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Directors’ Report
For the year ended 31 December 2004

The directors present their report and group financial statements for the year ended 31 December 2004,

Principal activity

The principal activity of the group during 2004 continued to be software development and distribution and related
support and maintenance services. The group operates throughout Eurcpe, North America and Asia, with
significant activities in the U.S., Canada, France, Germany, Belgium, the Netherlands, Spain, ltaly, Sweden,
Norway, China, Singapore and Australia.

Review of developments
The CEO’s letter and the Operating and Financial Review in the company's non-statutory accounts provide
further comment on the results for the year,

Results

Revenue for the year ended 31 December 2004 was £35.3 millicn, an increase of 5.6% from £33.5 millien for
2003. Net profit was £1.3 million for 2004 compared with net profit of £5.5 million for 2003. A detailed review of
the company’s results is set forth in the company’s non-statutory accounts.

Research and development

The company centinues to develop new software products and expects further product launches during 2005.
The totai amount incurred for research and development expenditure during 2004 was £9.0 million, as compared
with £8.2 millien in 2003. During 2004 the company launched major product upgrades, including the next
generation of the company’s core IDOL Server product, with similar launches expected durlng 2005.
Development costs of £0.6 million in relation to this development have been deferred.

Dividends and share repurchases '

The Board reviews uses of cash resources on an ongeing basis. In light of the company’s continued need for
cash for potential trade investments and potentially significant investment in further research and development,
the company to date has not paid or declared dividends on iis shares, in common with most of its peer
companies in the high technology sector. The policy will be kept under continual review. Accordlng1y the
directors do not recommend the payment of a dividend {2003 - £Nif). ‘

During 2004 the company continued its open-market share repurchase program returning capital to shareholders,

purchasing for cancellation 3,081,512 of its own ordinary shares, nominal value 1/3p per share, at an average

price of £1.86 per share. In total, the company has purchased for cancellation 20,403,882 shares, representing

approximately 18.9% of the company's total issued share capital at 31 December 2004, at an average price of
£1.63 per share. The aggregate consideration paid by the company for the shares was £33.4 million. ‘As of 31

December 2004, the company had remaining authorization to purchase 10,424,395 shares and the company-
expects to continue its repurchase program dusing 2005. .

Future developments

The company's stated objective is to establish its technology as the infrastructure standard for automatmg
operations on all forms of unstructured information. The directors believe that to achieve this geal it is important
to expand the number and range of potential customers for its technology. To this end, the company intends to
sign further licence agreements with new customers and to establish relationships with third-party value added
resellers, services providers and OEMs to ensure that the company's products are distributed as widely as
practicable. The company also plans to develop new technology te license to new and existing customers. As a
result of its position as an emerging standard in its industry, the company is presented with opportunities from
time to time to acquire complementary technology or resources.

Re-election of directors

The company’s Articles of Association require at least one third of the Directors to be subject o re-election at
each Annual General Meeting. Messrs. Ariko and McMonigal were re-elected as Directors at the company’s
Annual General Meeting in 2002 and thus are standing for re-election at the next Annual General Meeting. All
directors’ biographies appear in the company's non-statutory accounts. Each individual's performance continues
to be effective and they demonstrate commitment to their roles. Biographies for the directors standing for re-
election are as follows:

«  Barry M. Ariko, 58, has served as a non-executive director of Autonomy since January 2000. From November 2003, Mr
Ariko has served as CEO and President of Mirapoint, Inc., a leader in messaging networks. From January 2000, until it
was acquired by Peregrine Systems in May 2001, he was Chairman, CEQ and President of Extricity, Inc,, a provider of
software for the management of inter-company transactions and workflow, Prior to Extricity, he was Senicr Vice President
of AGL, which had acquired Netscape Communications Corp., where he was Executive Vice President and Chief
Operating Officer with primary responsibility for the enterprise software business since August 1998. From April 1994 to
August 1938, Mr. Ariko was Executive Vice President in charge of the Americas operations for Oracle Corp.  Mr. Ariko
also serves as a director of Incyte and Aspect Communications. Mr. Ariko holds a B.S. in Management from Golden Gate
University in San Francisce and in 1892 completed the Advanced Executive Program at Northwestern University's J. L.
Keliogg Graduate School of Management.
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Directors’ Report (continued)

» John P. McMonigall, 61, has served as a non-executive director of Autonomy since July 1998. Since April 1990, Mr.
McMonigall has worked for Apax Partners Worldwide LILP, a private equity firm, where he is responsible for Apax’
investments in private companies in telecommunications, software and related fields. From 1986 to 1980, Mr. McMonigall
held a variety of positions at British Telecom where he served as a member of the Management Board. He currently
serves on the board of Dialog Semiconductor Plc. Mr. McMonigall alse serves on the boards of several privately owned
companies as a non-executive director, including Neurodynamics Limited.

Directors and their interests

A list of the directors, their interests in the ordinary share capital of the company and details of any share options
over the ordinary share capital of the company is set forth in the report of the Remuneration Committee on
page 10. No director had a material interest in any significant contract, other than a service contract or contract
for services, with the company or any of its subsidiaries at any time during the year.

Substantial shareholdings
As at 13 April 2005, the directors were aware that the following persons, other than the directors, directly or
indirectly, own or control three per cent or more of the issued ordinary share capital of the company:

Ordinary shares of 1/3p each (1)

Number %
The Capital Group Companies, MG. ... cveeecreecccnrinreeene 10,652,429 9.9
Fidelity International Limited 7,580,296 7.0
OppenheimerFunds ..., 5,036,276 47,
Bluecrest Equity Master Fund Limnited 4,353,101 4.0
Prudential PIG ....ccucuerericerree e rrireersssereeesseeessssnsesresssmssenesen 3,752,682 35

(1) Based on 107,990,856 ordinary shares outstanding as of 13 April 2005.

Supplier payment policy :
The company's policy is whenever it is reasonable to do so, to settle payment terms with those supphers when
agreeing terms for each transaction and to ensure that those suppliers are made aware of the payment terms by
their inclusion in the relevant contracts. Generally the company pays suppliers at the end of the month following
that in which the supplier's invoice is received. Creditor days outstanding as at 31 December 2004 calculated in
accordance with the Companies Act 1985 for the company was 19 days (2003 - 50 days) and for the pnncrpal. :
U.K. subsidiary was 42 days (2003 - 78 days). \

Charitable and political contrlbutions R
The group made £25,000 in charitable donations during 2004 to the Intemahonsﬂ Institute for Strateglc Studles
(2003 - £25,000). The group did not make any political contributions during 2004 (2003 - £Nif). : o

Going Concern : :
After making enquiries, the directors have a reasonable expectation that the Group has adequate resources to
continue its operational existence for the foreseeable future. For this reason, they continue to adopt the going
concem basis in preparing the financial statements.

Annual General Meeting

The Annual General Meeting will be held at the group's offices in Cambridge, UK, on 31 May 2005 at 1 00 pm.
The company will convey the results of proxy votes cast at the Annual General Meeting, and the resuits of the
meeting will be announced through the regulatory news services. Notice of the Annual General Meeting is set
out in the circular to shareholders accompanying this annual report. The company is committed to the policy of
one share one vote, The directors will place a resolution before the Annuai General Meeting to reappoeint Delcitte
& Touche LLP as auditors for the ensuing year.

Statement of directors’ responsibilities in respect of the financial statements

United Kingdom company faw requires the directors to prepare financial statements for each financial year which
give a true and fair view of the state of affairs of the company and the group as at the end of the financial year
and of the profit or oss of the group for that period. In preparing those financial statements, the directors are
required to:

{a) select suitable accounting policies and then apply them consistently;

(b) make judgements and estimates that are reasonable and prudent;

(c) state whether applicable accounting standards have been followed, subject to any materia! departures
disclosed and explained in the financial statements;

{d)} prepare the financial statements on the geing concern basis, unless it is inappropriate to presume that
the group will continue in business.
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Directors’ Report (continued)

The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at
any time the financial position of the company and to enable them to ensure that the financial statements comply
with the Companies Act 1985. They are also responsible for safeguarding the assets of the company and hence
for taking reasonable steps for the prevention and detection of fraud ay other irregularities.

On behalf of the Board,

il /14/ |

Dr. Michael R. Lynch
Chief Exaecutive Officer and Co~Founder

Cambridge Business Park
Cowley Road
Cambridge CB4 OWZ

26 April 2005
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Corporate Governance Statement

The company is committed to high standards of corporate govermance. The Board is accountable to the
company's shareholders for good corporate govemnance. This statement describes how the principles of
corporate govemance are applied to the company and the company’s compliance with the Combined Code for
Corporate Governance appended to the Listing Rules of the UK Listing Authority.

Compliance with the Combined Code

Throughout 2004, the company complied with the provisions set out in Section 1 of the Combined Code, unless
otherwise indicated below. The company has applied the Principles of Good Governance set out in Section 1 of
the Combined Code by complying with the Code of Best Practice as set forth below and in the Remuneration
Report below, Following the Higgs and Smith Reports into the roles of non-executive directors and audit
committees, the Code was superseded and replaced in July 2003. The revised Code applied to the company
during 2004.

The company has an ongoing process for identifying, evaluating and managing the significant risks faced by the
company that has been in place for 2004 and up to the date of approval of the annual report and accounts.
Principal controls are managed by the executive directors and key employees, including regular review by
management and the Board of the operations and the accounts of the company.

Composition and Operation of the Board

The Board comprises three independent non-executive directors and three executive directors. The Board has
been established in order fo give a balance of knowledge, experience and objective overview. The Board
comprises three independent non-executive directors and three executive directors. The Board has been
established in order to give a balance of knowledge, experience and objective overview. The three executive
directors provide the necessary skills in commercial, operational and financial management. The executive
directors are the Chief Executive Officer, the Technology Director and the Chief Financial Officer.

The three independent non-executive directors provide a blend of experience to enable them to bring strong
independent judgement and considerable knowledge and experience to the Board's deliberations. The Board
has considered the indgpendence of the non-executive directors and believes that all of the non-executive
directors are currently independent of management and free from any material business or other relationships
that could materially interfere with the exercise of their independent judgement. Mr. McMonigall's potential .
financial interest in Cambridge Neurodynamics, an entity in which Dr. Lynch and Mr. McMonigall's-employer
together have an investment, is not considered to be material in scope or amount or directly beneficial to Mr..
McMonigall. Further, Mr. McMonigall's service to the Board has been extraordinary since the company’s
founding and his continued service is of high benefit not withstanding his tenure of nearly nine years.

All directors’ biographies appear in the company's non-statutory accounts. Biographies for the directors standing
appear on pages 2 and 3. Together these demonstrate that the directors have a range of experience and are of
sufficient calibre te bring independent judgement on issues of strategy, performance, resources, finance, controls
and standards of conduct. The Board does not sit with a permanent chairman, but rather the chair rotates
amongst the senior members present at the meeting excluding the CEQ. The Board is structured to ensure that
there is no undue dominance by the executive directors. The terms and conditions of employment of the non-
executives are available for ingpection at any time at the registered office.

The Board is responsible to shareholders for the proper management of the company. Training is made
available to the directors where it is considered appropriate. A statement of the directors’ responsibilities in
respect of the accounts is set out on pages 2 and 3. '

All directors have access to the advice and services of the Company Secretary, who is responsible to the Board
for ensuring that the Board procedures are followed and that applicable rules and regulations are complied with.
The Company Secretary ensures that the directors take independent professional advice as required.
Committees are provided with sufficient financial and informational resources to undertake their duties.

All directors are subject to re-election by shareholders every three years, and at each annual general meeting
one third must retire by rotation. Directors who are appointed by the Board must retire at the next annual general
meeting so that they may be re-elected by the shareholders. Mr. McMonigall is the Board’s senior non-executive
director.

The Board meets at least once a quarter, meeting four times during 2004 and acting by unanimous written
consent twice. The Board has a schedule of matters specifically reserved to it for decision, which includes
approval of accounts, dividends, Board appointments and removals, long term objectives and commercial
strategy, changes in capital structure, appeointment, removal and compensation of senior management, major
investments including mergers and acquisitions, risk management, corporate governance, engagement of
professional advisors, political donations and internal control arrangements. Prior to each mesting, the Board is
furnished with information in a form and quality appropriate for it to discharge ifs duiies conceming the state of
the business and performance. The ultimate respansibility for reviewing and approving the annual report and
financial statements, and for ensuring that they present a balanced assessment of the company's position, lies
with the Board.
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Corporate Governance Statement (continued)

The Board has established an Audit Committee, a Remuneration Committee and a Nominations Committee to
deal with specific aspects of the company's affairs:

+  Audit Committee. The members of the audit committee are John McMonigall, Barry Ariko and Richard
Perle. Each of Messrs McMonigall and Ariko have significant material financial expertise. The
committee’s terms of reference include, among other things, monitoring the scope and results of the
external audit, the review of interim and annual results, the invelvement of the external auditors in those
processes, considering compliance with legal requirements, accounting standards and the Listing Rules
of the Financial Services Authority, and for advising the Board on the requirement to maintain an
effective system of internal controls. The committee also keeps under review the independence and
objectivity of the group's external auditors, value for money of the audit and the nature, extent and cost-
effectiveness of the non-audit services provided by the auditors. The committee has authority over the
appointment, remuneration and resignation or dismissal of the company's auditors.

The committee has discussed with the exiernal auditors their independence, and has received and
reviewed written disclosures from the external auditors regarding independence. In order to aveid the
possibility that the auditors’ objectivity and independence could be compromised, the company's tax
consulting work is only carried out by the auditors in cases where they are best suited to perform the
work, for example, tax compliance and advisory work relating to the audit. in most cases, the company
engages another independent firm of accountants to perform tax consulting work. The company does
not award general consulting work to the auditors. However, from time to time, the company will engage
the auditors on matters relating to acquisition accounting and due dlhgence In these circumstances, the
Chief Financial Officer seeks approval from the comm1ttee '

The committee meets at least four times a year, and always prior to the announcement of interim or

annual resuits. The external auditors. and Chief Financial Officer attend all meetings in order to ensure

that all the information required by the committee is available for it to operate effectively. The committee -
-also meets at least once a year with the external auditors without any executive directors present. The

committee met four tmes during 2004. The comimittee is seeking to shortly appoint a new permanent

chair following the departure of Mr, Opzoomer in October 2004.

“e  Remuneration Cormmittee. A descnptron of the composrtron respansibility and operation of the
‘ remuneratlon commlttee is set out in the remuneration report on page 8. :

»  Nominations Committee. The Nominations Committee has responsibility for proposing to the Board new
appointments of executive and non-executive directors and makes recommendations to the Board on
board composition and balance. The committee identifies and nominates for approval candidates for
new Board positions and to fill Board vacancies as and when they arise. Nominations are based on the
balance of skills, knowledge and experience on the Board. The committee also reviews the time
required from a non-executive director. The committee strives to consider candidates from a wide range
of backgrounds, also taking into account what skilis and expertise are needed on the Board in the future.
In conducting its duties the commitiee may seek external advice. The commilttee meets as required, but
did not meet formally during 2004, The committee currently consists of Messrs. Ariko and Perle, with
Mr. Perle in the chair.

New members of the Board are expected to receive induction training in accordance with the recommendations
of the Combined Code. The Company Secretary is secretary to all committees. Terms of references of the
committees of the Board are available from the company secretary upon request.

The members of the Board evaluate the performance of the Board, its committees and individual members at
meetings, at the first meeting following the end of the year. The non-executive directors, led by the senior
independent director, are responsible for the scope of the evaluation, taking into account the views of executive
directors.

In October 2004 Mark Opzcomer, non-executive director, resigned his position on the Board. The Board is
currently seeking to fill his position with a candidate with suitable financial and accounting experience. This
candidate will be expected to chair the Audit Committee of the Board.

Relations with Shareholders

Communication with shareholders is given high priority. The interim and annual results are intended to give a
detailed review of the business and developments. A full Annual Repoert is sent to all shareholders., The
company also has a website (www.autonomy.com) which contains up to date information on the company’s
activities and published financial results. The company holds regular investor conference calls and webcasts,
and solicit regular dialogue with institutional shareholders other than during closed periods. The Board uses the
Annual General Meeting to communicate with all shareholders and welcomes their participation.
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Corporate Governance Statement (continued)

internaf Control

The Board is responsible for the company's systemn of internal control and for reviewing its effectiveness with
regard to achieving the company’s business objectives and enhancing shareholder value. Such a system is
designed to manage the risk of failure, and by its nature can provide oniy reasonable and not absolute assurance
against material misstatement or loss. The system has been in place throughout the year and up to the date of
these accounts. The Board regularly reviews the effectiveness of the company’s internal control systems,
including financial, operational and compliance controls and risk management, and believes the system is in
accordance with the Turnbull guidance. These reviews are principally based on reports from management to
consider whether significant risks are identified, evaluated, managed and controlled and whether any significant
weaknesses are prompily remedied or indicate a need for more extensive monitoring. The Board has also
performed a specific assessment for purposes of this Annual Report. The directors consider that its internal
controls, particularly given the company's size and the nature of the company's business operations, provide
reasonable but not absolute assurance against material misstatement or loss. The main elements of internal
cantrol currently include:

» Operating Controis. The identification and mitigation of major business risks on a daily basis is the
responsibility of the executive directors and senior management. Each business function within the
company maintains controls and procedures, as directed by senior management, appropriate to its own
business environment while conforming to the company’s standards and guidelines. These include
procedures and guidelines to identify, evaluate the iikelihood and mitigate all types of risks on an
ongoing basis.

* Information and Communication. The company’s operating procedures include a comprehensive
system for reporting financial and non-financial information to the direciors. Financial projections,
inciuding balance sheéts and profit and loss and cash flow statements, are reported on a regular basis
to senior management against corresponding figures for previous periods. The central process for
evaluating and managing non-financia) risks is weekly meetings of business functions, each involving at'
‘least one director, together with periodic meetings of executive directors and senior management.

¢ Finance Management. The finance department opefates' within policies appfoved by the directors and
the Chief Financiai Officer. Expenditures are tightiy controiled with stringent approvais required based
on amount. Duties such as legal, finance, sales and operations are also strictly segregated to minimize
risk. ' ) : ' :

‘' Insurance. Insurance cover is provided externaily and depends on the scale of the risk in question and
the availability of cover in the external market. ' ' '

¢ Internal Audit. Given the company's relatively small size, with approximately 205 employees world-wide |
as of 31 December 2004, the extensive internal reporting functions and significant executive direcior
involvement in all aspects of the company's business affairs, the Board for the present does not
consider it necessary to have its own internal audit function. The Board periodically wili review the need
for an internal audit function.

The processes to identify and manage the key risks to the success of the company are an integral part of the
internal control environment. Such processes include, in addition to the above, strategic planning, appointing
highly skilled managers with accountability, regular monitoring of performance and setting and communicating
high standards and targets for ethics, safety and health.

Compliance with the Code

Throughout the year ended 31 December 2004, and through to the date of approval of the financial statements,
the Board consider that the company has complied with Section 1 of the 2003 Combined Code with certain
exceptions. The company recently delisted from the Nasdaq National Market and the Board is presently
evaluating the changes that are required in its corporate governance procedures as a result of this change.
During the forthcoming year the Board will conclude on the appropriate changes where the company is not fully
compliant with the Code.

Non-Executive Directors’ Service Contracts. In accordance with the terms of their original
appointments, Non-Executives currently serve under service contracts without a specified fixed term, but with
notice periods of less than twelve months.

Details of Board Meetings. Details of individual attendance at board meetings has not been provided for
the reasons described above.
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Corporate Governance Statement (continued)

In addition, throughout the year ended 31 December 2004, and through to the dafe of approval of the financial
statements, the Board considered that the company has complied with Section 1 of the Revised Combined Code
except to the extent described below:

Board Performance Evaluations. The Board has recently commenced evaluating the performance of
the Board as a whole, its committees, the individual Non-Executive Directors, and the Chairman as required by
provision A.6 of the Revised Combined Code. As such this process has not been in place for the whole of the
year under review.

By order of the Board, F ‘;

Andrew M Kanter
Company Secretary
26 April 2005
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Remuneration Report

Compliance
The constitution and operation of the Remuneration Committee is in compliance with the principles of Section 1
of the Combined Code.

Members of the Remuneration Committee
The members of the Remuneration Committee are Messrs. Ariko and McMonigall. The chairman of the
committee is Mr. Ariko.

Governing Principles

The Remuneration Committee is primarily responsible for reviewing and approving general compensation policies
and setting compensation levels for executive officers. The committee also administers incentive compensation
plans. Consistent with the policies of the Combined Code, the company’s policy for directors’ remuneration for
2004 and subsequent finangial years is that packages are intended to attract, motivate and retain directors of the
calibre needed to achieve the company’s growth program but not detract from the goals of good corporate
governance. Remuneration elsewhere within the company is taken into account when determining executive
compensation. The Company’s highest paid employee eams a base salary approximately four times the base
salary of the average employee.

The main elements of executive pay packages historically and for the expected future are:

» DBase salary and benefits. Each senior executive's basic salary is determined by the Committee, taking
into account the performance of the individual and the company's strategies. Employment related
benefits (principally the provision of a company car) are also provided where appropriate. In
accordance with the company’s strategies and the significant equity interests of the executive directors
in the company, directors' salaries have not been adjusted during the previous four years, with the
exception of the Chief Fihancial Officer who received a small raise during 2003 when he joined the
Board to align his base salary with industry norms.

» Bonuses. In accordance with common practice amongst the company’s peers, the company has
performance related bonus plans for certain executive directors, discussed below. Bonuses are pald
based on achievement of pre-agreed revenue and profit targets.

e Share options. The Board believes that share ownership by directors and staff aligns their personal -
interests with those of shareholders. Options form the core element of the company’s performance
program, and are granted in small amounts from time-to-time based on an individual's exceptionai
performance and significant and continuing contribution to performance of the company. These share
option awards are then subject to vesting periods, with initial vesting generally after six or 12 months
with the remainder vesting quarterly over a total of 2.5 to 3.5 years. The requirement for individuals to
perform prior to granting options has been very effective in motivating performance. It enables the
company to specifically tailor share option grants to an individual’s role in an efficient manner. For
example, a programmer might be awarded a small share option grant for completion of a project ahead
of schedule, or the Chief Operating Officer might be awarded a small share option grant for effective
integration of an acquired company. This method also keeps individuals continuously incentivized as a
grantee must remain emptoyed in good standing to achieve full vesting of the options. Finally, this
method is also designed to ensure that individuals are not unjustly rewarded, which the Board believes
is more likely if large option grants are made with broad performance targets. Under that method, an
individuat who was persenally underperforming might nonetheless be enriched if the company met its
own broader performance targets. Share options are always issued at market value. The maximum
number of share options the company is permitted to grant is up to 10% of the outstanding shares.
There has been no departure from this policy during 2004.

The committee has access to professional advice from outside advisors should it require assistance, but to date
has not sought such advice as there has been no material change in any director's remuneration. Directors’
remuneration is considered to be highly incentive-based given the executive directors’ significant equity holdings
in the company and the performance-based bonus plans. The committee did not formally meet during 2004 and
acted once by unanimous writien consent.

Service Contracts

All executive directors have service contracts and all non-executive directors have appointment letters.  All
agreements provide for notice of six months or less, although do not have a specified fixed term, and all permit
garden leave up to the length of the notice pericd. No other amounts are payable on termination. All terms of
appointment are subject to the provisions of the Companies Act 1985 and the requirement to retire by rotation on
the third anniversary of the previous election.

Dr. Lynch's employment agreement, dated 9 July 1998, provides for his employment as Managing Director and

Chief Executive Officer, at a salary of £100,000 per annum. Mr. Gaunt's employment agreement, dated 9 July
1998, provides for his employment as the company’s Technical Director, at a salary of £54,000 per annum. Both
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Remuneration Report (continued)

Dr. Lynch and Mr. Gaunt have also entered into part-time employment agreements with Neurodynamics Limited.
Each retain their earnings from Neurodynamics Limited, which on an annual basis are immaterial. Their
Autonomy service agreements limit their services to Neurodynamics to a maximum of one quarter of each of their
total monthly warking time, which to date in practice has been immaterial. in accordance with common practice
amongst the company's peers, Dr. Lynch may be entitled to a performance bonus for 2004 of up to £50,000
based on revenue and earnings targets for 2004. Mr. Hussain's employment agreement, dated 27 June 2001,
provides for his employment as Chief Financial Officer, at a salary of £135,000 per annum. Each are also
entitled to current benefits generally made available to all employees and any fees or remuneration he is entitled
to as a director of Autonomy. Each of these agreements has no fixed term and can be terminated by either party
on six months’ notice, or payment of six months’ salary in lieu of notice. For a fixed period following the
termination of employment, each of Dr, Lynch and Messrs. Gaunt and Hussain are prohibited from soliciting the
company’s clients, customers and employees and from competing with us in a similar geographic area.

Messrs. Ariko, McMonigall and Perle serve as directors under appointment letters dated 7 January 2000, 2 July
1998 and 23 February 2000, respectively. Under these letters, Messrs, Ariko and Perle are each paid an annual
fee of $25,000, and Apax Partners & Co. Ventures Ltd., on behalf of Mr. McMonigall, is paid an annual fee of

£10,000 for his services as a director. Either party to each of these letters may terminate the appointment upon
three months’ notice or payment in lieu of notice.

Details of Directors’ service contracts are available on the company’s website. No Direclor is entitled to any
automatic payment by virtue of a change in control of the company or for other termination. Directors’
remuneration is not linked to share price performance

Performance Graph .
. The accompanying graph sets forth the change in the total shareholder return for the Jast five years of a holdlng
of the company’'s shares against the corresponding change in a hypothetical holding of shares in the FTSE350
Index, rebased to zero on a logarithmic scale. This index was selected as it represents a broad equity market
index in which similar companies are constituent members.
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Remuneration Report (continued)

AUDITED REMUNERATION INFORMATION

Directors' Remuneration
The following table sets forth for the year ended 31 December 2004, the elements of each director's
remuneration package, Directors do not have pension, retirement or similar entittements.

Benefits Total
Salary In Kind(1) Bonuses Total 2004 2003
£'000 £'000 £'000 £:000 £'000
Executive Directors
Dr. Michael R. Lynch......cccocoveniiinineee 100,000 45,367 — 145,367 120,894
Richard G. Gaunt.......ccoevveeiieeecveeeeeeeieens 54,000 6,479 — 60,479 83,720
Sushovan Hussain (1).....ccoveeeceeviieeeen. 135,000 5,493 15,000 155,493 91,954
Non-executive Directors
Barry M. Ariko (2} 13,640 — — 13,640 14,029
John P. McMonigall...........ccceveeeeeinneen. 10,000 —_— — 10,000 10,000
Mark Opzoomer (4)......coocvveevevrereieieen. 11,376 — — 11,376 8,183
Richard N. Perle..........ooocavvvveeccrnrrnenen. 13,640 — — 13,640 L —
: 337,656 57,339 15,000 409,995 328,780

(1) Executive Direclors are provided with company cars and Dr. Lynch was entitled to a spousal travel
allowance of up to £30,000 in 2003, '
_ {2} Mr. Hussain was appointed to thé Board on 1 June 2003, and details of his remuneration for 2003 are given
" for the period from 1 June 2003 through 31 Degember 2003. Mr. Hussain'is eligible for a performance bonus
of up to £5,000 per calendar quarter for meeting company revenue and eamings targets.
(3) Messrs. Ariko and Perle’s fees of $25,000 per annum are payable in U. 8. dollars, and the amounts have :
been translated into sterling in the above table.
{4) Mr Opzoomer served as a Non-executive Director until 20 October 2004.

Non-executive directors are entitled to be reimbursed for their reasonable out-of-pockef expenses incurred in
attending board meetings and committees thereof.

Directors and Their Interests oo
The directors who served during 2004, and their beneficial interests in the shares of the company at the end of
the year, were as follows:

- Ordinary shares of 1/3p each as of 31 December

. 2004 2003
Executive . :
Dr. Michagl R. LYNCh......ocorr e e v e reennes 18,821,532 18,821,532 .
Richard G. Gaunt........oovviiiriecerr e tneeenitr e v ir e e e saaa s 2,456,240 ' 2,456,240

SUShOVAN HUSSAIN cceeeieieieeeee et eeeeeevas e e —_ —_

Non-executive Directors

Barty M. ANKO c..cooviriieieee i ienee s nre e e — —
John P. MeMonigall......oooconicices e — —
MarK OPZOOIMIET ..veecriineeieieece e e ssiereee e ssvesees s ressee e e versassseseraeeesn — —
Richard N. Pere....o ettt — —

No director had any nen-beneficial interests in the shares of the company at the end of the year. There has been
no change in the directors’ interasts between 31 December 2004 and the date of these accounts.
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Remuneration Report (continued)

Details of share options granted on a performance basis and held by executive directors are set out below. No
executive directors' share options were cancelled or lapsed during the year. Vesting and exercise of options is
subject to continued employment. The principals underlying option grants are set forth on page 8. No changes
were made during the year to the terms of any option.

At At Exercise Value at
Director 1 Jan 2004 Granted Exercised 31 Dec 2004 Price 31 Dec 2004
Sushovan Hussain........... 50,000 (1) — — 50,000 £2.56 £ —
10,000 (2) —_ — 10,000 £2.81 £ —
10,000 (3) —_ — 10,000 £4.04 £ —
25,000 (4) — — 25,000 £3.42 £ —
5,000 (5) — — 5,000 £1.21 £ 2,350
100,000 (8) — — 100,000 £1.35 £ 33,000
70,000 (7) — — 70,000 £1.31 £ 25900
75,000 (8) — — 75,000 £2.17 £ —
—_ 25,000 (9} — 25,000 £2.21 £ —
— 100,000 (10} —_ 100,000 £1.67 £ 1,000
345,000 125,000 — 470,000 £ 62,250

{1} 4 year vesting/25% on 1st anniv./balance in equal quarteriy instalments. Vested options exercisable
between 30/7/02 and 29/7/09.
(2) 4 year vesting/25% on 1st anniv./balance in equal quarterly instalments. Vested options exercisable
between 1/11/02 and 31/10/09. :
(3) 4 year vesting/25% on 1st anniv./balance in equal quarterly mstalments. Vested options exercisable . .- -
" between 15/3/03 and 14/3/10. '
{4) 4 year vesting/25% on 1st anniv./balance in equal quarterly instalments. Vested options exercisable
"7 hetween 2/5/03 and 1/5/10. o :
(5) 4 year vesting/25% on 1st anniv./balance in equal.quarterly instalments. Vested options exercisable - -
between 11/7/03 and 10/7/10. :
(6) 4 year vesting/25% on 1st anniv./balance in equa! quarterly |nstalments Vested options exercisable " .- ..
* between 19/7/03 and 18/7/10. e
{7) 3 year vesting/1/6th on first anniv./balance in equal quarterly |nsta!ments Vested optlons exercisablé -
between 6/8/04 and 5/2/10. ,
{8) 3 year vesting/1/6th on first anniv./balance in equal quarterly instalments. Vested options exercisable - .
 between 21/5/04 and 20/11/10.
(9) 3 year vesting/1/6th on first anniv./balance in equal quarterly mstatments Vested options exerclsable ‘
between 10/11/05 and 9/5/11. e
" {10) 3 year vesting/1/6th on first anniv./balance in equal quarterly instalments. Vested optlons exercisable
between 17/6/05 and 16/12/11. X

As of the date of this report, no non-executive directors held share options. The non-executive directors have
voluntarily agreed to cancel their share options to re-affirm their independence. The board does not intend to
grant further options to non-executive directors.

Options are granted to all employees in the company on the same terms and at an exercise price equal to the fair
market value on the date of grant. The fair market value of the company’s ordinary shares as quoted on the
London Stock Exchange on 31 December 2004, was £1.68 per ordinary share, and the range during the year
ended 31 December 2004, was from £1.49 to £3.20.

Long-term incentive plans
The group does not maintain any long term incentive plans.

Pension entitlements
Directors do not have pension, retirement or similar entitlements.

By order of the Board,

A (o

Andrew M Kanter
Company Secretary

26 April 2005
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Corporate, Social and Environmental Responsibility

The company endeavours to be honest and fair in its relationships with customers and suppliers and to be a good
corporate citizen respecting the laws of the countries in which the company operates. While the company is
accountable to its shareholders, the company also endeavours to take into account the interests of all of the
copmpany’s stakeholders, including its employees, customers and suppliers, and the local communities and
environments in which the operates.

Sushovan Hussain, Finance and Board Director, has been appointed by the Board as the Director responsible for
all matters relating to corporate social, ethical, employment and environmental policies. The Board has adopted
an ethics policy which sets forth procedures for communication of staff issues.

The Board is committed to maonitoring the company's corporate social responsibility policies in key areas.
Through monitoring of day-to~-day activities by management the company is able to assess risks in these areas
and identify actions that may be taken to address these risks. Whilst specifi¢ targets in these areas have nof yet
been set given the company's relatively small size and operations, as monitoring continues the Board will
consider the setting of specific targets. At present, the Board does not consider it appropriate to link the
management of these risks to remuneration incentives, given the difficulties in objectively measuring the changes
to those risks. Given the company’s relatively small size and low social and environmental impact, the company
believes that there are few risks to its short and long term value arising from these matters. The Board believes
the company has adequate information to assess these matters. The company’s website includes a section
dedicated to corporate ethical, employment and environmental issues.

Whilst the Board considers that material risks arising from social, ethical, employment and environmental issues
are limited, given the nature of the company’s business, policies have been adopted in key areas to ensure that
such risks are limited. Examples of policies and practices in these areas are given below.

Employment Policies

Autonomy employs over 200 people and in order to continue to grow as a business, the company needs o
continue to recruit and retain only the best talent. Therefore it is the company’s policy to pursue practices that
are sensitive to the needs of its people. The company strives for equal opportunities for all of its empioyees and
does not tolerate harassment of or discrimination against its staff. The company s priorities are: )

Providing a safe werkplace with equality of opportunity and diversity through our employment policies.

e Encouraging our people to reach their full potential through career development and promotion from
within where possible.

+ Communicating openly and transparently within the bounds of commerciai confidentiality, whilst Iistening
to our people and taking into account their feedback. .

* Recognizing and rewarding our people for their contribution and encouraging share ownership at all
levels,

The company respects the rule of law within all jurisdictions in which it operates and supports appropriate
internationally accepted standards including those on human rights. The company’s equal opportunities policies
prohibit discrimination on grounds such as race, gender, religion, sexual orientation or disability. This policy
includes, where practicable, the continued employment of those who may become disabled during their
employment. The company's policies strive to ensure that all decisions about the appointment, treatment and
promotion of employees are based entirely on merit,

Environmenial Policies

It is the company's policy o ensure, by encouraging environmental hest practice in the business, that its
operations have as little environmental impact as is consistent with its business needs. The effect on the
environment of the company’s activities are monitored, where appropriate, with regard to the low overall
environmental impact of its primary activities as a software publisher. As a developer of software the company
has no manufacturing facilities and its premises are composed exciusively of offices. Staff make use of
computers to generate intellectual property. This involves neither hazardous substances nor complex waste
emissions. With the exception of training and any professional services, almost all of the company’s sales
comprise software that are normally delivered electronically to customers. Outmoded office equipment and
computers are resold or recycled to the extent practicable

The company recognises the increasing importance of environmental issues and these are discussed at board
level if approprate. A number of initiatives have commenced in 2004. An environmental action plan is
implemented at group and departmental level through various initiatives. These include monitoring resource
consumption and waste creation so that when targets are set for improvement they are realistic and meaningful,
ensuring existing controls continue to operate satisfactorily and working with suppliers to improve environmental
management along the supply ¢chain. The company has recycling facilities in all of its primary offices, and waste
paper is minimised by promoting paperless processes and downloadable software products. Renewable energy
sources are also being investigated. The provision of cycle sheds, showers and changing facilities at the
company's Cambridge and San Francisco offices fachlitate greener commuting, and the extensive provision of
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Corporate, Social and Environmental Responsibility {continued)

telephone and video conferencing equipment offer an alternative to international fravel, where appropriate. The
company’s envircnmental policy is published on its website.

The company actively encourages every employee to work together to meet the requirements of all of the above
policies.

By order of the Board,

d (o

Andrew M Kanter
Company Secretary

28 April 2005
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Independent Auditors' Report

To the members of Autonomy Corporation plc:

We have audited the financial statements of Autonomy Corporation Pic for the year ended 31 December 2004
which comprise the consolidated profit and loss account, the balance sheets, the consolidated cash flow
statement, the consolidated statement of total recognised gains and losses and the related notes numbered 1 to
23.

These financial statements have been prepared under the accounting policies set out therein. We have also
audited the information in the part of the directors' remuneration report that is described as having been audited.

This report is made solely to the company's members, as a body, in accordance with section 235 of the
Companies Act 1985. Qur audit work has been undertaken so that we might state to the company's members
those matters we are required to state to them in an auditors' report and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the company and the
company's members as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

As described in the statement of directors' responsibilities, the company's directors are responsible for the
preparation of the financial statements in accordance with applicable United Kingdom law and accounting
standards., They are also responsible for the preparation of the other information contained in the annual report
including the directors' remuneration report. Our responsibility is to audit the financial statements and the part of
the directors' remuneration report described as having been audited in accordance with relevant United Klngdom
legal and regulatory requirements and auditing standards.

We report to you our opinion as to whether the financial statements give a true and fair view and whether the
financial statements and the part of the directors’ remuneration report described as having been audited have
been properly prepared in accordance with the Companies Act 1985. We also report to you if, in our opinjon, the
directors’ report is not consistent with the financial statements, if the company has not kept proper accounting
records, if we have not received all the information and explanations we require for our audit, or if information
specified by law regarding directors' remuneration and transactlons with the company and other members of the
group is not disclosed.

We review whether the corporate governance statement reflects the company's compliance with the nine
provisions of the Combined Code specified for our review by the Listing Rules of the Financial Services Authority, -
and we report if it does not. We are not required to consider whether the Board's statements on internal control
cover all risks and controls, or form an opinion on the effectiveness of the group's corporate governance :
procedures or its risk and control procedures.

We read the direciors' report and the other information contained in the annual report for the above year as
described in the contents section including the unaudited part of the directors' remuneration report and consider
the implications for our report if we become aware of any apparent misstatements or material inconsistencies
with the financial statements.

Basis of audit opinion

We conducted our audit in accordance with United Kingdom auditing standards issued by the Auditing Practices
Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the
financial statements and the part of the directors’ remuneration report described as having been audited. it atso
includes an assessment of the significant estimates and judgements made by the directors in the preparation of
the financial statements and of whether the accounting policies are appropriate to the circumstances of the
company and the group, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial
statements and the part of the directors’ remuneration report described as having been audited are free from
material misstatement, whether caused by fraud or other irregularity or error. In forming our opinion, we also
evaluated the overall adequacy of the presentation of information in the financial statements and the part of the
directors' remuneration report described as having been audited.
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Auditors' Report (continued)

Opinion
In our opinion

+ the financial statements give a true and fair view of the state of affairs of the company and the group as
at 31 December 2004 and of the profit of the group for the year then ended; and

s the financial statements and part of the directors’ remuneration report described as having been audited
have been properly prepared in accordance with the Companies Act 1985.

Deloitte & Touche LLP

Chartered Accountants and Registered Auditors
Cambridge

Dated 26 April 2005
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Consolidated Profit and Loss Account
For the year ended 31 December 2004

Notes 2004 2003
£'000 £000

TUIMOVEE ... e e reessesnnas s e e s s e mecee s m e e e e e sbneeasnressennees 2 35,337 33,465
COSt Of SAIES .ooceeeeeccr e rrerr e e e (1,807) (1,375)
Gross Profit ...t et et 33,530 32,090
DIStrBULION COSES...eieicreiceeecireerree s e e resia e e as s ee e ee e eeeesebeaas (19,514) (18,345)
AdMINistrative EXPENSES ...ccvrriiiiiririirisree s cscnesrasasascsreenesssrsnsesnns

Research and development COSIS....ccciiirirreeniieinienessiesenenns (8,957) (8,218)

Other administrative eXpenses .......oiiicccceein (5,061) {5,369)

Foreign exchange gains ... eceniiniiisrs s ssme e 29 465
Total administrative eXpenses.........ccviiiicvenrnrriinnneneesnee e (13,989) (13,122)
Group operating profit........cooo 4 27 623
Share of associate’s operating (lo85)......coccviemncinncicciies — (86}
Total operating profit........cccovrii s 27 537
Interast receivable.... ... s 3 1,971 2,304
Profit on ordinary activities before taxation........cccocccoceceeenenns 2 1,898 2,841
Tax on profit on ordinary activities .......c.ccc v e 6 (702) 2,572
Profit on ordinary activities after taxation ...........coeeee e 1,296 5,413
Equity minority INtrests.....cccoeiiiiiri e — 38
Profit for the financial year, being retained IR
profit for the Year ...t e 16 1,296 5.451
Earnings per share — .

= BASIC et e 7 1p - 8p

=ilUted. e e 7 1p 5p

A statement of movements on reserves is given in note 16.
There are no discontinued operations.

The Group has not separately disclosed the results of acquisitions see note 23,

Consolidated Statement of Total Recognised Gains and Losses
For the year ended 31 December 2004

2004 2003

£'000 £7000
Profit for the financial year — GIOUP wrevrrrrrcereeimreessseresssnraesssineeeesesnre e vennvnnnes 1,296 5,537
— ASS0CIATE ittt — (86)
Profit for the financial year attributable to members of the parent company ............... 1,296 5,451
Exchange difference on retranslation of net assets of subsidiary undertakings.......... {1,405) (1,450)
Total recognised gains and losses relating to the year............oiviinnre e {(109) 4,001
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Consolidated Balance Sheet
31 December 2004

Notes 2004 2003*
£'000 £'000
Fixed assels
Development costs and SOftWare .........cccceecreeciennnierrcee e 8 1,005 505
GOOAWHL . ..veeeeee e sittieeeeeesie st e e eseressne e vttt eenme e ras setensnsnesnsassensnenns 9 12,019 15,472
Intangible assets total ... 13,024 15,977
TangIble ASSES....c.ccviviricie st ss e e 10 1,822 1,202
INVESIMENES ..eviieccc e e rverer e s b e s ae e s 11 1,221 1,213
16,067 18,392
Current assets
7Y (o1 £ S RO SRRSO TSRO TR 12 15,752 18,381
Cash at bank and in hand and short term deposits..........ccoveervivenecne 55,431 57,492
71,183 75,873
Creditors:
Amounts falling due within one Year ... e 14 (6,304) (8,440)
Net current assets.........ccccreiiniicicvrer e anese s e 64,879 67,433
Total assets less current liabilities, being net assets.................... 80,946 85,825
Capital and reserves o o
Called-up share capital ..........cocceirreeicii e 15- 359 368
Share premium account.......... e y 16 69,540 68,558
Capital redemption reserve : s 16 68 - 58
ESOP reSeIVEe v ettt s eerererenes : 16 (1,064} {1,064)
Profit and 1085 ACCOUNT...........iv e rere s rnee e s neese e e e srrmeeas 16 12,043 17,805
Equity shareholders’ funds...........ccoocoevinisnsnreee s 17 80,946 85,825

*  See Note 11(a) regarding reclassifications between 2003 and 2004 for comparability purposes.
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Company Balance Sheet
31 December 2004

Fixed assets
SOWENE e
INVESIMENES ...icii i rrner e e rerares

Current assets
Debtors: Amounts falling due within one year........

Debtors: Amounts falling due after more than one year........cccccceee..e.

Cash at bank and in hand and short term deposits

Creditors:
Amounts falling due within one year ...........ccocvunee,
Net current assets...........cccccvvececrennicesnn e,

Total assets less current liabilities, being net assets....................

Capital and reserves

Called-up share capital .......ccccevrvevrerriiiriren e,
Share premium accoUNt.....cc..ovvvvvriner e,
Capital redemptionresernve.....cccccoveeecieccccee e,
ESOP FESEIVE ..eeteiieeeeieee et eeeeeeeeeee e eeeeeeeeeeeeeees
Profit and 0S5 acCount........coovviviveerer e

Equity shareholders’ funds.................................

Notes 2004 2003
£'000 £'000
8 152 394
11 29,233 28,829
29,385 29,223
12 491 294
12 23,474 21,461
37,340 38,322
61,305 60,077
14 (1,465) (530)
59,840 59,547
89,225 88,770
15 359 368
16 69,540 68,558
16 68 58
16 (1,064) (1,064)
16 20,322 20,850
89,225 88,770

See Note 11(a) regarding reclassifications between 2003 and 2004 for comparability purposes.

The financial statements were approved by the Board and signed on its beh

Dr. Michael R. Lynch
Chief Executive Officer and Co-Founder

26 April 2005
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Consolidated Cash Flow Statement
For the year ended 31 December 2004

Net cash inflow (outflow) from operating activitieS..............eeceeeees
Returns on investments and servicing of finance

Interest recaived ... ..o et et
Taxation

UK corporation tax Paid .........cciceeriererervinersseesrnesesnssrrisesserssssersasseesas
Foreign fax Paid ..ot e

Capital expenditure and financial investment

Purchase of intangible fixed assets ...
Purchase of tangible fixed assets .......cooviiiic it
Purchase of other investments ........cccccecveverrrccnn e
Purchase of OWN SHAMES ........ooi et tieeeeess e caanr e
Net cash outflow from investing activities ............cccooovieeeeiennnnnns
Acquisitions

Purchase of subsidiaries, net of cash acquired of £0.2 miflion {(2003:

EB.2 MIMON) ceereeeeiec ittt rie ettt a e i
Net cash inflow (outflow) befocre management

of liquid resources and financing............cccccovniiiiiivecci e
Management of liquid resources

Cash withdrawn from short term deposits ...
Financing .

Shares purchased for ¢cancellation

Issue of ordinary share capital ... e
Net cash outflow from financing .........cccooc i,
Increase (decrease)in cashinthe year.........c..ooovieiciiciiiicnnens
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Notes 2004 2003
£000 £'000

18 4,381 (4,307)

1,778 2,304

76 (770)

(106) {230)

(30) (1,000)

{831) (265)

{1,806) 477)

(200) {351)

_ {300}

{2,837} (1,393)

(18) {9,390}

3,274 (13,786)

19 10,480 31,032

(5,752) (20,248)

981 263

. . 4,771) (19,985)

19 8,983 (2,739)




Notes to Financial Statements

1 Accounting policies

A summary of the principal group accounting policies, all of which have been applied consistently throughout the
year and the preceding year, is set out below.

a} Basis of accounting

The financial statements have been prepared under the historical cost convention and in accordance with
applicable United Kingdom accounting standards.

b} Basis of consolidation

The group financial statements consolidate the financial statements of Autcnomy Corporation plc and all its
subsidiary undertakings drawn up to 31 December each year. The results of subsidiaries acquired or sold are
consolidated for the periods from or to the date on which control passed. Acquisitions are accounted for under
the acquisition method with goodwill, representing the fair value of the consideration given over the fair value of
the identifiable assets and liabilities acquired, capitalised and amortised on a straight line basis over its useful
economic life, subject to a maximum of twenty years. Provision is made for any impairment.

c) Intangible assets and research and development

Software licences are cap|tahsed at cost and depreciated in equal monthly instalments over a period. of three
years which is their estimated useful economic life. Provision is made for any impairment.

Research expenditure is written off as incurred. Development expenditure is also written off, except where.the
directors are satisfied as to the technical, commercial and financial viability of individual projects. In such cases,
the identifiable expenditure is deferred and amortised over the period during which the group is expected to-
benefit. This period is between three and five years, Provision is made for any impairment. :

d) Goodwill
Positive goodwill arising on acquisitions is capitalised, classified as an asset on the balance sheet and armortised- .
on a straight line basis over its useful economic life. It is reviewed for impairment at the end of the first full
financial year following the acquisition and in other periods if events or changes in circumstances indicate that the
carrying value may not be recoverable. :

If a subsidiary or associate is subsequently closed or sold, any goodwill arising on acquisition that has not been
faken to the profit and loss account is taken into account in determining the profit or loss on sale or closure,

e) Tangible fixed assets
Tangible fixed assets are stated at cost, net of depreciation and any provision for impairment.

Depreciation is provided on all tangible fixed assets at rates calculated to write off the cost, less estimated
residual value, of each asset on a straight-line basis over its expected useful life, as follows:

Leasehold improvements - over 3 years
Fixtures, fittings and equipment - over 4 years
Computer equipment - over 3 years
Motor vehicles - over 3 years

Residual value is calculated on prices prevailing at the date of acquisition,

The carrying values of tangible fixed assets are reviewed for impairment when events or changes in
circumstances indicate that the carrying value may not be recoverable.

f)  Invesiments

Fixed asset investments are shown at cost less provision for any impairment.

g} Associates

In the group financial statements, investments in associates are accounted for using the equity method. The
consolidated profit and loss account includes the group’s share of associate’s profits or losses while the group’s
share of the net assets of the associates is shown in the consclidated balance sheet. Goodwill arising on the

acquisition of associates is accounted for in accordance with the policy set out above. Any unamortised balance
of goodwill is included in the carrying value of the investment in associates.
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Notes to Financial Statements (continued)

1 Accounting policies (continued)
i}  Taxation

Corparation tax payable is provided at amounts expected to be paid (or recovered) using the tax rates and laws
that have been enacted or substantially enacted by the balance sheet date.

Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the balance
sheet date where transactions or events have occurred at that date and will result in an obligation to pay more, or
a right to pay less or to receive more, tax, with the following exceptions:

» Provision is made for tax on gains arising from the revaluation (and similar fair value adjustments) of
fixed assets, and gains on disposal of fixed assets that have been rolled over into replacement assets,
only to the extent that, at the balance sheet date, there is a binding agreement to dispose of the assets
concerned. However, no provision is made where, on the basis of all available evidence at the balance
sheet date, it is more likely than not that the taxable gain will be roiled over into replacement assets and
charged to tax only where the replacement assets are sold;

e Provision is made for deferred tax that would arise on remittance of the retained earnings of overseas
subsidiaries, associates and joint ventures only to the extent that, at the balance sheet date, dividends
have been accrued as receivable;

« Deferred tax assets are recognised only to the extent that the directors consider that it is more likely
than not that there will be suitable taxable profits from which the future reversal of the underlying timing
differences can be deducted.

Deferred tax is measured on an undiscounted basis at the tax rates that are expected to apply in periods in-which
timing differences reverse, based on tax rates and laws enacted or substantively enacted at the balance sheet -
date.

)} Revenue recognition

" The group generates revenues from licensing the rights to use its software products directiy to end-users and -
indirectly through sub-licence fees from resellers. The group also generates revenues from sales of consultlng.
customer support and training services performed for customers that licence its products. .

Revenues from software licence agreements are recognised where there is persuasive evidence..of an -
agreement with a customer, delivery of the software has taken place, coliectability is probable and the fee is fixed
and determinable. If an acceptance period is required, revenues arg recognised upon the earlier of customer
acceptance ar the expiration of the acceptance period. Revenue is recognised on contracts with creditterms of
up to one year providing that the customer passes defined credit-worthiness checks. [f significant post-delivery
obligations exist or if a sale is subject to customer acceptance, revenues are deferred until no significant
obligations remain or acceptance has occurred.

The group enters into reseller arrangements that typically provide for sub-licence fees payable to the group
based on agreed royalty rates. Royalties are generally recognised as reported by the reseller in re-licensing the
group'’s products to end-users. In certain circumstances, advance royalties are recognised upon the initial sale if
all products subject to sub-licensing are delivered in the current period, no right of return policy exists, collection
is probable and the fee is fixed and determinable. If these conditions are not met, the group does not recognise
advance royatties until reported by the reseller in re-licensing the group’s products to end-users.

Revenues from customer support services are recognised rateably over the term of the support period. If
customer support services are included free or at a discount in a licence agreement, these amounts are allocated
out of the licence fee at their fair market value based on the value established by independent sale of the
customer support services to customers. Consulting revenues are primarily related to implementation services
performed on a time and materials basis under separable service arrangements related to the installation of the
group’s software products.

Revenues from consulting and training services are recognised as services are petformed. If a transaction
includes both licence and service elements, licence fee revenue is recognised upon shipment of the software,
provided services do not include significant customisation or modification of the base product and the payment
terms for licences are not subject to acceptance criteria. In cases where licence fee payments are contingent
upon the acceptance of services, revenues from both the licence and the service elements are deferred until the
acceptance criteria are met. Cost of licence revenues includes the cost of royalties due on third party licences,
cost of product media, product duplication and manuals. Deferred revenues primarily relate to customer support
fees, which have been paid by the customer prior to the performance of these services. Deferred revenue is
generally recognised over a period of one to three years.
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Notes to Financial Statements (continued)

1 Accounting policies {continued)
k}  Turnover

Turnover represents amounts receivable for goods and services provided in the normal course of business, net of
trade discounts, VAT and other sales related taxes.

/) Leases

Rentals under operating leases are charged on a straight-line basis over the lease term even if payments are not
made on such a basis.

m) Foreign currencies

Transactions in foreign currencies are recorded at the rate of exchange at the date of the transaction. Monetary
assets and liabilities denominated in foreign currencies at the balance sheet date are reported at the rates of
exchange prevailing at that date. Any gain or loss arising from a change in exchange rates subsequent to the
date of the transaction is included as an exchange gain or loss in the profit and loss account.

The results of overseas operations are translated at the average rates of exchange during the year and their
balance sheets at the rates ruling at the balance sheet date. Exchange differences arising on translation of the
opening net assets and results of overseas operations are dealt with through reserves.

2 Segment information

Analysis of turnover by geographical area determined by customer location is as follows:

Geographical segments 2004 2003
£'000 £'000
Turnover by origin:
U] = O T U UV 15,217 15,547
United States ......cocvvveeee eeerneri S S S 20,120 17,918
: S : a ©. 35,337 33,465
Tumover by destination: : : v
U] £u 1= TSR 16,509 - 13,705
- ' ' ' 17,756 17,535
1,072 2,225
_ 35,337 33,465
Profit/(loss) on ordinary activities before taxation: -
ELIMOPE 1eitreecitteeciten et en e s b b e e e e e s et s et ee e bt e e te s e s R e e s aeensaeeea bt eea b At tareenneeen sabaanabe e neanees (2,117) (4,161)
UNITEA SEAEES ..eeiiieece e crtee e e aa e e s e st aae s e e e re e e anre s 2,144 4,698
LR L= QT (= =] (SO P U SUT 1,971 2,304
1,998 2,841
Net assets (liabilities):
0] T SRR 27,372 14,123
UNIEA SEAES ..ottt ittt s e e e eaee s et bt e s b e s eme e e smre e bebaanree s {1,857) 14,210
7= o T USSP 55,431 57,492
80,946 85,825
All turnover derives from a single activity, the sale of software and related services.
3 Interest receivable
2004 2003
£'000 £'000
Income from cash and short-term deposits. ... 1,971 2,304
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4  Operating Profit

Operating profit is stated after charging / (crediting):

2004 2003

£000 £000
Depreciation of tangible fixed assets ...t s 1,170 546
Arnortisation of SOMWArE lICENCES.......cviviereeeeeeeee et arreernr e e e e e e baeeesrrenes 331 281
Amortisation of QOOAWIll........ovvereeie e rr e e rena s b e e ans 3,166 1,359
Operating lease rentals
- Plant and MACRINENY .. e s sessbar s s vt s et e s s ene s 128 205
- land and BUITHINGS ....coo e s e se s s eeeae e s s reenane e 1,842 2,283
RENAEINCOME ...iiiree e e e e e rmne e br e sare s (313} {313)
Auditors’ remuneration
R - 11 s [ - T= oo Y O UPUS 176 171
I 110 £ = T e [} =T o T SO RO UOUOU O 154 97
Research and development — current year expenditure ...........ocoeeevvvinicecvnieinnnnn, 8,957 8,218
Staff Costs (SEE NOIE B) eveee et et ens 13,001 13,509

In 2004 non-audit fees were £154,000 (2003 - £97,000), and primarily related reviews of the Company quarterly
financial results, as well as tax returns, VAT returns and tax advisory work but no other advisory work (2003 -
£8,000).

5 Staff costs

Particulars of employees (including executive directors) are shown below: =

_ 2004 2003
Employee costs during the year amounted to: £:000 £000
Wages and Salaries ... veveiiinii e ees reereaes 11,302 12,267 - -
SOGIAl SECUITY COSES ..ottt e e ee e s S 1,699 1,242
13,001 13,509

The average monthly number of persens employed by the group during the year was as follows:

_ 2004 2003
Administrative AN MBNEGEIMENT .o eeeetet ettt ettt e et e et ee e st et oo e eseeerssssestasserseeaseanene 28 28.
Software development ............ovveevievvvreie e etereenreerereaereenaneeanaeanes e 98 g0
Selling and marketing ......... e teateeiebeeeeteieeeeatein e teueseatbe ittt baaatbeeaae e e r b e r b e e e anseateeis 93 93
' 219 211

The disclosure of individual directors’ remuneration and share options required by the Companies Act 1985 and
those specified for audit by the Listing Rules of the Financial Services Authority are shown in the Remuneration
Committee Report on pages 9 and 10 and form part of these financial statements.

6 Tax on profit on ordinary activities

a) Tax on profit on ordinary activities

The tax charge (credit) comprises;

2004 2003
£'000 £'000
Current Tax
UK. — COrporation t8X ...ttt e e entstmns s nesre e sre s e e e ens 611 (566)
U.K. — Amount overprovided in respect of prior year...........cccerevcivsiecccinensnnsennns _ (279)
FOr@Ign taX...u ettt e eb et e pa e amreen 203 357
TOMAI CUMTENE 18X ..o r e e e e s ae s e e st e e s oma s sans s enresrre e 814 (488)
Deferred tax
LK, dEfEITEA T8X. .ee ettt et s e e e s e sat e e e s e sme e sme s hnesaneenn et 332 (1,664)
Overseas deferred taX ... e e (444) {420)
LTt TN e (=T =T - SOOI (112) (2,084)
Tax charge (credit) on profit on ordinary activities ... 702 {2,572)
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6 Tax on profit on ordinary activities {continued)

a) Tax on profit on ordinary activities (continued)
The deferred tax credit in the year arises predominantly from overseas trading losses.
b) Factors affecting current tax charge

The tax assessed on the profit on ordinary activities for the year is lower than the standard rate of corporation tax
in the UK of 30% (2003 — 30%). The differences are reconciled below:

The tax charge/{credit) comprises:

2004 2003

£°000 £°600
Profit on ordinary activities before tax.........cc e 1,998 2,841
Profit on ordinary activities multiplied by standard rate of
corporation tax in the UK of 30% (2003 — 30%5)...cor s rirssisescorssnesveresesan 589 852
Expenses not deductible for tax PUIPOSES ..ot 861 535
Decelerated/accelerated capital alloWanCes ... vcrcsree e e {48) . 27
Short term ming diffErENEES ......v.vccreierceeer s srsese e 263 © 8
Losses arising in previous years offset in cutrent year ..o, (43) 237y
Higher taxes 0N OVErseas  amings. ... ..o crerrrrcrsrnire e ccne e rsrs s emme e seesaneee 71 “48 .
Research and development credits.........cov i ese e (150) ~(T1)
State taxation paid in the U.S. ..t e e saaeas — 72
Write-down of investments not aliowable for fax purposes .....ccccccorvrrvvi s ivcecennnn, 107 0 e
Deduction for exercise of OpPHONS. ..ot (432) (2.958)
INCIEASE IM I0BBES 1vrvvieeeeiereerviseesee e sters e s s rstessre s e e teeesneeseranessst e e s anensareessneesnseesannanare {301) - 1,515
Share premium adjusStMEnts .....cooi i s e (113) R
Adjustments in respect of Previous YEATS . ... rcerer e raiees s s reesssseeesasnss — 279) - .
Total CUrrent taX ... vttt e e e e et ee e e a—rae e e e e et e e ebbeaaeas 814 ' {488)

¢) Factors that may affect future tax charges

The group has unprovided deferred tax assets of approximately £12.9 million, predominantly arising from tax
losses brought forward, that are available to offset against future taxable profits (subject to UK and US tax -
authority approval). These assets would be recovered if the group generates sufficient taxable profits in the
appropriate tax jurisdictions. ' -

Tax losses arising in the United States must be utilised by 2013,

7 Earnings per share

The calculations of eamings per share are based on the following profits and number of shares:

2004 2003

£'000 £'000
Profit for the finanCIal YEAI ... e e mvaea s e s se et e e e s neae s 1,296 5,451
Weighted basic average number of shares (thousand)........ccceoovrmicinciecicccicenne, 108,799 110,102
Dilutive potential ordinary shares: employee share options.........cccccvevcivecccen s iieeen, 1,733 1,440
Weighted fully diluted average number of shares (thousand)..........cccccoceviiininnncnne. 111,632 111,542
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8 Development costs and software licences

Development

Costs Software Total
Group £000 £000 £'000
Cost
At 1.January 2004 . ......ooiii e e s — 3,989 3,989
AAAIIONS ceerreeecee ettt et v s e e s e eabe s ananas 637 194 831
At 31 Decomber 2004 ... v 637 4,183 4,820
Amortization .
At 1 January 2004 ... e — 3,484 3,484
Charge for the YA ...ttt rer st sssse s e eeaens — 331 331
At 31 December 2004 ... s st sara e eesens — 3,815 3,815
Net book value
At 31 December 2003 ... ..o iieecerrrmrecrisessns e st ene s s — 505 505
At 31 December 2004 ...t e 637 368 1,005

Software

Company £'000¢
Cost
At 1 January 2004 and 31 December 2004 . e e s an 3,251
Amortisation S
At 1 January 2004..........c.......u... et e VOO OTT T 2,857 .
CRAMGE FOr the YEAM ...ttt eetee e ettt st eeseaeteseset st eeememenanana me e e ee—e e e e e e gt sanreas Coo242 -
At 31 DaCemMbDEr 2004 .......oiiiiiiiirerrerrereraeisaeraae s s st s aa e e e s e s e e nnre e nssnea e rnaanare 3,099
Net book value . L G
At 31 December 2003................. EeneeeEeeeueeeseabereEeieeetiesesseistersensseonteennetsenteetEeereeebeeetersbnaa b er e e raeanna .7 I394
At 31 December 2004 ... ..ottt ra e teeebesboeereiarebee braat et e aeantarasenaaeenRe e e annas ©o15200

Development costs have been  capitalised in accordance with SSAP 13 “Accounting for Research - and
Development” and are therefore not treated for dividend purposes as a realised loss. The costs are related te the
development of the next generation of our core IDOL Server product,

9 Goodwill : _ N _ -
Group £000
Cost

AL T JNUANY 2004 ... ettt bt e s e e ad s s abee e 17,803
F X Lo [ iTo] £ =T N 72
EXCRANGE ...ttt e e e e n b s ea e e bt e e e e e s s an e s e e e e b anba e s aa s s eeneenreeeenatrs (130)
I 1T oo = TS (254)
At 31 DECEMDEN 2004 ...ttt saee e aeaeeeebe b e bbb e e et et aeararaeebate e e e e e et et aeeennssbebasssaraeasennnnns 17,491
Amortisation :

AL 1January 2004 ... et s 2,331
L0 a T Ty T (T T T O TSSO PRt 3,166
[ Cul gt o = T OO PO U USSR UPPTRRTS {9)
DISPOSEIS ..ttt e e e s et e e e s e e e e et et nE e e e e e e R e e e e bat s s e nEee e e EE e e e e b absessannrnene s s rbsbaann (16}
Al 31 DECRIMDET 2004 . oersseeeeeeeeeeeeeeeeeee e eereeeeesessaresssssssmnssssssnesarsssssssssnsn s s b bbb assssssnsn s nns s abnnrms 5,472
Net book value

AL 31 DECAMDBDET 2003 ..o iei ettt et ee s e e e eea et se st ees e e e s eesasa b eteseessasbntaessesesasan s sasbnntmennsnnasenas 15,472
AL BT DECEMBEE 2004 ... ettt et ea et et e e et eesse s e e rnbeasateess s ntsses s et tabatmbmmansneaseeeeeastaseseranntes 12,019

Goodwill arising in respect of the acquisitions of SoftSound Limited, Autonomy Nordic AS, Dremedia Limited and
Virage, Inc. is being amortised over their useful economic lives of 3, 10, 5 and 5 years respectively. See note 23
for further detail on individual acquisitions.
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10 Tangible fixed assets

Fixtures,
Leasehold fittings and Computer Motor
improvements  equipment equipment vehicles Total
Group £'000 £'000 £000 £000 £000
Cost
At 1 January 2004............ccceeivvennen. 825 521 2,012 3,363
AddItions v, 174 303 1,328 — 1,806
Foreign exchange difference ............ (6) (8) (63) — {77)
At 31 December 2004 .........ccoveereeee. 993 816 3,278 5,002
Depreciation
At 1 January 2004..........occeveeeveiees 211 383 1,562 5 2,161
Charge for the year.......................... 63 296 811 — 1,170
Foreign exchange difference ............ {6) 4) (51) —_ (61)
At 31 December 2004.......ccooeviivveeees 268 675 2,322 5 3,270
Net book value
At 31 December 2003.......cocveeneennen 614 138 450 — 1,202
At 31 December 2004..........coceceneeens 725 141 956 — 1,822
The company had no tangible fixed assets during 2004 (2003 - £Nit).
11 Fixed asset investments
a) Fixed asset invesiments
Unlisted
investments  Own shares Total
Group £7000 £'000 £600
Other investments B ' e
Cost at 1 January 2004 as previously stated ........ecoiveeeeeeeeeeilonnn, 1,796 1,064 2,860
Prior year adjustment (see Note 16)......cc.ccoceeervnnee.... e —— o — (1.064) {(1,064) -
Cost at 1 January 2004 as restated ........oooeeeeveeieeeeee e 1,796 —_— 1,796
AGIIONS 1ottt e st st e ee s 200 — 200
EXCRANGE .1ttt ettt ettt e e e steetese e e et asnasens (42) — (42)
Cost at 31 December 2004 ..o eeeeeeeeeeeeeeveeeeeeeeeva et et 1,954 — 1,954
Provisions and amortization
AT January 2004 ..ottt 583 — . 583
L0 1= o = OSSP 176 — 2 176
EXCHANGE ..ottt e e e e e e e e e e (26) — (26)
At 31 December 2004 ...ttt et 732 — 732
Net book value
At 31 December 2003 as restated ......veeveee e eeceeeeeeeeeee e 1,212 — 1,212
At 31 Decermber 2004 ...t 1,221 — 1,221
Unlisted trade  Subsidiary
investments undertakings Own shares Total
Company £000 £'000 £'000 £000
Cost at 1 January 2004 as previously stated .............. — 28,829 1,064 29,893
Prior year adjustment (see Note 16} .............cooovenee.. — — (1,064) {1,064)
Cost at 1 January 2004 as restated ......oooveeeeeeevennn.. — 28,829 — 28,829
AGAIIONS 1.t eeve e e aeens 200 213 — 413
DiSPOSAIS ...t et —_ (9) — (9)
Cost at 31 December 2004 .....ccoocooeevecvevenernrerrrreenenns 200 29,033 — 29,233
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11 Fixed asset investments (continued)

a) Fixed asset investments {continued)

Unlisted
investments  Own shares Total
£'000 £000 £7000
Net book value
At 31 December 2003 as restated ... 28,829 — 28,829
At 31 December 2004 ... et ee s e e e s sneans 29,233 — 29,233

Additions include £0.2 million for NCorp (see Note 23).

The group has an Employee Benefit Trust (EBT), established for the purpose of satisfying employee share option
exercises, under which the EBT can acquire ordinary shares in the company. At 31 December 2004, 877,538
(2003 — 877,538) ordinary shares in Autonomy Corporation plc were held in the trust, purchased for a toial
consideration of £1,063,971. The value of the shares held in the EBT has been transferred to the ESOP reserve.
See Note 186.

b) Other investments — unlisted trade invesiments
The parent company and the group have investments in the following subsidiary undertakings, associates and

other investments which principally affect the profits or net assets of the group. To avoid a statement of
excessive length, details of investments which are not significant have been omitted.

Class of Country of
Name Principal activity holding incorporation Holding %
Autonomy Systems Limited Software development and Crdinary England and 100%
distribution Wales
- Autonomy Inc. Software development and Ordinary - United States 100% . -
: ' . distribution
Agentworld Inc. Dormant Ordinary United States 100%
Autonomy Nordic AS . Software distribution Ordinary Norway 100%
Dremedia Limited Scftware development Ordinary England and 100% .
Wales
SoftSound Limited Software development Ordinary and  England and 100%
_ 2 preference Wales
Virage, Inc. Software development and Crdinary United States 100%
' distribution
NCorp Limited Software development and Ordinary and  England and . 100%
i distribution preference Wales

Agentworld inc. was incorporated on 28 January 1887, It has not traded to date.

12 Debtors
Group Company
2004 2003 2004 2003
£'000 £'000 £'000 £'000
Amounts falling due within one year
Trade debiors ... e e 10,602 10,507 — —
Other debfors........ccoeceeiiceic et 1,387 1,250 175 79
Corporation X ... — 1,732 — 50
Prepayments and accrued inCome.......vvvvcininnninineennn 375 2177 316 165
Deferred tax (s2e note 13) ..o 3,164 2,431 — —
15,528 18,097 491 294
Amounts falling due after more than one year;
Amounts owed by subsidiary undertakings................. — — 21,384 21,340
Deferred tax {see note 13)....cccvvreriiiivcvnenini e, 224 284 2,080 121
224 284 23,474 21,461
Total deblors......ccieeceiiieeceee e ectr e e e 15,752 18,381 23,965 21,755
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13 Deferred tax

The deferred tax assets included in the balance sheet are as follows:

2004 2003
Group £'000 £000
Accelerated capital lloOWaNCES ...t rra s e es et s 65 284
Other timing diffErBnCES ..ottt e rr e s e e rananens (719) 555
ODHION BOSBES ceverriiieerrrrsrrete e ceveresstressnes st esrae e s be e e ra e s s areeabe e rabeeenssteensaesenbessnsntessrnnnsn 4,691 1,515
Tax [055€8 available.. ...ttt nane s reeeens (649) 361
3,388 2,715
Amounts due WIthin ONE YBET........vvri it tre e e s r e ra s rees 3,164 2.431
Amounts due after more than ONe Year. ... eeerveiinicresns e e sesier e esssssnaes 224 284
3,388 2,715
Company
Accelerated capital alloWANCES ....vovvv e veae e ssa e 38 121
Tax 105Ses AVAIIADIE. .. .covii ettt e bt e aag e eanee 2,052 _
2,090 121
The deferred tax asset has been recognised as it is expected to be recovered against forecast future taxable
profits. .
Group 2004 -2003
£°000 £°000
AT JaNUATY....oi s 2,715 %y
Credit for the year o . 673 2,084
Fy BB LT oT Y o T S OO ST RPPOUR 3,388 2,715 -
Company
At 1 January.....cccoeeenen, e etereeseeereiarrreeeateiatairte vt eeraeareerern S, e 121 146
Credit (Charge) for the YEar ... 4,969 -(25)
F I BT Ty oo = U PSSR 2,080 121
14 Creditors: Amounts falling due within one year
Group Company
2004 2003 2004 2003
£°000 £'000 £000 £'000
Trade CradilorS. ... 1,014 1,484 239 254
Other taxation and social security costs...co..ooeveeeenen. — 696 930 —
Other creditors ..o o 20 2 24
Accruals and deferred InCome ... 5,280 6,240 294 252
6,304 8,440 1,465 530
15 Called-up share capital
2004 2003
£'000 £000
Authorised
600,000,000 ordinary shares of 1/3p €8Ch.... ... 2,000 2,000
Allotted, called-up and fully paid
108,110,108 ordinary shares of 1/3p each
(2003 — 110,575,160 ordinary shares of 1/3p 8C) .........oorveeeevereeeeneeorereseeeeeeserons 359 368

During 2004 the Company issued 626,460 (2003 — 298,149) 1/3p ordinary shares with a total nominal value of
£2,088 (2003 - £994) pursuant to the exercise of share options raising proceeds of £982,000 (2003 - £263,000).
The company bought back and cancelled 3,091,512 (2003 ~ 12,332,084} 1/3p ordinary shares with a total
nominal value of £10,305 (2003 - £42,000) for a total consideration including duties and commission of
£5,752,000 (2003 - £20,248,000).
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15 Called-up share capital (continued)

Outstanding options to subscribe for ordinary shares of the company are as follows:

Weighted Weighted
Number Average Weighted Number Average
Range of QOutstanding as Remaining Average Exercisable as of Exercise Price of
Exercise of 31 December Contractual Life Exercise 31 December Exercisable
Price ($) 2004 (years) Price ($) 2004 Options (§)
0.88 —-2.49 456,269 1.83 1.51 407,991 1.43
2.50-2.99 989,734 4.97 2.54 445,716 2.54
3.00-3.99 1,468,751 6.69 3.28 64,702 3.73
4.00-4.99 1,575,751 5.87 4.24 270,294 4.26
5.00-9.98 1,019,491 4.28 6.17 483,373 6.55
10.00 - 70.00 901,587 2.56 36.13 854,336 36.72
Total 6,411,583 4.89 8.27 2,526,412 14.72
16 Reserves
a} Movements
Share Profit Capital
premium and loss ESOP redemption
account account reserve reserve Total
Group £000 £000 £000 £°000 £000
At 1 January 2004 as previously stated .... 68,558 17,905 — 58 - 86,521
Prior year adjustment {see balow) ........... — — (1,064) — {1,064)
At 1 January 2004 (as restated)................ 68,558 17,905 (1,084) 58 85,457
Share ISSUBS ..o 982 — . — — . 982
Retained profit for year ............ccceeveeiennnne — 1,296 — —_ 1,296
Shares repurchased and cancelled........... — (5,743) — —_ (5,743)
Transfer to capital redemption reserve ..... — {10) — 10 =
Currency translation differences on . Lo
foreign currency net investments .............. — (1,409) — - (1,409)
At 31 December 2004 ...........oo e iiiennee 69,540 12,043 -{1,064) 68 80,587
Share Profit o Capital
premium and loss ESOP redemption
. account account reserve reserve Total
Company . . £000 £000 £'000 £000 . £000
At 1 January 2004 as previously stated .... 68,558 20,850 — 58 89,466
Prior year adjustment (see below) ............ — — {1,064} — (1,064)
At 1 January 2004.......ccciiniveee e 68,558 20,850 (1,064) 58 88,402
Share iSSUBS ....vveeeie e 982 — — — 982
Retained profit for year ...........occoreieennne — 5,225 — — 5,225
Shares repurchased and cancelled........... — (5,743) — — (5,743)
Transfer to capital redemption reserve ..... — (10} —_ 10 —
At 31 December 2004 ........ccccveeeviievcieennn. 69,540 20,322 (1,064} 68 88,866

The profit for the financial year dealt with in the financial statements of Autonomy Corporation plc was £5,225,000
(2003 - £4,667,000). As permitted by section 230 of the Companies Act 1985, no separate profit and loss
account is presented in respect of Autonomy Corporation plc.

b)  Prior year adjustrnent

For the year ended 31 December 2004 the Group has implemented UITF Abstract 38 {Accounting for ESOP
Trusts), which amended UITF Abstract 17 (Employee share schemes (revised 2000)}). As a result of
implementing these new standards, results for the year ended 31 December 2003 have been restated and the
Company’s investment in its own shares has been reclassified from fixed assets to reserves. The effect of the
change is as follows:

2003

£°000
Investment in OWN Shares disClOSad 1N FE SRS i vr et e et b r e ee e ea s bbb bt eeeeebmbsssanens 1,064
Reduction in fixed asset investment and change in net @SSetS.......ccoveecieeciiin e et e eerea e (1,064}
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17 Reconciliation of movements in group shareholders’ funds

20 Financial instruments

Group
2004 2003
£000 £000
Retained profit for the Year ...t b 1,296 5,451
Exchange difference on retranslations of net assets of subsidiary undertakings......... {1,405) (1,450}
Total recognised Qains and J0SSES ...ttt s eeeeanns (109) 4,001
AN ISBUBS veaecivrrrevcesteiire s e s e ire s rrre s e e aestn e s e rm e rarraar e v s e rare s s e ernsemreraserraeansanansnans 984 264
EBT purchase of shares — (300)
Shares repurchased and cancelled..... ..o e e {5,754) (20,248)
Net reduction to shareholders’ funds ...t et s (4,879} (16,283)
Opening sharehoiders’ funds as restated ........cocooviincen e 85,825 102,108
Closing shareholders’ funds as restated ... 80,946 85,825
18 Reconciliation of operating profit to net cash inflow (outflow) from operating activities
Group
2004 2003
£'000 £'000
Group operafing Profit... ...t e en e s ettreaeae s 27 623
Depreciation Charge.........ccc e e e ST 1,170 546
Amortisation of software liCeNCeS.......oocce i, e —————- 331 281
AmMOErtisaion of GOOAWIIl ...ttt e e 3,166 1,359
Decrease (increase) in debtors.........ccvceveinieiceceenee TR TURUTRRRPUIN ererrenerrnres 2,623 {1,719}
Decrease in creditors............. e easuere et e et yetsate e e are st g e s et s enrer e E e e senr s p g e e et s reeaene (2,936) (5,397)
" Net cash inflow {outflow} from operating activities ...........ccoiereecivierrneeie e e s 4,381 (4,307)
19 Analysis and reconciliation of net funds
At At
1 January Exchange 31 December
2004 Cashflow movement 2004
£'000 £'000 £°000 £'000
Cash atbank and in hand...........ccccovivvcrinienern e, 8,829 -~ 8,983 (564) - 17;248
Short term deposits......ccoovvvceneeice e 48,663 {10,480) — 38,183
NEEFUNGAS <. oeoerraseeeceev e es s eeen s 57,492 {1,497) (564) "~ 55,431
Reconciliation of net cash flow to movement in net funds:
2004 2003
£'000 £°000
Increase {(decrease) in €ash iN the Year.........cocerii it 8,883 (2,739)
Cash cutflow from movement in figuid reSOUrCESs ... oot {10,480) (31,032)
Change in net funds resulting from cashflow .....ccoeeee e (1,497) (33,771}
EXCRENGE MOVEIMENL .. c.eeei ettt e et e e e s sarassaesebe s e s aaasbesessessgaessnsennns {564} {647}
Movement in Net fUnNdS IN Year ... e (2,061) (34,418)
Net funds at 1 JANUAIY ... et eeae e e s e e sas e s s nee e s s re e e enmeeessrnsareneas 57,492 91,910
Net funds at 31 DeCemMBET....... ..o e e e e santea e e b s e e aeaes 55,431 57,492

The disclosures in this note deal with financial assets and financial liabilities as defined in Financial Reporting
Standard No. 13 “Derivatives and Other Financial Instruments: Disclosures™. The group’s financial instruments
comprise cash and liquid resources and various items such as trade debtors, prepayments, trade creditors and
accruals, which arise directly from the group’s operations. 1t is, and has been throughout the period under
review, the group’s policy that no speculative trading in financial instruments shall be undertaken. Certain
financial assets such as investments in subsidiaries are excluded from the scope of these disclosures. As
permitted by FRS 13, short-term debtors and creditors have been excluded from the disclosures, other than the
currency disclosures.
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20 Financial instruments (continued)

The main risks arising from the group’s financial instruments are interest rate risk, liquidity risk and foreign
exchange risk. The Board reviews and agrees policies for managing each of these risks and they are
summarised below. These policies have remained unchanged since the beginning of 1999. The group has not
used derivative instruments to manage its foreign exchange exposure.

a) Interest rate risk

The group is currently funded by equity and interests in short term deposits. The group has no financial assets at
31 December 2004 other than Sterling, U.8. Dollar and Euro deposits of £38,466,000 (2003 - £40,802,000},
£15,125,000 (2003 - £7,332,000) and £1,840,000 (2003 - £529,000) respectively which are part of the financing
arrangements of the group. The Sterling, U.S. Dollar and Euro cash deposits comprise deposits placed on the
money market for pericds of up to two weeks and at call. The group seeks to maximise interest receipts within
these parameters.

The weighted average interest rate on the Sterling short term deposits at 31 December 2004 was 4.56% (2003 —
3.67%), on the U.S. Dollar short term deposits was 1.06% (2003 - 1.1%) and on the Euro short term deposits was
1.71% (2003 — 1.67%). The weighted average time for which the rate is fixed in respect of Sterling, Euro and
LS. Dollar deposits was 7 days (2003 - 14 days). All interest rates for deposits are fixed with the exception of a
Sterling deposit of £36.1m (2003 - £33.4m) which accrues interest at the UK base rate.

b)  Liguidity risk

The group's policy throughout the year regarding-liquidity has been to maximise the return on funds placed on
deposit within the constraint of minimising the associated risk by placing funds in low risk cash deposits.

¢) Foreign exchange risk

To date, the group has not ehg'aged in an active prbgramme 'of fo'reign exchange risk management. Given the
nature of the group’s non-sterling denominated balances, the directors have not previously considered a hedging
strategy to be cost effactive. This situation is kept under review.

The table below shows the group’s currency exposures comprising those transactional exposures that give rise to
the net currency gains and losses recognised in the profit and foss account. Such exposures comprise the
monetary assets and monetary liabilities of the group that are not denominated in the operating (or “functional™)
currency of the operating unit involved. As at 31 December 2004 these exposures were as follows:

Swedish Norwegian u.s.
_ Euro Kronor Kroner Dollar
Functional currency ' L £000 £000 £000 £000
LS =1 11 o F SO OO 7.504 107 629 1,067

The exposures at 31 December 2003 for comparison purposes were as follows:

Swedish Australian Norwegian u.s.
Euro Kronor Dollar Kroner Dollar
Functional currency £000 £°000 £000 £:000 £°000
Sterling....cccovee e 5,205 365 111 830 1,770

The group held no financial liabilities at the year end other than short term creditors, such as trade creditors and
accruals.

d) Borrowing facilities
The group has no borrowing facilities.
e} Fair value of financial assets

The directors consider there to be no material difference between the book value and the fair value of the group’s
financial instruments at the balance sheet date.
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Notes to Financial Statements (continued)

20 Financial instruments {continued)

f}  Market price risk

The group’s exposure to market price risk comprises interest rate exposure. Group funds are invested in money
market cash deposits with the objective of maintaining a balance between accessibility of funds and competitive
rates of return. In practice, this has meant that no deposits were made with a maturity greater than 14 days
during the year.

21 Guarantees and other financial commitments

a) Capital commitmenis

The group and company had no capital commitments at the end of the year (2003 - £Nil).

b} Lease commitments

The group leases land and buildings and moter cars on short term opérating leases.

The minimum annual rentals under the foregoing operating leases are as follows:

2004 2003

Land and Land and

buildings Other buildings Other
Group £000 - . EW00 £000 £°000
Operating leases which expire; :
- within one year 225 85 1,749 . 153
- between two and five years — 72 . 231 61
- greater than five years s . 1,258 : —_ 934 R

) ' 1483 . = 157 2,914 214

The Company did not have any lease commitments at the end of the year (20 03 - £Nil).

22 Related party transactions

The Company incurred expenses of £48,000 (2003 - £106,163) in the year ended 31 December 2004 for
software development services from Cambridge Neuradynamics Limited, and billed rent charges and recharges
of other expenses to Cambridge Neurodynamics Limited of £80,000 (2003 - £70,374). At 31 December 2004,
Cambridge Neurodynamics Limited owed the Company a balance of £19,000 (2003 - £20,672). At 31 December
2004, the Company owed Cambridge Neurodynamics Limited £2,000 (2003 - £Nil).

Cambridge Neurodynamics Limited is controlled by Dr. Michael R. Lynch and Apax Partners, the employer of one
of our other Directors, Mr John McMonigall. Management believes that all related party transactions are
conducted on a normal commercial basis,

The Company has taken advantage of the exemption in Financial Reporting Standard 8, Related Party
Transactions, not to disclose transactions with other Group members, as the Cormpany’s financial statements are
presented with its consolidated financial statements.

23 Business acquisitions

The following acquisitions have been accounted for under the acquisition method and the results of operations
consolidated from the date of acquisition. The operations of all the acquired entities have effectively been
merged within the Autonomy group from the acquigition dates. This has included operations such as sales,
product development, administration and management and, therefore, it is not practicable to determine the post-
acquisition results of the operations or cashflows of each of the acquired entities.

The Company has adopted guidance under FRS 3(16), FRS 1 Revised (45} and FRS 6(28) not to separately
disciose the contribution from the acquired entities to the group results or cashflows.
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Notes to Financial Statements (continued)

23 Business acquisitions (continued)

On 12 August 2004, the Company acquired 100% of the equity of NHoldings Limited and its wholly-owned
subsidiary NCorp Limited, providers of software for the processing of structured data. The purchase price was
£213,000. The net cash purchase price was £22,000 adjusted for NHolding’s cash balance as of 12 August
2004. The acquisition has been accounted for using the purchase method of accounting and the results of these
companies have besn consolidated from this date. The purchase price was allocated to the assets acquired
based on their estimated fair values on the acquisition date as follows:

Book Value Adjustments Fair Value
£000 £'000 £'000
Tangible fixed assets ... 13 (8) 5
Trade deblors ..., 130 {2) 128
Prepayments and other deblors.......ccceviin e, 62 {15} 47
Cash and short term investments ..........ccc oo, 191 — 191
Trade credifors.....ccc e e e e es e e e (88) — (88)
ACCTURIS ettt ettt e s bttt e e et ss s b m e e e b bbb e e mre e (58) (12} (70}
N =T PO 250 (37} 213
GOOAWINl...covreire et e —
Satisfied DY CasSh.....c.oocs e, 213

The fair value exercise has resulted in the recognition of acquisition goodwill of £Nil million and £37,000 of fair
value adjustments to assets principally comprised of unaccrued expenses at the date of acquisition.

" The loss after tax reported by the NHoldings group for the year to 31 December 2003 was £1,246,579 and for the
period 1 January 2004 until acquisition was £410,522.
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