviewed compliance with debt covenants and liquidity

* Reviewed risk and long-term viability review and evolution of Risk Management Framework

Karen Slatford, the senior independent
non-executive director, Richard Atkins,
Amanda Brown, Darren Roos', Silke
Scheiber' and Lawton Fitt?, each a
non-executive director, are considered by
the board to be independent as they are
free from any business or other
relationship which could materially
interfere with the exercise of their
judgement. They are also considered to
be independent as they have all served
less than nine years on the board, they
receive no additional benefits from the
Group and they have not previously held
an executive role within the Group.

1 Appointed on 15 May 2017.
2 Appointed on 17 October 2017.

Non-executive directors are appointed
for specific terms. Full details of their
appointment are on page 93 of 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).

Board agenda and key activities
throughout the financial period
The table above sets out matters that
the board discussed at each meeting
and the key activities that have taken
place throughout this period.

Management structure

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

The operating committee, chaired

by the Chief Executive Officer, Stephen
Murdoch, and comprising the Chief
Executive Officer, Chief Financial Officer,
Chief Operating Officer, Chief Human
Resources Officer and the Group General
Counsel and Company Secretary, meets
regularly to agree strategy, monitor
operational 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 Finance,
Treasury, Human Resources, IT, Corporate
Communications and Legal. These
functions report to the board through

the operating committee. The operating
committee has four male members and
one female member, 13 of the 50 direct
reports to the operating committee

are female.

A number of Group-wide policies, issued
and administered centrally, have been
approved to ensure compliance with key
governance standards.

These policies include areas such as
finance, contract approvals, data
protection, share dealing, business
conduct, ethics and anti-bribery and
corruption and anti-slavery and human
trafficking.

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.
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Effectiveness

Induction of new directors

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 the
Company’s shareholders at the AGM.

Board evaluation

A comprehensive evaluation of the
performance of the board, its
committees and each of its directors is
carried out annually. The process is led
by the senior independent non-executive
director and supported by the Company
Secretary. The outcome of the evaluation
is discussed in detail by the board and
any key recommendations are reviewed
and implemented during the following
period. As previously reported, the 2016
board evaluation was externally
facilitated by the JCA Group. The 2017
and 2018 board evaluations were
internally facilitated 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 an assessment of the
effectiveness of the performance of the
board and its committees and
compliance with corporate governance
principles. The most recent evaluation
process was conducted in October
2018. All directors have endorsed the
internal evaluation process as being a
valuable exercise. An external evaluation
will be conducted in 2019 and reported
on in the next annual report.

The most recent board evaluation was
structured as follows:

Stage 1 — Comprehensive
questionnaires — This period’s
questionnaires focused on board
composition, skills, expertise and
diversity as well as board dynamics and
operation, succession planning, strategic
oversight and board support. They also
covered progress on items raised in the
prior periods’ internal evaluation and on
the major corporate transactions that
took place during the period.

Stage 2 — Compilation of results —

A report was compiled by the Company
Secretary which consolidated the
directors’ responses.

Stage 3 — Reporting and discussion —
The report was discussed with the
Executive Chairman and with the chairs
of the respective committees and was
reviewed by the board and committees
in detail at the board’s meeting in
October 2018. The Executive Chairman
then held discussions with each Director
and reported the outcomes to the board
meeting in December 2018.

Conclusions and outcomes

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 results of the evaluation was for a
period of change and challenge for the
Company and the results would be used
to assist the board in developing its
approach and practices in the future
including:

* Dedicating more time at board
meetings to strategy, products and

markets, succession planning, company

culture, risk and governance;
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* Allowing more time for board and
committee meetings including holding
board and committee meetings on
different day;

* Continuing to work with senior leaders
in order to improve the content,
conciseness and format of board
papers;

* Continued focus on developing the
culture of the Enlarged Group; and

* A review of board succession, including
size and skill mix of NEDs, and of
management succession and talent
pipeline.

Progress had been made on previous
period recommendations, namely:

(1) to ensure understanding of the
culture of the HPE Software business
and maintain the important Micro Focus
cultural elements, recognising that
cultures would need to evolve for the
Enlarged Group; and

(2) to ensure preservation of the
Company’s measurement and
compensation system, its Adjusted
EBITDA targets to 2020, the leadership
team and the Company’s product
management process.

The senior independent non-executive
director meets with the non-executive
and executive directors at least once a
year to review the Executive Chairman'’s
performance.
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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 position

and performance, business model

and strategy.

This responsibility is administered
primarily by the audit committee and
details of how this is done are described
in the audit committee report on pages
80 to 87.

Internal Control and Risk
Management

Details of the Company’s internal control
and risk management systems in relation
to the financial reporting process can be
found on pages 32 to 41.

Conflicts of interest

In accordance with the Companies Act
20086, the Company has put in place
procedures to deal with conflicts of
interest, 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.

Anti-bribery and corruption

During the period, the Group reviewed
and updated its compliance programme
to ensure it is appropriate for the
increased size of the Group and
introduced a new integrated Code of
Conduct in August 2018. To comply with
the Bribery Act 2010 and the Foreign
Corrupt Practices Act 1977 (US), the
Company’s Code of Conduct includes an
Anti-Bribery and Corruption Policy and a
Gifts and Hospitality Policy.

The Code of Conduct also includes
policies on whistleblowing, charitable
donations and sets out the appropriate
level of behaviour expected from all staff.
Training on the new Code of Conduct

and processes has been rolled out to all
employees.

Anti-slavery and human trafficking
The Group's anti-slavery and human
trafficking policy has been incorporated
into the Code of Conduct and its modern
slavery statement has been published on
its website to comply with the Modern
Slavery Act 2015.

Shareholder relations

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

Substantial shareholdings

Details of the substantial shareholdings
can be found on page 111 of the
Directors' report.

Rights and obligations attaching
to shares

Details of the rights and obligations
attaching to shares can be found on
page 112 of the Directors’ report.

Shareholder communications

The Company currently reports formally
to shareholders twice a year, in February
(preliminary announcement of annual
results) and July (interim statement).
The annual report is made available and
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, Chief Executive Officer 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 the
Company’s 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 also available on the
Company's website and from the
Company Secretary. Additionally, the
Executive Chairman, Chief Executive
Officer, Chief Financial Officer and the
Director. Corporate Communications and
Investor Relations provide focal points
for shareholders’ enquiries and dialogue
throughout the period.

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 unauthorised
release of information.

AGM

The Company's AGM will be held on
29 March 2019 at 10 am (UK time) at
the Company’s Headquarters at The
Lawn, 22-30 Old Bath Road, Newbury,
Berkshire RG14 1QN. The AGM will
provide an opportunity for members of
the board to meet with all shareholders
and the participation of shareholders is
encouraged. At the meeting, in addition
to the statutory business, members of
the board will be available for questions
from shareholders.

In accordance with the Corporate
Governance Code recommendations,
a resolution will be proposed for each
substantive issue and the chairs of the
audit, remuneration and nomination
committees will be available to answer
questions.
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Audit Committee
Number
of meetings
for which  Number of
eligible to meetings
attend attended
Members:
Richard Atkins Chairman 10 10
Karen Slatford (resigned Independent non-
21 September 2017) executive director 3 3
Amanda Brown Independent non-
executive director 10 10
Lawton Fitt (appointed Independent non-
17 October 2017) executive director 7 7
Silke Scheiber (appointed  Independent non-
21 September 2017) executive director 7 6

Committee Chairman’s introduction Composition of the committee

Dear fellow shareholders,

| am pleased to present the audit
committee report for the 18 months
ended 31 October 2018. The report
details the activities of the committee
during the 18 months ended

31 October 2018.

In this report | have detailed how the
committee has discharged its
responsibilities in relation to the 2016
UK Corporate Governance Code and
in particular how the committee has
focused on internal control and risk
management.

The committee was chaired during the
period by myself, Richard Atkins. The
other members are currently Amanda
Brown, Lawton Fitt (appointed to the
committee on 17 October 2017) and
Silke Scheiber (appointed 21 September
2017). Karen Slatford (resigned from the
committee on 21 September 2017).
Jane Smithard acts as Secretary to the
committee. By virtue of my former
executive and current non-executive
responsibilities (full details of which are
set out on page 71) the board considers
that | have recent and relevant financial
experience.

All members of the committee are
independent non-executive directors.
Executive directors attend the

meetings together with the Head of

Tax and Treasury, the Director of
Internal Audit and Risk and the Director
of Finance. Representatives of
PricewaterhouseCoopers LLP (“PwC")
(Internal Auditor), KPMG LLP (“KPMG")
(External Auditor) and Deloitte LLP
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(“Deloitte”) (External Tax Advisors)
also attend the committee meetings.

PwC were the external auditors until
the completion of the HPE Software
business transaction. KPMG were the
internal auditors until 30 April 2017.
Deloitte acted as internal auditors in the
interval between KPMG stepping down
as internal auditors and PwC's
appointment as internal auditor.

Role and responsibilities of the
committee
The committee is responsible for:

* Reviewing the Group’s Annual Report
and Accounts and Interim Report prior
to submission to the full board for
approval;

* Monitoring the Group’s accounting
policies, internal financial control
systems and financial reporting
procedures;

* Providing a forum through which the

Group's external and internal auditors

and external tax advisors report to the

board. The external and internal
auditors together with the tax advisor
attend all meetings of the committee
and also meet privately with committee
members in the absence of executive
management prior to each committee
meeting;

Overseeing 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; and

The process for employees of the

Company to raise, in confidence,

concerns about possible impropriety in

matters of financial reporting or other
matters, which are contained in the
committee’s terms of reference.



01 Overview 14 Strategic

report

68 Corporate governance

116 Consolidated financial
statements and notes

213 Company financial
statements and notes

2925 Additional information

The written terms of reference of the
committee are reviewed annually. 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:

* 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 assist the board in fulfilling its
oversight responsibilities by reviewing
and monitoring the Company’s internal
financial controls and internal control
and risk management systems and at
least annually carry out a review of its
effectiveness;

To ensure that a robust assessment of
the principal risks facing the Company
has been undertaken and provide
advice on the management and
mitigation of those risks;

To keep under review the adequacy
and effectiveness of the Company's
internal controls, internal financial
controls and risk management
systems;

To review and challenge where
necessary the going concern
assessment and the longer-term
viability statement;

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:

https://investors.microfocus.com/
governance-policies/committees-
of-the-board/

What the committee did during the
18 months ended 31 October 2018
The committee met 10 times during the
18 months ended 31 October 2018. In
addition to standing items on the agenda,
the committee:

* Received and considered reports from
the external auditor in respect of the
auditor's review of the interim results
for the six months to 31 October 2017
and the 12 months to 30 April 2018,
the audit plan for the 18 months ended
31 October 2018 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 2018
Annual Report and Accounts. Further
details can be found on page 84;
Considered the effectiveness and
independence of the external audit;
Considered the effectiveness and
independence of the external tax
advisors and internal auditors;
Considered and agreed the annual
internal audit plan and reviewed reports
of the work done by the outsourced
internal auditors, PwC, in respect of
those plans;

Reviewed the remediation progress
of internal audit recommendations;
Considered the review of material
business risks, including reviewing
internal control processes used to
identify and monitor principal risks
and uncertainties;

Reviewed the proposed KPMG audit
strategy in relation to the 2018 audit;
Received reports from the SOX
Steering Group and reviewed the
progress of the SOX implementation
plan (please also refer to page 41

for further information on the SOX
implementation);

Reviewed proposals related to the
share buy-back;

Reviewed proposals related to the
Return of Value;

Reviewed Transaction Documentation
for the disposal of the SUSE business,
including the Circular to shareholders;
Reviewed IT infrastructure plans;
Reviewed and discussed reports
provided by the Group's tax department
regarding significant tax issues and
projects;

Review and approved tax projects and
associated professional fee
expenditure in line with the Group’s tax
strategy and tax policies;
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* Reviewed the reporting of tax within
the Interim and Annual Report and
Accounts;

* Reviewed and discussed reports
provided by the Group’s treasury
department, including matters related
to compliance with the treasury policy
and the Group's credit facilities;

* Reviewed and approved an updated
treasury policy;

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

* Reviewed and approved the process
and advised management of the
information that would be required for
the board to sufficiently review the
Company'’s viability for the next three
years. Further information can be found
on page 59;

* Reviewed the progress of the Annual
Fraud Risk Management plan;

* Reviewed the plans and progress of
integrations;

* Reviewed the accounting work streams
and financing in relation to the
acquisition of the HPE Software
business;

* Reviewed and approved an insurance
strategy for the Enlarged Group;

* Reviewed documentation required for
the listing of American Depositary
Shares on the New York Stock
Exchange;

* Reviewed the Form 20F; and

* Reviewed the US Tax reforms
restructuring.

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 judgements included in the Annual
Report and Accounts. The external
auditor’s reports are based on a full
audit of the Annual Report and Accounts
and a review of the interim financial
statements.

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

Significant estimates and
judgements considered in relation
to the Annual Report and Accounts
The Annual Report and Accounts were
assessed by the committee, together
with the appropriateness and application
of accounting policies and areas of
significant estimates and judgement.
The significant estimates and
judgements 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, Software as a Service and
other recurring revenue (“SaaS and other
recurring revenue”) 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 enters into 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. For licence revenue in
particular the impact on recognised
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.

The committee received a paper from
management on key revenue recognition
judgements made during the period

and reviewed the appropriateness of
identifying multi-element arrangements
and the associated allocation of fair
values between Licence, Maintenance,
Subscription, SaaS and other recurring
revenue and Consulting. The committee
also considered the controls that
management has in place to ensure that
the fair value allocation of revenue is
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appropriate. On the basis of the above,
the committee concluded that the
Group's revenue recognition was
appropriate.

Business combinations

There were a number of changes to the
Group's structure during the period,
which included three acquisitions. As
detailed in note 39, the related
consideration during the period was
$6,533.4m, which resulted in an
increase of goodwill ($4,864.0m) and
acquired intangibles ($6,556.3m).

The committee considered the risk that
acquisitions are not accounted for
correctly in line with IFRS 3 “Business
combinations” including:

* The recording of fair value adjustments;
and

* The identification and valuation of
acquired intangibles.

Valuations of the acquired intangible
assets of all material acquisitions were
performed by external valuation experts.
Management determined this to be
appropriate due to the size and
complexity of these acquisitions. For
smaller acquisitions, management deems
it appropriate for the valuation of
acquired intangibles to be performed
in-house. Valuation and accounting
papers prepared by Management and
external experts were reviewed and
considered appropriate by the audit
committee. This included consideration
of the following:

* Cash flows and discount rates used in
business valuations;

* Models and key inputs used in
intangible asset valuations including
expected useful lives;

* Fair value adjustments made by
management to arrive at the fair values
of the assets and liabilities acquired;

* In respect of the acquisition of the HPE
Software business, the identity of the
accounting acquirer; and

* The approach taken to identify
intangibles.
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Provision for income taxes
Judgements have to be made by
management on the tax treatment of a
number of transactions in advance of the
ultimate tax determination being known.
In assessing the appropriateness of the
provision recognised in respect of
uncertain tax positions, the committee
considered a report prepared by the
Group's tax department setting out the
basis for the assumptions made. They
discussed the assumptions in light of the
current tax environment and the status
of tax audits in the main jurisdictions in
which the Group operates. The
committee concluded that the position
taken on uncertain tax positions was
appropriate.

Exceptional items

The committee considered a report
from management that described the
treatment and disclosure of amounts
included within exceptional items. With
the completion of three acquisitions in
the period including the acquisition of
the HPE Software business for $6.5bn
and the on-going readiness activities
required to divest the SUSE business
segment in 2019, a material level of
costs have been incurred on on-going
one off activities to acquire, integrate,
restructure and prepare for divestiture
which management have deemed to be
exceptional given their nature and
significance. These costs have been
necessary to bring together the base
Micro Focus, TAG, Serena and the HPE
Software business into one organisation.
The committee agreed that whilst the
level of exceptional costs is high, they
have been treated consistently period
on period and reflect the substantial
ongoing integration activities. In
particular, the committee also agreed
with management that the financial
impact of the US tax reforms which
resulted in a net tax credit of $692.3m
should be considered exceptional and
excluded from underlying profit

measures. The classification of certain
income statement items as exceptional
by the Group and its impact on related
Alternative Performance Measures have
been reviewed by the committee during
the period with reference to authoritative
guidance and regulations as well as
through discussions with management
and external advisors. The committee

is satisfied that the use of exceptional
items and its impact on Alternative
Performance Measures is appropriate
and enhances the understanding of the
Group’s financial performance and its
prospects. The committee concluded
that exceptional items were disclosed
appropriately and reflected how they
review the underlying performance of
the Group.

Potential impairment of goodwill
and purchased intangibles
Management has completed the annual
impairment review at period-end of its
goodwill and purchased intangibles.
The net book value of the purchased
intangibles is $6,485.9m and goodwill
is $6,805.0m. The principal judgements
are the achievability of business plans
(and therefore future cash flows),
long-term growth rates beyond the
period covered by the five-year forecasts
and the appropriateness of the pre-tax
discount rate applied to future cash
flows. The committee discussed a report
from management setting out the basis
for the assumptions, confirmation that
the cash flows used were derived from
board approved forecasts and a
sensitivity analysis on key assumptions
that showed there were reasonably
possible changes in the discount rate
that could have an adverse impact. The
committee agreed with the judgements
made by management and that it was
appropriate for additional disclosure to
be made in light of the sensitivity of the
impairment analysis to the discount rate.

Provisions for bad debt

The committee considered a report from
management setting out the basis for
the judgements made. In respect of the
bad debt provision, there was a particular
focus on the sensitivity to a change in
the volume of aged invoices that are
expected to be collected given it has
been identified that the on-going
increase in DSO days is due to a high
volume of historic invoices that require
administrative remediation before
payment can be made by a customer,
rather than any specific customer credit
risks. The committee agreed with the
judgements made by management.

Retirement benefit obligations

The committee considered a report from
management setting out the primary
assumptions including mortality, inflation
and the rates at which scheme liabilities
had been discounted and the sensitivity
of amounts recorded in the balance
sheet and income statement to changes
in these assumptions. The committee
concluded that the assumptions used,
which were supported by third party
actuarial advice, were appropriate.

SUSE presentation as a
discontinued operation

Prior to shareholder approval for the
SUSE divestiture being obtained, the
Micro Focus (‘MFPP”) and SUSE
Product Portfolios were the Group’s two
historical operating segments. MFPP
provided the central function services
with the cost of supporting the SUSE
segment estimated and a cost allocation
made. Subsequent to shareholder
approval of the divestiture, the SUSE
segment became a discontinued
operation and the Group is organised
into a single segment. The principal
judgement was if the historical cost
allocation should remain allocated to
SUSE as the discontinued operation,
which was only appropriate if the
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allocated costs were not expected to
remain in the MFPP cost base when
SUSE is divested. The committee
considered a report from management
that included analysis of these costs
(predominantly comprised of people, IT
and property costs) and an assessment
of whether these could remain stranded
in MFPP post divestiture. The committee
agreed with management that it was
appropriate that no adjustments should
be made to the historical cost allocation
to SUSE.

Fair, balanced and understandable
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 31 October 2018
and the information necessary for
shareholders to assess the Company's
performance, business model and
strategy. A paper prepared by
management provided the committee
with the supporting detail to ensure that
it was in a position to report to the board
that the 2018 Annual Report and
Accounts, when taken as a whole, were
fair, balanced and understandable.

The committee reached the conclusion
on the basis that the description of the
business agrees with its own
understanding, the risks reflect the
issues that concern it, appropriate weight
has been given to the ‘good and bad’
news, the discussion of performance
properly reflects the performance of the
period and there is a clear and well-
articulated link between all areas of
disclosure.

The committee assisted the board in
its assessment by considering the
robustness of the processes used to
prepare the Group’s Annual Report and
Accounts 2018. The processes used
included the following:

* Review of papers provided by the
executive and senior management on
all areas where significant judgements
have been applied;

* Review of the process of preparation
and review by the senior management,
executive directors and the finance
management team; and

* Review by the audit committee and
discussions with the external auditors,
senior management and executive
directors on the fair, balanced and
understandable assessment.

Viability statement

The committee assisted the board in
relation to producing the Group's viability
statement.

At the committee’s meeting in January
2019, the viability statement was
considered, including a review of the
risks and stress testing which had been
carried out. Following this review the
committee recommended to the board
that the viability statement should be
made for a three-year period and that
the Group was viable and there was
negligible risk that it would breach any
covenants or exceed its borrowing
facilities. The viability statement can be
found on page 59.

Assessment of effectiveness of
external audit

The committee reviewed the
performance of the external auditors
taking into account the fulfiiment 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 KPMG LLP, issued by the Financial
Reporting Council (“FRC”) in June 2018.
Based on this information the committee
concluded that the external audit
process was operating effectively and
KPMG were effective in their role as
external auditor.
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FRC Audit Quality Review

During the period, the committee
received feedback from the FRC Audit
Quality Review team following their
review of PwC's external audit of

Micro Focus for the year ended

30 April 2017. There were no significant
findings which required either the
Company or the external auditor, PwC,
to agree actions.

Independence and objectivity of
the external auditors

The committee has developed a robust
policy designed to ensure that the
auditor's objectivity and independence
is not compromised by it undertaking
inappropriate non-audit work. This policy
is reviewed annually and was last
reviewed in April 2018,

Auditor objectivity was safeguarded by
the committee considering several
factors: the standing and experience of
the external audit partner; the fact that
the current external auditors, KPMG,
were newly appointed in the 18 month
period; 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.

Non-audit fees

The committee approves all non-audit
work commissioned from the external
auditors. During the 18 months ended
31 October 2018 the fees paid to the
auditor were:

* $14.1m (12 months ended 30 April
2017: $3.5m) for audit services;

+ $1.6m (12 months ended 30 April 2017:
$2.6m) for audit related assurance and
other assurance services;

+ $0.4m (12 months ended 30 April
2017: $0.1m) for services related to
taxation; and

+ $0.1m (12 months ended 30 April
2017: $7.5m) for other non-audit
services.



01 Overview 14 Strategic

report

68 Corporate governance

116 Consolidated financial
statements and notes

213 Company financial
statements and notes

2925 Additional information

The ratio of audit to non-audit fees for
the 18 months ended 31 October 2018
was 1.00:0.14, which the committee
concluded was an acceptably low level.

The 18 months ended 31 October 2018
fees represent fees paid to KPMG LLF,
as the current auditor. The year

ended 30 April 2017 fees represent
fees paid to the previous auditor,
PricewaterhouseCoopers LLP.

Audit-related assurance services in the
18 months ended 31 October 2018
relate primarily to the additional audit
procedures required to be performed

on the Micro Focus International plc
financial statements. This included US
filings and two interim reviews, that were
required for both six-month periods
ending 31 October 2017 and 30 April
2018, given the 18 month period.

Other assurance services in the 18
months ended 31 October 2018 relate
primarily to the auditor's assurance work
in relation to the SUSE divestiture and
licence verification compliance work.

The remaining non-audit services in the
period included a limited amount of tax
compliance and tax advice.

The committee concluded that it was
in the interests of the Group to use the
auditors for this non-audit work as they
were considered to be best placed to
provide these services given their role
as external auditors

External audit appointment

and tender

The committee reviews and makes
recommendations with regard to the
appointment and 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 auditor’s reappointment. The
current external auditors, KPMG LLP,
and therefore the lead partner Tudor Aw,
were newly appointed during the period
following a competitive audit tender

process in the prior year and they require
that the audit partner rotates every five
years. The tender process was
undertaken to recommend an audit firm
who would provide the highest quality,
most effective and efficient audits.
Critical success factors included sector
experience and knowledge, cultural fit,
geographical coverage, the audit record
of the lead partner and firm as well as
the use of technology.

The committee is confident that the
effectiveness and independence of
the external auditors is not impaired
in any way.

The committee will continue to assess
the effectiveness of the independence
of the external auditors.

The Statutory Audit Services for
Large Companies Market
Investigation (Mandatory Use of
Competitive Tender Processes and
Audit Committee Responsibilities)
Order 2014 - statement of
compliance

The Company confirms that it complied
with the provisions of the Competition
and Markets Authority's Order for the
18 months ended 31 October 2018.

Internal Audit

Following a tender for internal audit
services in the prior year, led by me in
parallel with the external audit tender
process outlined above, the board
appointed PwC to provide outsourced
internal audit services from 1 September
2017. Due to independence
requirements, Deloitte was appointed as
the internal auditors of Micro Focus, from
1 May 2017 to 31 August 2017, to cover
the period between the previous
incumbents, KPMG, and PwC. The
Group's Director of Internal Audit and
Risk provides oversight and co-ordination
of internal audit. In order to ensure
independence, internal audit has a direct
reporting line to the committee and to
me, its Chairman.

The committee monitored and reviewed
the scope and results of the internal
auditor’s activities as well as its
effectiveness during the period. The
annual internal audit plan is approved by
the committee at the beginning of the
financial period, with any subsequent
changes to the plan requiring committee
approval. The nature and scope of the
internal auditor’s 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 PwC in order to ascertain
progress in completing the internal audit
plan and to review results of the audits.

Effective internal control and risk
management

Following the annual cycle of work of the
committee, it concluded that sound risk
management and internal control
systems had been maintained during the
period. With respect to risk management,
under the risk management framework
the committee receives and reviews a
report at each meeting on the principal
risks across the Group which is
discussed with senior management.

The committee 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, the external reviews conducted
by KPMG for the two interim periods and
their full period-end audit, together with
the input of the Group’s tax advisors,
Deloitte. In this period Deloitte have also
provided services relating to integration
planning following the announcement of
the HPE Software business transaction
and divestment planning following the
announced sale of the SUSE business.
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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 recognises 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.

As a US ADR listed entity the Group's
internal controls over financial reporting
are now subject to the requirements of
Sarbanes Oxley Act 2002 (SOX). Please
refer to page 41 for the update on the
Group's SOX implementation plan. The
requirements under Sarbanes Oxley
require a greater degree of formal
documentation of controls. However,
the audit committee has reviewed and
discussed this position with its auditors
and satisfied itself that the current
control environment is effective under
the UK Corporate Governance Code.

There is an on-going internal process
under the risk management framework
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 period and up to the date
of approval of the Annual Report and
Accounts and it is regularly reviewed by
the board and accords with the FRC
Guidance on Audit Committees
published in April 2016.

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 categorised 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.

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 authorisation 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;

* Reconciliations are performed on a
timely basis for all major accounts; and

* Research and development and capital
expenditure programmes are subject
to formal review and monitoring
procedures.

The board recognises the need to
understand and control the variety of
risks to which the Group is exposed.
During the period, in order to address
this on behalf of the board, the
committee oversaw the executive
management's risk management
activities under the RMF. The executive
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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 period under review and
is up to date at the time of this report.
Please refer to page 32 for the report on
principal risks.

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;



01 Overview 14 Strategic

report

68 Corporate governance

116 Consolidated financial
statements and notes

213 Company financial
statements and notes

2925 Additional information

* 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 the Company
and its subsidiary undertakings in order
to prepare consolidated Annual Report
and Accounts that present financial
information for the Group as a single
economic entity. The Group accounting
policies, sets out the basis of
preparation and consolidation, including
the elimination of inter-company
transactions, balances and unrealised
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
International Financial Reporting
Standards as issued by the
International Accounting Standards
Board (“IASB") and in conformity with
IFRS as adopted by the European
Union (collectively “IFRS"), IFRS
Interpretations committee, the
Companies Act 2006 and Article 4

of the IAS Regulation.

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 key risks and
which accord with the FRC Guidance
on Audit Committees published in April
2016. These processes have been in
place since the start of the financial
period up to the date of approval of the
Annual Report and Accounts. Further
details of the risks faced by the Group
are set out on pages [XX] to [XX].

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.

Richard Atkins
Chairman, Audit committee
20 February 2019
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Nomination committee

Number of
eligible meetings
during the Number of
18 months ended meetings
31 October 2018 attended
Members
Karen Slatford (Chair) 6 6
Richard Atkins 6 6
Amanda Brown (resigned 21 September 2017) 2 2
Darren Roos (appointed 21 September 2017) 4 4
Lawton Fitt (appointed 17 October 2017) 4 4

Composition of the committee
Committee membership comprises
Karen Slatford (committee Chair),
Richard Atkins, Darren Roos and Lawton
Fitt. The committee met six times during
the 18 months ended 31 October 2018.
The committee will meet at least twice
during the coming financial year.
Changes to committee membership
and the number of committee meetings
attended by each member in the 18
months ended 31 October 2018 was

as follows:

Role and responsibilities

The committee is responsible to the
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 gender, ethnicity, religion,
disability, age and sexual orientation. The
committee uses consultants to identify
suitable candidates and diversity is
included in the criteria set for selecting
appropriate candidates.

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.
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Diversity

The board has considered diversity in
broader terms than just gender and
believes it is also important to reach the
correct balance of skills, knowledge,
experience and independence on the
board. During the 18 months ended

31 October 2018, the committee has
been reviewing its diversity policy to
include a strategy for equal opportunity
and ethnicity, which can be applied
during 2019 in order to continue to
attract and retain the most talented
people who can deliver outstanding
performance for the Group. All board
appointments are made on merit with the
aim of achieving a correct balance. The
board has now moved to a composition
where in excess of 25% of members are
female while maintaining the above
principle of a correct balance not being
compromised. The Group has formal
policies in place to promote equality

of opportunity across the whole
organisation, regardless of gender,
ethnicity, religion, disability, age or
sexual orientation.

Following the changes to the board
membership during the period ended

31 October 2018, the board currently
comprises five men (56%)

(30 April 2017: 66.67%) and four
women (44%) (30 April 2017: 33.33%).
The Company Secretary is also a
woman. As opportunities arise the board
will seek to increase the diversity on the
board consistent with the above policy.
13.2% of Micro Focus’ senior
management is now female. During the
year ended 31 October 2019, the
committee will review how sufficient
consideration can be given to the ethnic
origin of future board candidates



01 Overview 14 Strategic

report

68 Corporate governance

116 Consolidated financial
statements and notes

213 Company financial
statements and notes

2925 Additional information

What the committee did during the
18 months ended 31 October 2018

Key activities

* Reviewed and agreed the new senior
management team following the
acquisition of the HPE Software
business;

* Reviewed and recommended the
appointment of two Chief Executive
Officers;

* Reviewed and recommended the
appointment of two Chief Financial
Officers;

* Reviewed and recommended the
appointment of new non-executive
directors;

* Reviewed the committee’s membership
and performance;

* Reviewed board and senior executive
succession planning and appointments;

* Reviewed the committee’s terms of
reference;

* Reviewed and developed a strategy
for gender and ethnicity;

* Reviewed the board composition in
preparation for the proposed sale of
the SUSE business; and

* Reviewed the time required from
non-executive directors.

Board changes

During the 18 months ended 31 October
2018 there have been several changes
to the board:

+ Darren Roos and Silke Scheiber were
appointed as non-executive directors
on 156 May 2017,

+ Stephen Murdoch resigned from the
board on 1 September 2017 to take up
the role of Chief Operating Officer;

+ Chris Hsu was appointed Chief
Executive Officer and John Schultz
was appointed as a non-executive
director on 1 September 2017;

* Lawton Fitt was appointed as a
non-executive director on 17 October
2017;

+ John Schultz resigned as an HPE
nominated non-executive director on
20 December 2017;

* Chris Kennedy was appointed as Chief

Financial Officer and joined the board

on 8 January 2018;

Mike Phillips resigned as Chief

Financial Officer on 8 January 2018

and stepped down from the board on

31 January 2018;

Chris Hsu resigned as Chief Executive

Officer and Stephen Murdoch was

appointed as Chief Executive Officer

on 19 March 2018;

Nils Brauckmann resigned from the

board on 11 July 2018 (but continued

as Chief Executive Officer — SUSE);
and

Chris Kennedy is expected to resign

as Chief Financial Officer and Brian

McArthur-Muscroft is expected to be

appointed as Chief Financial Officer

in February 2019.

The process for these appointments
was led by the senior independent
non-executive director and committee
Chair, Karen Slatford and was formal,
rigorous and transparent. For the
appointment of Brian McArthur-
Muscroft, a sub-committee, comprising
of Kevin Loosemore, Richard Atkins and
Stephen Murdoch was appointed to
review candidates.

Karen Slatford
Chair, Nomination committee
20 February 2019
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Directors’ Remuneration report

Annual Statement from the Chair of the Remuneration
Committee

Dear Shareholders

On behalf of the board, | am pleased to present our Directors’
Remuneration report, which covers the 18 months ended 31 October
2018. The 18 month timeframe results from the change to our year-end
from April to October following the HPE Software business acquisition,
which completed on 1 September 2017.

In addition to this statement, the Directors' Remuneration report is
presented in two further sections:

1. Directors’ Remuneration Policy

The existing policy was approved by shareholders at the 2017 AGM on
4 September 2017 with 86.46% shareholders’ support and can be found
on our website at www.investors/microfocus.com. No changes are being
made to the policy in this period. A full review of our remuneration
strategy will be undertaken in 2019 to take account of the enlarged and
more globally focused business as well as the latest corporate
governance codes and best practice. The new policy will be put to
shareholders for approval at the 2020 AGM. The policy section provides
an overview of our remuneration philosophy and a summary of the main
elements of the package for executive directors.

2. Annual Report on Remuneration

The Annual Report on Remuneration provides details of the amounts
earned in respect of the full 18 month period ended 31 October 2018
and how the Remuneration Policy will be implemented for the year ending
31 October 2019. and will be subject to an advisory vote at the AGM to
be held on 29 March 2019. To aid comparison with the 12 months ended
30 April 2017, we have also included figures for the 12 month period
ended 31 October 2018 where relevant.

The year to 31 October 2018 was a challenging period for Micro Focus
and you will see from the statutory single figure table that the total
Executive Directors compensation for the year reduced by around 25%.
Against a backdrop of significant operational and management change,
Adjusted EBITDA increased by 9.2% in the year and Diluted Adjusted
EPS in the three years to 30 April 2018 grew 52% from 123.43 cents to
187.74 cents.

The total figure for remuneration, is masked by the ASG award made at
the time of The Attachmate Group (“TAG") acquisition in 2014. This
acquisition increased shareholder returns by over £4bn. As a result the
TAG ASG vested for executives on 1 November 2017. Executives were
restricted from exercising the ASG for 12 months so have experienced
the full impact of the challenging year.

There are three important elements to the 2018 Annual Report on
Remuneration, which shareholders should note and consider:

1. The Additional Share Grants relating to The Attachmate Group (‘TAG")
acquisition, which vested on 1 November 2017 reflects the Total
Shareholder Return (“TSR") performance for the three year period
ended 31 October 2017.

2. The Additional Share Grants relating to the HPE Software business
acquisition, which were replaced to align the vesting date with the
2020 value creation plan.

3. Performance for the 18 months ended 31 October 2018 and incentive
outcomes relating to that financial period.
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Additional Share Grants relating to the TAG acquisition
Additional Share Grants (“ASGs”) were introduced into the Micro Focus
remuneration policy as part of the TAG acquisition in 2014 and have been
a key part of the reward strategy to align key executives' rewards to the
value created for shareholders following major transformational acquisitions.
Shareholders have been supportive of the ASG programme, with its
extremely challenging performance conditions aligned to delivering
exceptional shareholder returns. The 2015 Remuneration report, which
included the TAG ASG awards made on completion, gained 91.75%
support and 86.46% of shareholders supported the 2017 Remuneration
Policy, which included the proposal to award a second tranche of ASGs
following completion of the HPE Software business acquisition in
September 2017. To fully vest, the TAG ASGs required at least £1.87bn of
additional value to be delivered to shareholders from the reference price
of £8.19425, whilst the HPE Software ASGs require £7.9bn of additional
value to be delivered from the reference price of £18.17%a.

The TAG ASGs vested in full on 1 November 2017 as a result of the
£4.5bn of value delivered to shareholders since signing of the heads of
terms agreement in June 2014, £2.5bn of which was delivered prior to
the announcement of the HPE Software business acquisition in August
2016. This significantly exceeded the stretch target of £1.9bn and
equates to a shareholder return of 2560%. Executives were restricted
from realising the gains from these TAG ASG awards for 12 months. This
is not reflected in the remuneration disclosed in the statutory single figure
table, which is based on the share price at vesting of £26.64 and results
in figures of between £10.8m and £25.3m. Executives, however, did not
receive this value; the one-year holding period ensured executives
experienced the same impact of the share price fall as shareholders,

with the value of these awards more than halving to between £4.9m and
£11.5m at the end of the financial year. To better demonstrate the value
delivered to executives, on page 97 we have presented remuneration
based on the year-end share price in addition to the statutory disclosures.

Additional Share Grants relating to the acquisition of the HPE
Software business

A review of the ASGs granted at the time of the HPE Software business
acquisition was undertaken in September 2018 following the
announcement of the sale of SUSE to EQT Partners and shareholder
feedback regarding concerns at the significant loss of retention value for
key executives from the fall in share price after the March 2018 trading
update. The Remuneration committee wanted to ensure that executives
remained incentivised to deliver significant value from the HPE Software
transaction and align reward to the delivery of the 2020 business plan.
As a result of this review the performance period is now September 2017
to September 2020 which is the three years post completion of the
HPE Software business transaction; the challenging 50% to 100%
shareholder return performance measure has been retained, as has

the reference share price of £18.17%4 so there is no change to the
shareholder value required in order to vest. To fully vest, more than
£9.2bn of additional shareholder value needs to be created between
September 2018 and September 2020, equivalent to a share price of
over £36 (less any dividends). To put this into context the market
capitalisation of Micro Focus at the end of September 2018 was £6.2bn.

Future ASG Awards

The ASG programme has been an important and influential part of the
Micro Focus reward strategy, enabling the Company to recruit and retain
executives in the highly competitive global software sector. The
committee is, however, aware of the distorting impact these awards can
have, especially after a period of exceptional share price growth as has
been the case with the TAG ASGs. We are not planning on making future
ASG awards at this time and will undertake a full review of our reward
strategy in 2019 to ensure our remuneration remains competitive in the
global software market.
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FY18 Performance and incentive outcomes relating to that
financial period

2017 was another transformational year for Micro Focus following the
completion of the HPE Software business acquisition on 1 September
2017. The Enlarged Group now has over 14,000 employees across 43
countries with 29% being US based. There have been a number of
changes to the board, to better align to the needs of a global software
company with a large US presence. The remuneration consequences of
the changes to the board were entirely in line with the policy approved by
shareholders and are set out in detail in the Annual Report on
Remuneration.

Despite a challenging start to the integration of the HPE Software
business, the last six months has seen great progress being made.
Revenue performance has stabilised and the continued expansion of our
profit margin are encouraging signs of progress. This is evidenced by the
9.2% increase in Adjusted EBITDA in the 12 months ended 31 October
2018, the improvement in Adjusted EBITDA margin from 33.1% to 37.7%
and the 52% improvement in Diluted Adjusted EPS in the three years to
April 2018 from 123.43 cents to 187.74 cents.

Annual bonuses for the 12 months ended 31 October 2018 were paid

at 76% of the maximum opportunity as a result of growth in Adjusted
EBITDA of 7.6% (after adjusting for currency movements during this
period). No bonus was paid in respect of the six month transition period
ending 31 October 2017, giving a total bonus over the 18 month period of
around half the maximum opportunity. The sustained strong performance
of the Company over the three-years to 30 April 2018, resulting in a 52%
increase in Diluted Adjusted EPS over the three years to April 2018, has
seen all long-term incentive plan (“LTIP") awards where the performance
period ended during the 18 month period vest in full. During the 18 month
period, executive directors received the equivalent of a single year's LTIP
award.

Further details are set out in the main section of the Remuneration report.

Application of policy in FY19

We have provided full details on the implementation of our policy for
FY19, on page 92, which will consist of the following remuneration
elements linked to generation and delivery of real returns to shareholders:

1. Base salary

2. Pension

3. Annual bonus

4. Long-term incentive

The wider Company

As part of its role, the committee monitors the remuneration
arrangements across the wider Company as an integral part of the strong
performance culture driving our business. As well as all employees being
eligible to participate in our all-employee share plans, all non-commission
employees participate in a bonus scheme, which operates on the same
metrics for all levels in the Company. Additionally around 450 of our
senior managers and key employees receive LTIP awards subject to the
same performance metrics that apply to executive directors. The vast
majority of the Company’s pension plans are defined contribution
arrangements or cash allowances in lieu of pension, with only a few small
legacy defined benefit arrangements inherited from previous acquisitions.
There is no defined benefit obligation in relation to current executive
directors who receive a cash allowance only.

Shareholder Engagement

We remain committed to maintaining an open and transparent engagement
with our investors. We believe that a clear objective of the Directors’
Remuneration Report is to communicate clearly how much our executive
directors are earning and how this is clearly linked to performance.
Members of the remuneration committee are engaged in an on-going
dialogue with corporate governance advisory agencies and investors in
order to better understand their views on Micro Focus' approach to
executive remuneration, which are then taken into account when
determining the remuneration arrangements for the executive directors.

We believe we have demonstrated the strong link between our policy and
value creation over the past seven and a half years; therefore, | hope to
receive your support at our upcoming AGM.

Amanda Brown

Chair of the Remuneration Committee
20 February 2019
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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.

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.

Directors’ Remuneration Policy

The Remuneration Policy for executive directors was set out in the 2017
Annual Report and approved by shareholders at the 2017 Annual General
Meeting (‘AGM") on 4 September 2017. The policy is available to view at
www.microfocus.com. No changes are being proposed to the policy for
this period. A formal review of the policy will be undertaken in 2019 to
take account of the Enlarged Group having a more global focus and the
latest corporate governance code. The new policy will be put to
shareholders for approval at the 2020 AGM.

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.
They also take 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.

A significant proportion of remuneration is performance-related, with
challenging performance conditions linked to the Company'’s financial and
operational strategy, to support the Company’s core objectives to deliver
shareholder returns of 15% to 20% per annum over the long-term. The
committee reviews the performance conditions annually to ensure that
they remain demanding and appropriate. There are no non-financial
targets and all targets are published.

In line with the Investment Association’s 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
that prevents it from taking into account corporate governance on
ESG matters.

The table below summarises the key elements of the package for
executive directors.

Element of Remuneration

Link to Strategy

Framework

Fixed Base salary

Benefits

Pension

Attract and retain key talent to
deliver the agreed strategy

Reviewed annually to ensure competitive,
taking into account market positioning
and increases generally within the Group

Competitive package of benefits
including car allowance and health plan

Up to a maximum of 20% of base
salary either as a pension contribution
or cash allowance

Variable Annual bonus

Performance measures aligned to
key financial metrics

Maximum opportunity of 150% base
salary for achieving 10% growth in
Adjusted EBITDA

Long-term incentives

Normally awards vest after three years
to align to longer-term performance

Annual grants of up to 200% of base
salary with a performance measure
based on growth in aggregate EPS of
between 3% p.a. and 9% p.a. above RPI

Additional Share Grants

Awards made within 18 months

of completion of major acquisitions
with stretching total shareholder
return targets over three year period

Awards made following the HPE
Software business acquisition vesting

1 September 2020 subject to three year
shareholder return of 50% to 100%. A
further one year holding period is applied

Shareholding requirement

Directly aligns executive directors’
interests with those of shareholders

200% of base salary
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Consideration of employment conditions elsewhere

in the Group

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-
commissioned 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 450 of our senior managers and other key employees also
receive annual LTIP awards. Performance conditions are consistent for all
participants, while award sizes vary by individual. All employees in the UK
and Ireland are eligible to participate in the Sharesave plan on the same
terms. Employees in the US and other countries where the Company has
a major presence are eligible to participate in the Company’s Employee
Share Purchase Plan (“ESPP”) on the same terms. The ESPP has been
rolled out to 34 countries so far with a further nine becoming eligible at
the next launch in 2019.

All of our employees in the US, UK Ireland and India are able to
participate in our Flexible Benefits programme. Employees in other
regions participate in similar programmes or receive a competitive
package of benefits in line with local market practice.

Additional Share Grants (‘AGSs”) in relation to the 2017 acquisition of the
HPE Software business were approved by shareholders at the 2017
AGM and were made to a small number of key executives critical to the
successful integration and successful delivery of the 2020 business plan.

Consultation with employees

Although the committee does not consult directly with employees on the
Directors’ Remuneration Policy, the committee does consider general
basic salary increases, the benchmarking of employee compensation and
benefits, remuneration arrangements and employment conditions for the
broader employee population when determining Remuneration Policy for
the executive directors.

Performance measures and targets

Following completion of the HPE Software business acquisition, the
board reviewed and simplified the different measures used to track
business performance, and presented the outcome of this review as part

Non-executive director Appointment Date

of the Interim Results for the six month period ended 31 October 2017.
Underlying Adjusted EBITDA, which is used in our corporate bonus plans,
was viewed as the most appropriate measure going forward. The basis

of calculation remains unchanged, but is now referred to simply as
Adjusted EBITDA.

The committee continues to believe that a combination of 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 for annual bonuses are
selected annually to help the Group achieve its core objective. The annual
bonus plan is currently linked to growth in Adjusted EBITDA. Vesting of
annual LTIP awards is currently linked to growth in EPS as the committee
believes that this aligns with the Company's focus on shareholder value.
ASG awards are used in exceptional circumstances following
transformational acquisitions with stretching performance conditions
aligned to value created for shareholders. The committee believes that a
combination of the measures under our incentive plans provides a strong
line of sight for the executives and supports the long-term strategy.

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.

Annual Report on Remuneration

The following section provides the details of how the Remuneration
Policy was implemented during the 18 months ended 31 October 2018.
To assist with a like for like comparison with the 12 months ended

30 April 2017, we have also shown the details for the 12 months ended
31 October 2018, where relevant.

Non-executive directors’ terms of appointment

The non-executive directors’ terms of appointment are recorded in letters
of appointment. The required notice from the Company is 90 days in all
cases. The non-executive directors are not entitled to any compensation
for loss of office and stand for election or re-election as appropriate at
each AGM. Details of the letters of appointment of each non-executive
director who has served as a director of the Company at any time during
the 18 month period are set out below:

Re-appointment date Expiration date

Karen Slatford 5 July 2010
Amanda Brown 1 July 2016
Richard Atkins 16 April 2014
Silke Scheiber 156 May 2017
Darren Roos 15 May 2017
Lawton Fitt 17 O