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Item 1. Financial Statements

Assets
Current assets:
Cash and cash equivalents
Restricted cash
Accounts receivable, net of allowances
Inventories
Prepaids and other current assets
Total current assets
Property and equipment, net
Deferred tax assets
Other noncurrent assets

Total assets

Liabilities and stockholders’ equity
Current liabilities:
Accounts payable
Accrued expenses
Accrued compensation
Short-term debt
Deferred revenue
Other current liabilities
Total current liabilities
Long-term debt
Deferred revenue
Other noncurrent liabilities

Total liabilities

Commitments and contingencies (Note 7)
Stockholders’ equity:
Common stock, $0.001 par value
Treasury stock
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive loss

Total stockholders’ equity

Total liabilities and stockholders’ equity

PART I. FINANCIAL INFORMATION

SONOS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(unaudited, in thousands, except par values)
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As of
June 29, September 29,
2019 2018

$ 338292 §$ 220,930
186 190

91,333 73,214

121,225 193,193

15,363 10,073

566,399 497,600

72,856 85,371

1,056 941

3,607 3,586

$ 643918  § 587,498
$ 153478  § 195,159
46,562 38,687

34,300 33,371

11,667 6,667

13,349 11,615

16,146 10,858

275,502 296,357

28,154 33,097

42,757 39,352

9,080 10,334

355,493 379,140

107 101
(11,904) (11,072)

480,170 424,617
(178,777) (203,611)

(1,171) (1,677)

288,425 208,358

$ 643918  § 587,498

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Revenue
Cost of revenue
Gross profit
Operating expenses
Research and development
Sales and marketing
General and administrative
Total operating expenses
Operating income (loss)
Other income (expense), net
Interest income (expense), net

Other income (expense), net

Total other income (expense), net

Income (loss) before provision for income taxes

Provision for income taxes

Net income (loss)

SONOS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (LOSS)

(unaudited, in thousands, except share and per share amounts)

Net income (loss) attributable to common stockholders:

Basic

Diluted

Net income (loss) per share attributable to common stockholders:

Basic

Diluted

Weighted-average shares used in computing net income (loss) per share attributable to

common stockholders:
Basic

Diluted

Total comprehensive income (loss)

Net income (loss)

Change in foreign currency translation adjustment

Comprehensive income (loss)

Three Months Ended Nine Months Ended
June 29, June 30, June 29, June 30,
2019 2018 2019 2018

$ 260,119 $ 208,398 $ 966,663 864,069
142,749 112,909 563,591 491,037

117,370 95,489 403,072 373,032

44,355 35,444 121,530 104,209

61,482 60,819 176,705 214,077

26,583 20,860 74,308 63,822

132,420 117,123 372,543 382,108
(15,050) (21,634) 30,529 (9,076)
806 (1,116) 1,019 (3,367)
1,068 (3,744) (3,640) (315)
1,874 (4,860) (2,621) (3,682)
(13,176) (26,494) 27,908 (12,758)

833 494 3,074 1,126
$ (14,009) $ (26,988) $ 24,834 (13,884)
$ (14,009) $ (26,988) $ 24,834 (13,884)
$ (14,009) $ (26,988) $ 24,834 (13,884)
$ 0.13) § (045) $ 0.24 (0.23)
$ 0.13) $ 045) $ 0.22 (0.23)

105,522,313 60,074,763 102,667,316 59,484,761

105,522,313 60,074,763 112,542,998 59,484,761
$ (14,009) $ (26,988) $ 24,834 (13,884)
(663) 162 506 523
$ (14,672) $ (26,826) $ 25,340 (13,361)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Balance at March 30, 2019

Issuance of common stock pursuant to equity incentive plans

Purchase of treasury stock

Stock-based compensation expense

Net loss

Change in foreign currency translation adjustment

Balance at June 29, 2019

Balance at March 31,
2018

Issuance of common stock
pursuant to equity incentive
plans

Purchase of treasury stock

Stock-based compensation
expense

Net loss

Change in foreign currency
translation adjustment

Balance at June 30, 2018

SONOS, INC.

(unaudited, in thousands, except share amounts)

CONDENSED CONSOLIDATED STATEMENTS OF REDEEMABLE CONVERTIBLE PREFERRED STOCK AND STOCKHOLDERS' EQUITY

Three Months Ended June 29, 2019

Common Stock Additional Treasury Stock Accumulated Total
. Accumulated Other
Paid-In N . Stockholders’
. Deficit Comprehensive .
Capital Equity
Shares Amount Shares Amount Loss
105,692,632 $ 106 $ 463,677 (861,354) $ (11,638) § (164,768) $ (508) 8 286,869
1,481,047 1 3,085 — — — — 3,086
— — — (25,565) (266) — — (266)
— — 13,408 — — — — 13,408
— — — — — (14,009) — (14,009)
— — — — — — (663) (663)
107,173,679 $ 107 $ 480,170 (886,919) $ (11,904) § (178,777)  $ (1L,171) ~ $ 288,425
Three Months Ended June 30,2018
Redeemable Convertible Accumulated
Additional Total
Preferred Stock Common Stock ‘]i,dl tona Treasury Stock Accumulated Other o R
aid-In . . Stockholders
Capital Deficit Comprehensive Equit
Shares Amount Shares Amount P Shares Amount Loss quity
32,482,590 $ 90,341 60,707,232 $ 61 $ 223,720 (799,174)  $ (10,953) $ (174,903) § (1,804) § 36,121
— — 367,854 — 1,391 — — — — 1,391
— — — — — (7,866) (119) — — (119)
— — — — 10,333 — — — — 10,333
— — — — — — — (26,988) — (26,988)
— — — — — — — — 162 162
32,482,590 $ 90,341 61,075,086 $ 61 $ 235,444 (807,040) $ (11,072) § (201,891) $ (1,642) $ 20,900
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SONOS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF REDEEMABLE CONVERTIBLE PREFERRED STOCK AND STOCKHOLDERS' EQUITY

(unaudited, in thousands, except share amounts)

Balance at September 29, 2018

Issuance of common stock pursuant to equity incentive plans

Purchase of treasury stock

Stock-based compensation expense

Net income

Change in foreign currency translation adjustment

Balance at June 29, 2019

Balance at September 30,
2017

Issuance of common stock
pursuant to equity incentive
plans

Purchase of treasury stock

Stock-based compensation
expense

Net loss

Change in foreign currency
translation adjustment

Balance at June 30, 2018

Nine Months Ended June 29, 2019

Treasury Stock

Accumulated

Common Stock Additional Total
. Accumulated Other .
Paid-In . . Stockholders
Canital Deficit Comprehensive Equit
Shares Amount P Shares Amount Loss quity
100,868,250 $ 101 $ 424,617 (807,040) $ (11,072) § (203,611) $ (1,677)  $ 208,358
6,305,429 6 22,028 — — — — 22,034
— — — (79,879) (832) — — (832)
— — 33,525 — — — — 33,525
— — — — — 24,834 — 24,834
— — — — — — 506 506
107,173,679 $ 107 $ 480,170 (886,919) $ (11,904) 8 (178,777)  $ (1,171)  $ 288,425
Nine Months Ended June 30, 2018
Redeemable Convertible . Accumulated
Preferred Stock Common Stock Addl'tmnal Treasury Stock Accumulated Other Total s
Paid-In . Stockholders
Capital Comprehensive Equit
Shares Amount Shares Amount P Shares Amount Loss quity
32,482,590 $ 90,341 59,339,336 $ 59 $ 200,301 (746,462)  $ (10,161) (188,007) $ (2,165)  $ 27
— — 1,735,750 2 5,746 — — — — 5,748
— — — — — (60,578) 911) — — 911)
— — — — 29,397 — — — — 29,397
— — — — — — — (13,884) — (13,884)
— — — — — — — — 523 523
32,482,590 $ 90,341 61,075,086 $ 61 $ 235,444 (807,040) $ (11,072) (201,891) § (1,642) § 20,900
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The accompanying notes are an integral part of these condensed consolidated financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited, in thousands)

Cash flows from operating activities
Net income (loss)
Adjustments to reconcile net income (loss) to net cash provided by operating activities
Depreciation
Stock-based compensation expense
Other
Deferred income taxes
Foreign currency transaction loss
Changes in operating assets and liabilities:
Accounts receivable, net
Inventories, net
Other assets
Accounts payable and accrued expenses
Accrued compensation
Deferred revenue
Other liabilities
Net cash provided by operating activities
Cash flows from investing activities
Purchases of property and equipment
Net cash used in investing activities
Cash flows from financing activities
Proceeds from borrowings, net of borrowing costs
Repayments of borrowings
Payments for purchase of treasury stock
Proceeds from exercise of common stock options
Payments of offering costs
Net cash provided by financing activities
Effect of exchange rate changes on cash, cash equivalents and restricted cash
Net increase (decrease) in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash
Beginning of period
End of period
Supplemental disclosure
Cash paid for interest
Cash paid for taxes, net of refunds
Supplemental disclosure of non-cash investing and financing activities
Purchases of property and equipment in accounts payable and accrued expenses

Deferred offering costs in accounts payable and accrued expenses

The accompanying notes are an integral part of these condensed consolidated financial statements.

SONOS, INC.
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Nine Months Ended

June 29, June 30,
2019 2018
24,834 (13,884)
27,403 28,647
33,525 29,397
1,962 639
(129) 117
1,430 301
(19,114) (5,659)
69,683 (79)
(5,434) (4,901)
(33,680) (24,357)
1,091 (4,237)
5,279 10,342
4,086 (534)
110,936 15,792
(14,092) (25,927)
(14,092) (25,927)
— 30,000
— (30,000)
(832) 911)
22,034 5,748
(585) (2,154)
20,617 2,683
(103) 1,289
117,358 (6,163)
221,120 130,788
338,478 124,625
1,334 3,596
2,534 1,251
6,053 7,187
— 972
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SONOS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. Business overview and basis of presentation
Description of business

Sonos, Inc. and its wholly owned subsidiaries (collectively, “Sonos,” the “Company,” “we,” “us” or “our”) designs, develops, manufactures and sells multi-room audio products. The Sonos sound
system provides customers with an immersive listening experience created by the design of its speakers and components, a proprietary software platform and the ability to stream content from a
variety of sources throughout the home over the customer’s wireless network.

The Company’s products are sold through third-party physical retailers, including custom installers of home audio systems. The Company also sells through select e-commerce retailers and its
website sonos.com. The Company’s products are distributed in over 50 countries through its wholly owned subsidiaries: Sonos Europe B.V., Beijing Sonos Technology Co., Ltd., Sonos Japan GK and
Sonos Australia Pty Ltd., located in the Netherlands, China, Japan and Australia, respectively.

Basis of presentation and preparation

The accompanying condensed consolidated financial statements are unaudited. The condensed consolidated balance sheet as of June 29, 2019 has been derived from the audited financial
statements of the Company. The accompanying condensed consolidated financial statements have been prepared in accordance with generally accepted accounting principles in the United States of
America (“U.S. GAAP”) for interim financial information, and in management’s opinion, includes all adjustments, consisting of only normal recurring adjustments, necessary for the fair statement of
the Company’s financial position, its results of operations and cash flows for the interim periods presented. The results of operations for the nine months ended June 29, 2019 are not necessarily
indicative of the results to be expected for the full fiscal year or any other period.

The accompanying condensed consolidated financial statements should be read in conjunction with the consolidated financial statements and notes thereto contained in the Company’s Annual
Report on Form 10-K for the fiscal year ended September 29, 2018 (the “Annual Report”), filed with the Securities and Exchange Commission (“SEC”) on November 28, 2018. Certain prior period
amounts have been reclassified to conform to the current period presentation.

The Company has a 4-4-5 fiscal year ending on the Saturday nearest September 30 each year. The Company’s fiscal year is divided into four quarters of 13 weeks, each beginning on a Sunday
and containing two 4-week periods followed by a 5-week period. An additional week is included in the fourth fiscal quarter approximately every five years to realign fiscal quarters with calendar
quarters. This last occurred in the fourth quarter of the Company’s fiscal year ended October 3, 2015. The nine months ended June 29, 2019 and June 30, 2018 spanned 39 weeks each. As used in this
Quarterly Report on Form 10-Q, “fiscal 2019 refers to the fiscal year ending September 28, 2019 and “fiscal 2018 refers to the fiscal year ended September 29, 2018.

Initial public offering

On August 6, 2018, the Company completed its initial public offering (the “IPO”) of its common stock, in which it sold 6,388,888 shares of its common stock, including 833,333 shares of its
common stock pursuant to the underwriters’ over-allotment option, and selling stockholders sold 9,583,333 shares of the Company’s common stock, including 1,250,000 shares pursuant to the
underwriters” over-allotment option. The shares were sold at the IPO price of $15.00 per share for net proceeds of $90.6 million , after deducting underwriting discounts and commissions of $5.3
million . Additionally, offering costs incurred by the Company totaled approximately $4.6 million . Upon the closing of the IPO, all outstanding shares of the Company’s redeemable convertible
preferred stock automatically converted into 32,482,590 shares of common stock on a one -for-one basis.

9
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SONOS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

Stock split

On July 19, 2018, the Company effected a two -for-one stock split of all outstanding shares of the Company’s capital stock, including its common stock and its redeemable convertible preferred
stock. All share and per share information presented in the condensed consolidated financial statements has been retroactively adjusted for all periods presented for the effects of the stock split.
Use of estimates and judgments

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and judgments that affect the amounts reported and disclosed in the condensed
consolidated financial statements and accompanying notes. Actual results could differ materially from those estimates. On an ongoing basis, the Company evaluates its estimates and judgments
compared to historical experience and expected trends.

2. Summary of significant accounting policies

There have been no changes in the Company’s significant accounting policies, recently adopted accounting pronouncements, or recent accounting pronouncements pending adoption from those
disclosed in the Annual Report, except as noted below.

d, d i f
p acc g pr

Recently

In June 2018, the Financial Accounting Standards Board (the “FASB”) issued Accounting Standards Update (“ASU”) No. 2018-07, Compensation—Stock Compensation (Topic 718):
Improvements to Nonemployee Share-Based Payment Accounting , which aligns the accounting for share-based payment awards issued to nonemployees with the guidance applicable to grants to
employees. Under this new standard, equity-classified share-based payment awards issued to nonemployees will be measured on the grant date, instead of the current requirement to remeasure the
awards through the performance completion date. Further, compensation cost for awards with performance conditions will be recognized when it is probable the conditions will be achieved, rather
than upon actual achievement of the conditions. In the second quarter of fiscal 2019, the Company early adopted the standard using the prospective approach. There was no cumulative effect entry
needed to adjust the opening retained earnings balance upon adoption. The adoption of this guidance did not have a material impact on the Company's consolidated financial statements.

In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and Cash Payments , which reduces diversity in practice in
how certain transactions are classified in the statement of cash flows. In the first quarter of fiscal 2019, the Company retrospectively adopted this standard to all periods presented in this Quarterly
Report on Form 10-Q. The adoption of this guidance did not have a material impact on the Company’s consolidated financial statements.

In October 2016, the FASB issued ASU No. 2016-16, Income Taxes (Topic 740): Intra-Entity Transfers of Assets Other Than Inventory . ASU 2016-16 removes the prohibition in Accounting
Standards Codification (“ASC”) Topic 740, Income Taxes , against the immediate recognition of the current and deferred income tax effects of intra-entity transfers of assets other than inventory. ASU
2016-16 is intended to reduce the complexity of U.S. GAAP and diversity in practice related to the tax consequences of certain types of intra-entity asset transfers, particularly those involving
intellectual property. In the first quarter of fiscal 2019, the Company adopted this standard on a modified retrospective basis. The adoption of this guidance did not have a material impact on the
Company’s consolidated financial statements.

In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash , which enhances and clarifies the classification and presentation of restricted cash
in the statement of cash flows. In the first quarter of fiscal 2019, the Company adopted this standard retrospectively to all periods presented in this Quarterly Report on Form 10-Q. The Company now
includes restricted cash and restricted cash equivalents with cash and cash equivalents when reconciling beginning and ending amounts shown on the statement of cash flows. The adoption of this
guidance did not have a material impact on the Company’s consolidated financial statements.
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SONOS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(unaudited)

In August 2018, the SEC adopted the final rule under SEC Release No. 33-10532, Disclosure Update and Simplification , amending certain disclosure requirements that were redundant,
duplicative, overlapping, outdated or superseded. In addition, the amendments expanded the disclosure requirements on the analysis of stockholders’ equity for interim financial statements. Under the
amendments, an analysis of changes in each caption of stockholders’ equity presented in the balance sheet must be provided in a note or separate statement. The analysis should present a reconciliation
of the beginning balance to the ending balance of each period for which a statement of comprehensive income is required to be filed. This final rule became effective November 5, 2018. In the first
quarter of fiscal 2019, the Company adopted this standard for all periods presented in this Quarterly Report on Form 10-Q, presenting the activity of the stockholders’ equity accounts in the
accompanying consolidated statements of redeemable convertible preferred stock and stockholders’ equity for the periods presented.

Recent acc ing pr ts pending adopti

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842) , and other subsequent amendments to amend historical lease accounting in order to increase transparency and comparability
among entities. The standard requires lessees to recognize lease assets and lease liabilities on the balance sheet and disclose key information about leasing arrangements. This standard is effective for
public entities for fiscal years beginning after December 15, 2018, and interim periods within those years, with early adoption permitted. The Company expects to adopt the new lease standard in the
first quarter of fiscal 2020. In July 2018, the FASB issued ASU No. 2018-11, "Leases (Topic 842): Targeted improvements," which provides an alternative transition method that entities can elect
when adopting this standard. Under this alternative transition method, a company is permitted to use its effective date as the date of initial application without restating comparative period financial
statements. The Company currently anticipates to adopt Topic 842 utilizing this alternative transition method. In adopting the new guidance, the Company expects to elect the package of practical
expedients which allows the Company not to reassess (1) whether any expired or existing contracts contain leases under the new definition of a lease; (2) the lease classification for any expired or
existing leases; and (3) whether previously capitalized initial direct costs would qualify for capitalization under Topic 842. Upon adoption, the Company will recognize any qualifying right-of-use
assets and lease liabilities on its condensed consolidated balance sheets, which will increase the Company’s total assets and total liabilities. The Company is currently evaluating the impact of adoption
on its consolidated financial statements.

In August 2018, the FASB issued ASU No. 2018-15, Intangibles—Goodwill and Other—Internal-Use Software (Subtopic 350- 40): Customer’s Accounting for Implementation Costs Incurred in
a Cloud Computing Arrangement That Is a Service Contract . The new guidance aligns the requirements for capitalizing implementation costs incurred in a cloud computing arrangement that is a
service contract, with the requirements for capitalizing implementation costs incurred to develop or obtain internal-use software. The standard will be effective for the Company in the first quarter of
fiscal 2021, with early adoption permitted. The Company is currently evaluating the timing of adoption and impact on the Company's consolidated financial statements.

In November 2018, the FASB issued ASU No. 2018-18, Collaborative Arrangements (Topic 808): Clarifying the Interaction between Topic 808 and Topic 606 . This standard resolves the
diversity in practice concerning whether certain transactions between collaborative arrangement participants should be accounted for as revenue under Accounting Standards Codification 606,
Revenue from Contracts with Customers (“Topic 606”). This standard specifies when a participant is a customer in a collaboration, adds unit of account guidance to align with Topic 606 and provides
presentation guidance for collaborative arrangements. This guidance is effective for public entities for fiscal years beginning after December 15, 2019, and for interim periods within those fiscal years,
with early adoption permitted. The Company is currently evaluating the timing of the adoption and its impact on the Company’s consolidated financial statements.

3. Fair value measurements

The carrying values of the Company’s financial instruments, including accounts receivable and accounts payable, approximate their fair values due to the short period of time to maturity or
repayment. The carrying values of the Company’s long-term debt approximate their fair values as of June 29, 2019 and September 29, 2018 as the debt carries a variable rate or market rates that
approximate those currently available to the Company.
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SONOS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

The following table summarizes fair value measurements by level for the assets measured at fair value on a recurring basis as of June 29, 2019 and September 29, 2018 :

June 29, 2019

(In thousands) Level 1 Level 2 Level 3 Total
Assets:
Money market funds (cash equivalents) $ 266,326 $ — 3 — 8 266,326

September 29, 2018

(In thousands) Level 1 Level 2 Level 3 Total
Assets:
Money market funds (cash equivalents) $ 140,588  § — 3 — 8 140,588

4. Revenue and geographic information

Disaggregation of revenue

Revenue by geographical region includes the applicable service revenue attributable to each region and is based on ship-to address, as follows:

Three Months Ended Nine Months Ended
June 29, 2019 June 30, 2018 June 29, 2019 June 30, 2018
(In thousands)
Americas $ 145,612 $ 122982  § 520,684  § 447,705
Europe, Middle East and Africa (“EMEA”) 88,151 75,585 383,537 374,790
Asia Pacific (“APAC”) 26,356 9,831 62,442 41,574
Total revenue $ 260,119 $ 208,398 § 966,663  $ 864,069

Revenue is attributed to individual countries based on ship-to address and includes the applicable service revenue attributable to each country. Revenue by significant countries is as follows:

Three Months Ended Nine Months Ended
June 29, 2019 June 30, 2018 June 29, 2019 June 30, 2018

(In thousands)
United States $ 134,924 $ 113,558  §$ 481,888 $ 409,701
Germany 20,636 18,512 96,775 95,720
United Kingdom 19,810 17,930 90,036 88,421
Other countries 84,749 58,398 297,964 270,227

Total revenue $ 260,119 $ 208,398 § 966,663  § 864,069
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SONOS, INC.

(unaudited)

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

Revenue by product categories includes the applicable service revenue attributable to each product category. Revenue by major product category is as follows:

(In thousands)

Wireless speakers

Home theater speakers

Components
Other

Total revenue

Three Months Ended

Nine Months Ended

June 29, 2019

June 30, 2018

June 29, 2019

June 30, 2018

$ 104,626 93,867 % 401,994 453,185
89,660 66,732 388,902 283,952
48,135 42,283 137,539 113,530
17,698 5,516 38,228 13,402
$ 260,119 208,398 $ 966,663 864,069
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SONOS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

5. Balance sheet components

Accounts receivable, net of allowances

Accounts receivable, net of allowances, consist of the following:

(In thousands)

Accounts receivable

Allowance for doubtful accounts
Allowance for sales incentives

Accounts receivable, net of allowances

Inventories

Inventories, net, consist of the following:

(In thousands)
Finished goods
Component parts

Inventories

(unaudited)

June 29, 2019 September 29, 2018
$ 110,507 85,840
(1,069) (872)
(18,105) (11,754)
$ 91,333 73,214
June 29, 2019 September 29, 2018
$ 104,078 176,181
17,147 17,012
$ 121,225 193,193

The Company writes down inventory as a result of excess and obsolete inventories, or when it believes that the net realizable value of inventories is less than the carrying value.

Accrued expenses

Accrued expenses consisted of the following:

(In thousands)

Accrued advertising and marketing

Accrued taxes

Accrued inventory

Accrued manufacturing, logistics and product development
Accrued general and administrative expenses

Other accrued payables

Total accrued expenses

June 29, 2019 September 29, 2018

$ 17,707 11,613
4,999 4,175

1,723 4,179

9,348 8,290

7,413 3,322

5,372 7,108

$ 46,562 38,687
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Deferred revenue

Amounts invoiced in advance of revenue recognition are recorded as deferred revenue on the condensed consolidated balance sheets. Deferred revenue primarily relates to revenue allocated to
unspecified software upgrades and platform services. The following table presents the changes in the Company’s deferred revenue for the nine months ended June 29, 2019 and June 30, 2018 :

June 29, 2019 June 30, 2018
(In thousands)
Deferred revenue, beginning of period $ 50,967 $ 45,567
Recognition of revenue included in beginning of period deferred revenue (8,827) (8,367)
Revenue deferred, net of revenue recognized on contracts in the respective period 13,966 18,594
Deferred revenue, end of period $ 56,106 $ 55,794
The Company expects the following recognition of deferred revenue as of June 29, 2019 :
For the fiscal years ending
2023 and
2019 2020 2021 2022 Beyond Total
(In thousands)
Deferred revenue expected to be recognized $ 3,561 $ 12,934 $ 11,631 $ 9,785 $ 18,195 $ 56,106
Other current liabilities
Other current liabilities consist of the following:
June 29, September 29,
2019 2018
(In thousands)
Reserve for returns $ 10,390  $ 5,005
Product warranty liability 3,096 2,450
Other 2,660 3,403
Total other current liabilities $ 16,146 $ 10,858
The following table presents the changes in the Company’s warranty liability for the nine months ended June 29, 2019 and June 30, 2018 :
June 29, 2019 June 30, 2018
(In thousands)
Warranty liability, beginning of period $ 2,450 % 2,437
Provision for warranties issued during the period 9,474 6,865
Settlements of warranty claims during the period (8,828) (6,785)
Warranty liability, end of period $ 3,096 $ 2,517
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6. Debt

The Company's debt obligations consist of the Secured Credit Facility with J.P. Morgan Chase Bank, N.A. (the “Credit Facility”) and the J.P. Morgan Chase Bank, N.A. Secured Term Loan (the
"Term Loan"). The Company’s short- and long-term debt obligations as of June 29, 2019 and September 29, 2018 was as follows:

June 29, 2019 September 29, 2018
Rate Balance Rate Balance

(dollars in thousands)

J.P. Morgan Chase Bank, N.A Secured Term Loan (V) 51% $ 40,000 48% $ 40,000
Unamortized debt issuance costs (179) (236)
Total indebtedness 39,821 39,764
Less short-term portion (11,667) (6,667)
Long-term debt $ 28,154 $ 33,097

(1) Bears interest at a variable rate equal to an adjusted LIBOR plus 2.25% and is payable quarterly. Due in October 2021, with quarterly principal payments beginning in July 2019.
(2) Debt issuance costs are recorded as a debt discount and recorded as interest expense over the term of the agreement.

The Credit Facility allows the Company to borrow up to $80.0 million restricted to the value of the borrowing base which is based on the value of inventory and accounts receivable and is subject
to monthly redetermination. The Credit Facility matures in October 2021 and may be drawn as Commercial Bank Floating Rate Loans (at the higher of prime rate or adjusted LIBOR plus 2.50% ) or
Eurocurrency Loans (at LIBOR plus an applicable margin). As of both June 29, 2019 and September 29, 2018 , the Company did not have any outstanding borrowings and had $ 4.5 million in
undrawn letters of credit that reduce the availability under the Credit Facility.

Debt obligations under the Credit Facility and the Term Loan require the Company to maintain a consolidated fixed charge ratio of at least 1.0, restrict distribution of dividends unless certain
conditions are met, such as having a fixed charge ratio of at least 1.15, and require financial statement reporting and delivery of borrowing base certificates. As of June 29, 2019 and September 29,
2018 , the Company was in compliance with all financial covenants. The Credit Facility and the Term Loan are collateralized by eligible inventory and accounts receivable of the Company, as well as
the Company's intellectual property including patents and trademarks.

7. Commitments and contingencies
Legal proceedings

From time to time, the Company is involved in legal proceedings in the ordinary course of business, including claims relating to employee relations, business practices and patent infringement.
Litigation can be expensive and disruptive to normal business operations. Moreover, the results of complex legal proceedings are difficult to predict and the Company’s view of these matters may
change in the future as the litigation and events related thereto unfold. The Company expenses legal fees as incurred. The Company records a provision for contingent losses when it is both probable
that a liability has been incurred and the amount of the loss can be reasonably estimated. An unfavorable outcome to any legal matter, if material, could have an adverse effect on the Company’s
operations or its financial position, liquidity or results of operations.

On March 10, 2017, Implicit, LLC (“Implicit”) filed a patent infringement action in the United States District Court, District of Delaware against the Company. Implicit is asserting that the
Company infringed on two patents in
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this case. The Company denies the allegations. There is no assurance of a favorable outcome and the Company’s business could be adversely affected as a result of a finding that the Company patents-
in-suit are invalid and/or unenforceable. A range of loss, if any, associated with this matter is not probable or reasonably estimable as of June 29, 2019 and September 29, 2018 .
The Company is involved in certain other litigation matters not listed above but does not consider the matters to be material either individually or in the aggregate at this time. The Company’s

view of the matters not listed may change in the future as the litigation and events related thereto unfold.
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8. Stock-based compensation

In 2003, the Company’s board of directors (the “Board”) established the 2003 Stock Plan (as amended, the “2003 Plan”). In July 2018, the Board adopted the 2018 Equity Incentive Plan (the
“2018 Plan”) and ceased granting awards under the 2003 Plan. The 2018 Plan became effective in connection with the IPO. Any remaining shares of common stock available for issuance under the
2003 Plan on the effective date of the 2018 Plan were added to the shares of common stock reserved for issuance under the 2018 Plan as of such date, and additional shares of common stock that
would become available for issuance under the 2003 Plan in the future will instead become available for issuance under the 2018 Plan, as further discussed in the Annual Report.

Stock options

Pursuant to the 2018 Plan, the Company issues stock options to employees. The fair value of the stock options is based on the Company’s closing stock price on the trading day immediately prior
to the date of grant. The option price, number of shares and grant date are determined at the discretion of the Board. For so long as the optionholder performs services for the Company, the options
generally vest over 48 months , with cliff vesting after one year and generally vest on a monthly or quarterly basis thereafter, and are exercisable for a period not to exceed ten years from the date of

grant.

The summary of the Company’s stock option activity is as follows:

Weighted Average
Number of Weighted Average Remaining Aggregate Intrinsic
Options Exercise Price Contractual Term Value
(in years) (in thousands)

Outstanding at September 29, 2018 48,504,182 $ 10.33 6.6 $ 276,959
Granted 1,714,328
Exercised (5,869,451)
Forfeited (4,247,115)
Outstanding at June 29, 2019 40,101,944  § 11.10 6.4 $ 82,902
At June 29, 2019

Options exercisable 27,343,825 $ 9.62 54 $ 82,475

Options vested and expected to vest 38,174,480 $ 10.93 6.3 $ 82,792

As of June 29, 2019 and September 29, 2018 , the Company had $51.4 million and $71.5 million, respectively, of unrecognized stock-based compensation expense, which is expected to be
recognized over a weighted-average period of 2.2 and 2.6 years, respectively.
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Restricted stock units

Pursuant to the 2018 Plan, the Company issues restricted stock units (“RSUs”) to employees. The fair value of RSUs is based on the Company's closing stock price on the trading day
immediately preceding the date of grant. RSUs typically have an initial annual cliff vest and then vest quarterly over the service period, which is generally four years. The summary of the Company’s
unvested RSU activity is as follows:

Number of Weighted Average Grant Aggregate Intrinsic
Units Date Fair Value Value
(in thousands)

Unvested at September 29, 2018 — 8 — 8 —
Granted 7,369,802
Vested (435,978)
Forfeited (225,899)
Unvested at June 29, 2019 6,707,925  § 11.31 $ 76,068
At June 29, 2019

Units expected to vest 5,118,685  $ 1132 $ 58,046

As of June 29, 2019 , the Company had $ 55.1 million of unrecognized stock-based compensation expense related to their RSUs, which is expected to be recognized over a weighted-average
period of 3.6 years.

Stock-based compensation

Total stock-based compensation expense by function category was as follows:

Three Months Ended Nine Months Ended
June 29, 2019 June 30, 2018 June 29, 2019 June 30, 2018

(In thousands)
Cost of revenue $ 298 § 49 3 701 $ 156
Research and development 4,904 3,651 12,792 10,417
Sales and marketing 3,608 4,391 9,416 12,414
General and administrative 4,598 2,242 10,616 6,410

Total stock-based compensation expense $ 13,408  $ 10,333 § 33,525  $ 29,397

9. Income taxes
The Company’s tax provision and the resulting effective tax rate for interim periods is determined based upon its estimated annual effective tax rate, adjusted for the effect of discrete items arising
in that quarter. The impact of such inclusions could result in a higher or lower effective tax rate during a particular quarter, based upon the mix and timing of actual earnings or losses versus annual

projections. In each quarter, the Company updates its estimate of the annual effective tax rate, and if the estimated annual tax rate changes, a cumulative adjustment is made in that quarter.

The Company had an income tax expense of $0.8 million and income tax expense of $0.5 million for the three months ended June 29, 2019 and June 30, 2018 , respectively. The Company had
income tax expense of $ 3.1 million and income tax expense of $ 1.1 million for the nine months ended June 29, 2019 and June 30, 2018 , respectively.
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For the three and nine months ended June 29, 2019 , we calculated our U.S. income tax provision using the discrete method as though the interim year to date period was an annual period. The
Company believes that the application of the estimated annual effective tax rate (“AETR”) method generally required by ASC 740 is impractical for the U.S. tax provision given that normal deviations
in the projected pre-tax net income (loss) in the U.S. could result in a disproportionate and unreliable effective tax rate under the AETR method.

For the quarter-ended June 29, 2019 , the Company has maintained a full valuation allowance on its U.S. deferred tax assets due to its history of U.S. operating losses. It is possible that within the
next 12 months there may be sufficient positive evidence to release a significant portion of the valuation allowance. Release of the U.S. valuation allowance would result in the establishment of certain
deferred tax assets and a benefit to income tax expense for the period the release is recorded which could have a material impact on net earnings. The exact timing and amount of the valuation
allowance release are subject to change based on the level of profitability achieved.

Tax Cuts and Jobs Act

On December 22, 2017, President Trump signed the Tax Cuts and Jobs Act (the “Tax Act”) into law, introducing significant changes to U.S. income tax law. Changes include, but are not limited
to, a corporate tax rate decrease from 35% to 21% effective for tax years beginning after December 31, 2017 and the transition of U.S. international taxation from a worldwide tax system to a
territorial system.

The Company is subject to certain of the provisions of the Tax Act during the year ending September 28, 2019. These provisions include a new tax on global intangible low-taxed income
(“GILTI”), a deduction for foreign derived intangible income (“FDII”’) and a minimum tax on certain transactions deemed to erode the U.S. tax base (“BEAT”). The Company has elected to account
for GILTI as a period cost. In fiscal 2019, the Company does not believe that its effective tax rate will be materially impacted by GILTI or FDII, but the Company may be subject to BEAT. The total
BEAT provision for the year is subject to change based on the Company’s results of operations and new Internal Revenue Service guidance issued during the year.

On December 22, 2017, the SEC issued Staff Accounting Bulletin No. 118, which allows the Company to record provisional amounts during a measurement period not to extend beyond one year
of the enactment date. During the three months ended December 29, 2018, the Company completed the accounting for the elements of the Tax Act. The Company had previously not recorded a
provision related to the Tax Act and has determined further adjustment was not required.
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10. Net income (loss) per share attributable to common stockholders

Basic and diluted net income (loss) per share attributable to common stockholders is presented in conformity with the two-class method required for participating securities. The Company
considers its redeemable convertible preferred stock to be participating securities as the holders of redeemable convertible preferred stock were entitled to receive noncumulative dividends in the event
that a dividend was paid on common stock. Upon the closing of the IPO, all outstanding shares of the Company’s redeemable convertible preferred stock automatically converted into 32,482,590
shares of common stock on a one -for-one basis.

Basic net income (loss) attributable to common stockholders per share is calculated by dividing net income (loss) attributable to common stockholders by the weighted-average number of shares
of common stock outstanding less shares subject to repurchase. Diluted net income (loss) per share attributable to common stockholders adjusts the basic net income (loss) per share attributable to
common stockholders and the weighted-average number of shares of common stock outstanding for the potentially dilutive impact of stock options and RSUs, using the treasury stock method, and
convertible preferred stock using the as-if-converted method.

The following table sets forth the computation of the Company’s basic and diluted net income (loss) per share attributable to common stockholders:

Three Months Ended Nine Months Ended

June 29, 2019 June 30, 2018 June 29, 2019 June 30, 2018
(In thousands, except share and per share data)
Numerator:
Net income (loss) attributable to common stockholders - basic and diluted $ (14,009) $ (26,988) $ 24834 § (13,884)
Denominator:
Weighted-average shares of common stock—basic 105,522,313 60,074,763 102,667,316 59,484,761
Effect of potentially dilutive stock options — — 9,115,070 —
Effect of RSUs — — 760,612 —
Weighted-average shares of common stock—diluted 105,522,313 60,074,763 112,542,998 59,484,761
Net income (loss) per share attributable to common stockholders:
Net income (loss) per share attributable to common stockholders - basic $ 0.13) 3 045) $ 024 $ (0.23)
Net income (loss) per share attributable to common stockholders - diluted $ 0.13) $ 0.45) $ 022 $ (0.23)
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The following potentially dilutive shares were excluded from the computation of diluted net income (loss) per share attributable to common stockholders because including them would have been
antidilutive:

Three Months Ended Nine Months Ended
June 29, 2019 June 30, 2018 June 29, 2019 June 30, 2018
Convertible preferred stock — 32,482,590 — 32,482,590
Stock options to purchase common stock 40,916,245 48,370,248 34,408,923 48,370,248
Restricted stock units 6,394,726 — 2,532,886 —
Shares subject to repurchase — 53,892 — 53,892
Total 47,310,971 80,906,730 36,941,809 80,906,730

11. Defined contribution plans

The Company has a defined contribution 401(k) plan (the "401(k) Plan") for the Company’s U.S.-based employees, as well as defined contribution plans for employees in Germany, France and
Netherlands. In the second quarter of fiscal 2019, the Company began making contributions towards the 401(k) Plan, as well as towards the defined contribution plans in Germany, France and
Netherlands.
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Item 2. Ma t's discussion and analysis of financial condition and results of operations

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our condensed consolidated financial statements and related notes
included in Part I, Item 1 of this Quarterly Report on Form 10-Q and with our audited consolidated financial statements included in our Annual Report.

We have a 4-4-5 fiscal year ending on the Saturday nearest September 30 each year. Our fiscal year is divided into four quarters of 13 weeks, each beginning on a Sunday and containing two 4-
week periods followed by a 5-week period.

Forward-looking statements

This Quarterly Report on Form 10-Q contains forward-looking statements. All statements other than statements of historical facts contained in this Quarterly Report on Form 10-Q, including
statements regarding future operations are forward-looking statements. In some cases, forward-looking statements may be identified by words such as “believe,” “may,” “will,” “estimate,”
“continue,” “anticipate,” “intend,” “could, ‘would, expect, objective,” “plan,” “potential,” “seek,” “grow,” “target,” “if,” and similar expressions intended to identify forward-looking
statements. We have based these forward-looking statements largely on our current expectations and projections about future events and trends that we believe may affect our financial condition, results
of operations, business strategy, short-term and long-term business operations and objectives and financial needs. These forward-looking statements are subject to a number of risks, uncertainties and
assumptions, including those described in the section titled “Risk Factors” set forth in Part II, Item 14 of this Quarterly Report on Form 10-Q and in our other SEC filings, including our Annual Report.
Moreover, we operate in a very competitive and rapidly changing environment. New risks emerge from time to time. It is not possible for our management to predict all risks, nor can we assess the
impact of all factors on our business or the extent to which any factor, or combination of factors, may cause actual results to differ materially from those contained in any forward-looking statements we
may make. In light of these risks, uncertainties and assumptions, the future events and trends discussed in this Quarterly Report on Form 10-Q may not occur and actual results may differ materially and
adversely from those anticipated or implied in the forward-looking statements. You should read this Quarterly Report on Form 10-Q with the understanding that our actual future results, levels of
activity, performance and events and circumstances may be materially different from what we expect.

Overview

Sonos was founded with a clear mission—to fill every home with music. This mission led us to invent wireless multi-room home audio. Sonos transforms the way people live and interact by
restoring the shared experience of music throughout the home. Our home sound system provides an immersive listening experience created by our thoughtfully designed speakers and components, our
proprietary software platform and the ability to wirelessly stream the content our customers love from the services they prefer.

We generate substantially all revenue from the sale of our wireless speakers, home theater speakers and component products, as new customers buy our products and existing customers continue
to add products to their Sonos home sound systems. Our wireless speakers include Play:1, Play:5 and Sonos One, which includes native voice control. Our home theater products include Playbar,
Playbase and Sub, as well as Sonos Beam, which includes native voice control. Our component products include Connect, Connect:Amp and Sonos Amp, as well as our architectural speakers recently
released in connection with our Sonance partnership. We also generate revenue from other sources, such as module revenue, the sale of Sonos and third-party accessories like speaker stands and wall
mounts, as well as licensing revenue. Module revenue is comprised of sales of hardware and embedded software that is integrated into final products that are manufactured and sold by our partners.
We sell our products primarily through over 10,000 third-party physical retailers, including custom installers of home audio systems. We also sell through select e-commerce retailers and our website
sonos.com. Our products are distributed in over 50 countries. We operate offices and development labs worldwide, with a significant presence in the United States, the Netherlands and China.

23



Table of contents

Key metrics

In addition to the measures presented in our condensed consolidated financial statements, we use the following additional key metrics to evaluate our business, measure our performance, identify
trends affecting our business and assist us in making strategic decisions. Our key metrics are products sold, adjusted EBITDA and adjusted EBITDA margin.

Net income (loss) is the most directly comparable financial measure calculated under U.S. GAAP for adjusted EBITDA. In the three months ended June 29, 2019 and June 30, 2018 , we had net
losses of $14.0 million and $27.0 million, respectively. In the nine months ended June 29, 2019 and June 30, 2018 , we had net income of $24.8 million and a net loss of $13.9 million, respectively.

Three Months Ended Nine Months Ended
June 29, 2019 June 30, 2018 June 29, 2019 June 30, 2018
(in thousands, except percentages)
Products sold 1,083 887 4,253 3,957
Adjusted EBITDA $ 6,797 $ (1,541) $ 91,457 $ 48,968
Adjusted EBITDA margin 2.6% (0.7)% 9.5% 5.7%

Products sold

Products sold represents the number of products that are sold during a period, net of returns. Products sold includes the sale of wireless speakers, home theater speakers and component products.
Products sold excludes the sale of other products, such as module units from our IKEA partnership and Sonos and third-party accessories. Historically, the sale of other items has not materially
contributed to our revenue. Growth rates between products sold and revenue are not perfectly correlated because our revenue is affected by other variables, such as the mix of products sold during the
period, promotional discount activity and the introduction of new products that may have higher or lower than average selling prices.

Adjusted EBITDA and adjusted EBITDA margin
We define adjusted EBITDA as net income (loss) adjusted to exclude the impact of stock-based compensation expense, depreciation, interest, other income (expense), taxes and items considered
to be non-recurring. We define adjusted EBITDA margin as adjusted EBITDA divided by revenue. See “Non-GAAP financial measures” below for information regarding our use of adjusted EBITDA

and adjusted EBITDA margin and a reconciliation of net income (loss) to adjusted EBITDA.

Non-GAAP financial measures

To supplement our condensed consolidated financial statements presented in accordance with U.S. GAAP, we monitor and consider adjusted EBITDA and adjusted EBITDA margin, which are
non-GAAP financial measures. These non-GAAP financial measures are not based on any standardized methodology prescribed by U.S. GAAP and are not necessarily comparable to similarly titled
measures presented by other companies.
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We use these non-GAAP financial measures to evaluate our operating performance and trends and make planning decisions. We believe that these non-GAAP financial measures help identify
underlying trends in our business that could otherwise be masked by the effect of the expenses and other items that we exclude in these non-GAAP financial measures. Accordingly, we believe that
these non-GAAP financial measures provide useful information to investors and others in understanding and evaluating our operating results, enhance the overall understanding of our past
performance and future prospects and allow for greater transparency with respect to key financial metrics used by our management in its financial and operational decision-making. Adjusted EBITDA
and adjusted EBITDA margin are non-GAAP financial measures, and should not be considered in isolation of, or as an alternative to, measures prepared in accordance with U.S. GAAP. There are a
number of limitations related to the use of adjusted EBITDA rather than net income (loss), which is the nearest U.S. GAAP equivalent of adjusted EBITDA, and the use of adjusted EBITDA margin
rather than operating margin, which is the nearest U.S. GAAP equivalent of adjusted EBITDA margin. Some of these limitations are:

« these non-GAAP financial measures exclude depreciation and, although these are non-cash expenses, the assets being depreciated may be replaced in the future;

« these non-GAAP financial measures exclude stock-based compensation expense, which has been, and will continue to be, a significant recurring expense for our business and an important part
of our compensation strategy;

*  these non-GAAP financial measures do not reflect interest expense, or the cash requirements necessary to service interest or principal payments on our debt, which reduces cash available to us;

* these non-GAAP financial measures do not reflect the effect of foreign currency exchange gains or losses, which is included in other income (expense), net;

» these non-GAAP financial measures do not reflect income tax payments that reduce cash available to us; and

»  the expenses and other items that we exclude in our calculation of these non-GAAP financial measures may differ from the expenses and other items, if any, that other companies may exclude
from these non-GAAP financial measures when they report their operating results.

Because of these limitations, these non-GAAP financial measures should be considered along with other operating and financial performance measures presented in accordance with U.S. GAAP.

The following table presents a reconciliation of net income (loss) to adjusted EBITDA:

Three Months Ended Nine Months Ended
June 29, June 30, June 29, June 30,
2019 2018 2019 2018
(in thousands, except percentages)
Net income (loss) $ (14,009) $ (26,988) $ 24,834 $ (13,884)
Depreciation 8,439 9,760 27,403 28,647
Stock-based compensation expense 13,408 10,333 33,525 29,397
Interest (income) expense, net (806) 1,116 (1,019) 3,367
Other (income) expense, net (1,068) 3,744 3,640 315
Provision for income taxes 833 494 3,074 1,126
Adjusted EBITDA $ 6,797 $ (1,541) $ 91,457 $ 48,968
Revenue $ 260,119 $ 208,398 $ 966,663 $ 864,069
Adjusted EBITDA margin 2.6% (0.7)% 9.5% 5.7%

Factors affecting performance

New product introductions. To date, new product introductions have had a positive impact on our revenue. New product launches and changes in our product mix can contribute to significant
year-over-year revenue variability. When new products are introduced, initial sales of the product to our retail channel partners can lead to revenue that is higher than normal for the period.
Additionally, although channels are typically filled before general availability, revenue recognition related to new product introductions is delayed until the date of general availability, which can
sometimes magnify the impact of a new product launch in quarters where there is a general availability launch.
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Seasonality . Historically, we have experienced the highest levels of revenue in the first fiscal quarter of the year, coinciding with the holiday shopping season. Our promotional discounting
activity is higher in the first fiscal quarter as well, which negatively impacts gross margin during this period. However, our higher sales volume in the holiday shopping season has historically resulted
in a higher operating margin in the first fiscal quarter due to positive operating leverage.

Components of results of operations
Revenue

We generate substantially all of our revenue from the sale of wireless speakers, home theater speakers and component products. We also generate a small portion of our revenue from other
revenue sources, such as module revenue from our IKEA partnership, the sale of Sonos and third-party accessories like speaker stands and wall mounts, as well as professional services and licensing
revenue. Our revenue is recognized net of allowances for returns, discounts, sales incentives and any taxes collected from customers. We also defer a portion of our revenue that is allocated to
unspecified software upgrades and cloud-based services. Our revenue is subject to fluctuation based on the foreign currency in which our products are sold, principally for sales denominated in the
euro and the British pound. The introduction of new products may result in an increase in revenue but may also impact revenue generated from existing products as volume mix shifts to the new
products.

Cost of revenue

Cost of revenue consists of product costs, including costs of our contract manufacturers for production, component product costs, shipping and handling costs, warranty replacement costs,
packaging, fulfillment costs, manufacturing and tooling equipment depreciation, warehousing costs, hosting costs and excess and obsolete inventory write-downs. In addition, we allocate certain costs
related to management and facilities, personnel-related expenses and other expenses associated with supply chain logistics. Personnel-related expenses consist of salaries, bonuses, benefits and stock-
based compensation expenses.

Gross profit and gross margin

Our gross margin may, in the future, fluctuate from period to period based on a number of factors, including the mix of products we sell, the channel mix through which we sell our products and
the foreign currency in which our products are sold. As we increase the pace of our product introductions, we expect our gross margin to decline in the near to intermediate term as new products gain a
larger share of our overall product mix. We have historically seen that the gross margin for our newly released products are lowest at launch and have tended to increase over time as we realize cost
efficiencies. As such, our ability to reduce the cost of our products is critical to increasing our gross margin over the long term.

Operating expenses

Operating expenses consist of research and development, sales and marketing and general and administrative expenses.

Research and development . Research and development expenses consist primarily of personnel-related expenses, consulting and contractor expenses, tooling, test equipment, prototype materials
and related overhead costs. To date, software development costs have been expensed as incurred, because the period between achieving technological feasibility and the release of the software has

been short and development costs qualifying for capitalization have been insignificant. We expect to continue to invest in research and development as we develop new products.

Sales and marketing . Sales and marketing expenses consist primarily of advertising and marketing promotions of our products and personnel-related expenses, as well as trade show and event
costs, sponsorship costs, consulting and contractor expenses, travel, product display expenses and related depreciation, customer care costs and overhead costs.

General and administrative . General and administrative expenses consist of personnel-related expenses for our finance, legal, human resources and administrative personnel, as well as the costs
of professional services, information
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technology, litigation expenses, patent costs, related overhead and other administrative expenses. We expect our general and administrative expenses to increase in absolute dollars due to the growth of
our business and related infrastructure as well as legal, accounting, insurance, investor relations and other costs associated with operating as a public company.

Other income (expense), net

Interest income (expense), net. Interest income consists primarily of interest income earned on our cash and cash equivalents balances. Interest expense consists primarily of interest expense
associated with our debt financing arrangements and amortization of debt issuance costs.

Other income (expense), net. Other income (expense), net consists primarily of our foreign currency exchange gains and losses relating to transactions and remeasurement of asset and liability
balances denominated in currencies other than the U.S. dollar. We expect our foreign currency gains and losses to continue to fluctuate in the future due to changes in foreign currency exchange rates.

Provision for income taxes

We are subject to income taxes in the United States and foreign jurisdictions in which we operate. Foreign jurisdictions have statutory tax rates different from those in the United States.
Accordingly, our effective tax rate will vary depending on the relative proportion of foreign to U.S. income, the utilization of foreign tax credits and changes in tax laws.

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for income
tax purposes. A valuation allowance is provided when it is more likely than not that the deferred tax assets will not be realized. We have established a full valuation allowance to offset our U.S. and
certain foreign net deferred tax assets due to the uncertainty of realizing future tax benefits from our net operating loss carryforwards and other deferred tax assets. It is possible that within the next 12
months there may be sufficient evidence to release a significant portion of the U.S. valuation allowance. Release of the U.S. valuation allowance would result in the establishment of certain deferred
tax assets and a benefit to income tax expense for the period the release is recorded which could have a material impact on net earnings. The exact timing and amount of the valuation allowance
release are subject to change based on the level of profitability achieved.
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Results of operations

The following table sets forth our condensed consolidated results of operations for the periods indicated. The period-to-period comparison of financial results is not necessarily indicative of

financial results to be achieved in future periods.

(in thousands)
Revenue
Cost of revenue (V)
Gross profit
Operating expenses
Research and development ()
Sales and marketing (V)
General and administrative (V)
Total operating expenses
Operating income (loss)
Other income (expense), net
Interest income (expense), net
Other income (expense), net

Total other income (expense), net

Income (loss) before provision for income taxes
Provision for income taxes
Net income (loss)

Adjusted EBITDA @

(1) Amounts include stock-based compensation expense as follows:

Cost of revenue
Research and development
Sales and marketing

General and administrative

Total stock-based compensation expense

Three Months Ended Nine Months Ended
June 29, June 30, June 29, June 30,

2019 2018 2019 2018
260,119 $ 208,398 $ 966,663 864,069
142,749 112,909 563,591 491,037
117,370 95,489 403,072 373,032

44,355 35,444 121,530 104,209

61,482 60,819 176,705 214,077

26,583 20,860 74,308 63,822

132,420 117,123 372,543 382,108
(15,050) (21,634) 30,529 (9,076)
806 (1,116) 1,019 (3,367)
1,068 (3,744) (3,640) (315)

1,874 (4,860) (2,621) (3,682)

(13,176) (26,494) 27,908 (12,758)

833 494 3,074 1,126

(14,009) $ (26,988) $ 24,834 (13,884)

6,797 $ (1,541) $ 91,457 48,968

Three Months Ended Nine Months Ended
June 29, June 30, June 29, June 30,
2019 2018 2019 2018

$ 298 $ 49 $ 701 156
4,904 3,651 12,792 10,417

3,608 4,391 9,416 12,414

4,598 2,242 10,616 6,410

$ 13,408 $ 10,333 $ 33,525 29,397

(2) Adjusted EBITDA is a financial measure that is not calculated in accordance with U.S. GAAP. See the section titled “Non-GAAP financial measures” above.
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The following table sets forth selected condensed consolidated financial data for the periods indicated, expressed as a percentage of revenue (the table may not foot due to rounding):

Revenue
Cost of revenue ()
Gross profit
Operating expenses
Research and development ()
Sales and marketing (V)
General and administrative ()
Total operating expenses
Operating income (loss)
Other income (expense), net
Interest income (expense), net
Other income (expense), net
Total other income (expense), net
Income (loss) before provision for income taxes
Provision for income taxes
Net income (loss)

Adjusted EBITDA margin ®

(1) Amounts include stock-based compensation expense as follows:

Cost of revenue
Research and development
Sales and marketing

General and administrative

Total stock-based compensation expense

Three Months Ended Nine Months Ended
June 29, June 30, June 29, June 30,
2019 2018 2019 2018
100.0% 100.0 % 100.0% 100.0%
54.9 54.2 583 56.8
45.1 45.8 41.7 43.2
17.1 17.0 12.6 12.1
23.6 29.2 18.3 24.8
10.2 10.0 7.7 7.4
50.9 56.2 38.5 442
(5.8) (10.4) 32 (1.1)
0.3 (0.5) 0.1 0.4)
0.4 (1.8) 0.4) —
0.7 2.3) (0.3) (0.4)
(5.1) (12.7) 29 (1.5)
0.3 0.2 0.3 0.1
5.4 (13.0) 2.6 (1.6)
2.6% 0.7)% 9.5% 5.7%
Three Months Ended Nine Months Ended
June 29, June 30, June 29, June 30,
2019 2018 2019 2018
0.1% —% 0.1% —%
1.9 1.8 1.3 1.2
1.4 2.1 1.0 1.4
1.8 1.1 1.1 0.7
5.2% 5.0% 3.5% 3.4%

(2) Adjusted EBITDA is a financial measure that is not calculated in accordance with U.S. GAAP. See the section titled “Non-GAAP financial measures” above.
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Comparison of the three and nine months ended June 29, 2019 and June 30, 2018

Revenue

Comparison of the three months ended June 29, 2019 and June 30, 2018

Three Months Ended Change
June 29, 2019 June 30, 2018 $ %

(dollars and products sold in thousands)
Americas $ 145,612 $ 122982  § 22,630 18.4%
EMEA 88,151 75,585 12,566 16.6%
APAC 26,356 9,831 16,525 168.1%

Total revenue $ 260,119 $ 208,398  § 51,721 24.8%
Total products sold 1,083 887 196 22.1%

Total revenue increased by $51.7 million, or 24.8% , from $208.4 million for the three months ended June 30, 2018 to $260.1 million for the three months ended June 29, 2019, due to growth in
all our product categories. Growth in home theater products was primarily related to the launch of our newest home theater product, Sonos Beam, which launched in July 2018 and an increase in sales
of our Sub product. The growth in our home theater category was partially offset by decreases in Playbar and Playbase speakers. The growth in our other category was driven primarily by revenue
from module units. Revenue growth in our wireless speaker category was driven primarily by increases in sales of our Sonos One speakers. Revenue growth in our component category was attributed
to the launch of Sonos Amp in November 2018, which was partially offset by a decrease in sales of Connect:Amp.

Products sold increased by 22.1% for the three months ended June 29, 2019 compared to the three months ended June 30, 2018 . The volume growth was primarily driven by sales of Sonos One,
Sonos Beam and Sonos Amp products. Volume growth was partially offset by a decrease in sales of our Connect: Amp products, due to volume mix shifting from Connect:Amp to Sonos Amp, and a
decrease in Play:3 speakers due to discontinuing Play:3 speakers in fiscal 2018.

Revenue from the Americas increased $ 22.6 million, or 18.4% , from $ 123.0 million for the three months ended June 30, 2018 to $ 145.6 million for the three months ended June 29, 2019 . The

increase in Americas revenue was driven by strong growth in home theater products related to the launch of Sonos Beam, the addition of retailers, and growth in sales of our wireless speakers and
component products.

Revenue from EMEA increased $ 12.6 million, or 16.6% , from $ 75.6 million for the three months ended June 30, 2018 to $ 88.2 million for the three months ended June 29, 2019 . The increase
in EMEA revenue was driven by increases in sales of wireless speaker products, home theater products and component products.

Revenue from APAC increased $ 16.5 million, or 168.1% , from $ 9.8 million for the three months ended June 30, 2018 to $ 26.4 million for the three months ended June 29, 2019 . The increase
in APAC revenue was primarily driven by revenue from module units and an increase in sales of our home theater products.

In constant U.S. dollars, total revenue increased by 27.9% for the three months ended June 29, 2019 compared to the three months ended June 30, 2018 , which excludes the impact of foreign
currencies fluctuating against the U.S. dollar. We calculate constant currency growth percentages by translating our prior-period financial results using the current period average currency exchange

rates and comparing these amounts to our current period reported results.
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Comparison of the nine months ended June 29, 2019 and June 30, 2018

Nine Months Ended Change
June 29, 2019 June 30, 2018 $ %

(dollars and products sold in thousands)
Americas $ 520,684 $ 447,705  $ 72,979 16.3%
EMEA 383,537 374,790 8,747 2.3%
APAC 62,442 41,574 20,868 50.2%

Total revenue $ 966,663 $ 864,069 $ 102,594 11.9%
Total products sold 4,253 3,957 296 7.5%

Total revenue increased by $ 102.6 million, or 11.9% , from $ 864.1 million for the nine months ended June 30, 2018 to $ 966.7 million for the nine months ended June 29, 2019 , due to growth in
each of our home theater, components and other categories. Growth in home theater products was primarily related to the launch of our newest home theater product, Sonos Beam, and an increase in
sales of our Sub product. The growth in our home theater category was partially offset by decreases in Playbar and Playbase speakers. Growth in our components products was driven by the launch of
Sonos Amp in November 2018, which was partially offset by a decrease in sales of Connect: Amp. The growth in our other category was driven by revenue from module units. Total revenue growth
was partially offset by a decrease in revenue from our wireless speaker category, primarily driven by decreases in sales of earlier generations of our wireless speakers products. The decrease in our
wireless speakers category was partially offset by an increase in sales of Sonos One speakers related to the volume mix shifting from Play:1 to Sonos One speakers.

Products sold increased by 7.5% , from 4.0 million for the nine months ended June 30, 2018 to 4.3 million for the nine months ended June 29, 2019 . Volume growth was driven by the launch of
Sonos Beam, sales of Sonos One and the launch of Sonos Amp. Volume growth was partially offset by a decrease in sales of earlier generations of our wireless speaker products.

Revenue from the Americas increased $ 73.0 million, or 16.3% , from $ 447.7 million for the nine months ended June 30, 2018 to $ 520.7 million for the nine months ended June 29, 2019 . The
increase in Americas revenue was driven by strong growth in home theater products related to the launch of Sonos Beam, sales growth in component products related to the launch of Sonos Amp and
the addition of retailers, and was partially offset by decreases in wireless speaker products.

Revenue from EMEA increased $ 8.7 million, or 2.3% , from $ 374.8 million for the nine months ended June 30, 2018 to $ 383.5 million for the nine months ended June 29, 2019 . The increase in

EMEA revenue was driven by increased sales of home theater products related to the launch of Sonos Beam and increased sales of our components category, and was partially offset by decreases in
wireless speaker products.

Revenue from APAC increased $ 20.9 million, or 50.2% , from $ 41.6 million for the nine months ended June 30, 2018 to $ 62.4 million for the nine months ended June 29, 2019 . The increase in
APAC revenue was primarily driven by sales revenue from module units.

In constant U.S. dollars, total revenue increased by 14.5% for the nine months ended June 29, 2019 compared to the nine months ended June 30, 2018 , which excludes the impact of foreign

currencies fluctuating against the U.S. dollar. We calculate constant currency growth percentages by translating our prior-period financial results using the current period average currency exchange
rates and comparing these amounts to our current period reported results.
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Cost of revenue and gross profit

Comparison of the three months ended June 29, 2019 and June 30, 2018

Three Months Ended Change
June 29, 2019 June 30, 2018 $ %
(dollars in thousands)
Cost of revenue $ 142,749 $ 112,909 $ 29,840 26.4%
Gross profit $ 117,370 $ 95,489 $ 21,881 22.9%
Gross margin 45.1% 45.8%

Cost of revenue increased $29.8 million, or 26.4% , from $112.9 million for the three months ended June 30, 2018 to $142.7 million for the three months ended June 29, 2019 , primarily due to
the 24.8% increase in revenue and higher costs related to a shift in product mix driven by the launch of Sonos Beam in July 2018.

Gross margin decreased to 45.1% for the three months ended June 29, 2019 compared to 45.8% for the three months ended June 30, 2018 , primarily due to a reduction in licensing revenue and
unfavorable foreign currency exchange impacts.

Comparison of the nine months ended June 29, 2019 and June 30, 2018

Nine Months Ended Change
June 29, 2019 June 30, 2018 $ %
(dollars in thousands)
Cost of revenue $ 563,591 $ 491,037 $ 72,554 14.8%
Gross profit $ 403,072 $ 373,032 $ 30,040 8.1%
Gross margin 41.7% 43.2%

Cost of revenue increased $ 72.6 million, or 14.8% , from $ 491.0 million for the nine months ended June 30, 2018 to $ 563.6 million for the nine months ended June 29, 2019 , primarily due to
the 11.9% increase in revenue and higher costs related to a shift in product mix driven by the launch of Sonos Beam in July 2018.

Gross margin decreased to 41.7% for the nine months ended June 29, 2019 compared to 43.2% for the nine months ended June 30, 2018 , primarily due to the shift in product mix and unfavorable
foreign currency exchange impacts.

Research and development

Comparison of the three months ended June 29, 2019 and June 30, 2018

Three Months Ended Change
June 29, 2019 June 30, 2018 $ Y%
(dollars in thousands)
Research and development $ 44,355 $ 35,444 $ 8,911 25.1%
Percentage of revenue 17.1% 17.0%

Research and development expenses increased $8.9 million, or 25.1% , from $35.4 million for the three months ended June 30, 2018 to $44.4 million for the three months ended June 29, 2019 .
The increase was primarily due to higher personnel-related expenses of $7.2 million as we increased our headcount, particularly in software personnel as we continue to invest in new products and
features.
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Comparison of the nine months ended June 29, 2019 and June 30, 2018

Nine Months Ended Change
June 29,2019 June 30, 2018 $ %
(dollars in thousands)
Research and development $ 121,530 $ 104,209 $ 17,321 16.6%
Percentage of revenue 12.6% 12.1%

Research and development expenses increased $ 17.3 million, or 16.6% , from $ 104.2 million for the nine months ended June 30, 2018 to $ 121.5 million for the nine months ended June 29, 2019

. The increase was primarily due to higher personnel-related expenses of $14.4 million as we increased our headcount, particularly in software personnel as we continue to invest in new products and
features.

Sales and marketing

Comparison of the three months ended June 29, 2019 and June 30, 2018

Three Months Ended Change
June 29, 2019 June 30, 2018 $ %
(dollars in thousands)
Sales and marketing $ 61,482 $ 60,819 $ 663 1.1%
Percentage of revenue 23.6% 29.2%

Sales and marketing expenses increased $ 0.7 million, or 1.1% , from $ 60.8 million for the three months ended June 30, 2018 to $ 61.5 million for the three months ended June 29, 2019 . The

increase was due to an increase of $5.2 million in marketing and advertising costs and $1.8 million in professional fees primarily related to new advertising campaigns, offset by a decrease of $6.2
million in personnel-related costs driven by a decrease in headcount.

Comparison of the nine months ended June 29, 2019 and June 30, 2018

Nine Months Ended Change
June 29, 2019 June 30, 2018 $ %
(dollars in thousands)
Sales and marketing $ 176,705 $ 214,077 $ (37,372) (17.5)%
Percentage of revenue 18.3% 24.8%

Sales and marketing expenses decreased $ 37.4 million, or 17.5% , from $ 214.1 million for the nine months ended June 30, 2018 to $ 176.7 million for the nine months ended June 29, 2019 . The
decrease was primarily due to a decline of $19.5 million in marketing and advertising costs primarily related to reduced marketing expenses as we continue to transition away from traditional paid

media and we adopt more efficient direct-to-consumer and digital marketing tools. The decrease was also due to $17.5 million in reductions from personnel-related costs driven by a decrease in
headcount.
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General and administrative

Comparison of the three months ended June 29, 2019 and June 30, 2018

Three Months Ended Change
June 29, 2019 June 30,2018 $ %
(dollars in thousands)
General and administrative $ 26,583 $ 20,860 $ 5,723 27.4%
Percentage of revenue 10.2% 10.0%

General and administrative expenses increased $5.7 million, or 27.4% , from $20.9 million for the three months ended June 30, 2018 to $26.6 million for the three months ended June 29, 2019 .
The increase was primarily due to an increase in personnel-related costs of $4.1 million, predominantly driven by higher wages and incentive compensation, and an increase of $1.4 million in
professional fees as we invest in the programs necessary to support our public company infrastructure.

Comparison of the nine months ended June 29, 2019 and June 30, 2018

Nine Months Ended Change
June 29, 2019 June 30, 2018 $ %
(dollars in thousands)
General and administrative $ 74,308 $ 63,822 $ 10,486 16.4%
Percentage of revenue 7.7% 7.4%

General and administrative expenses increased $ 10.5 million, or 16.4% , from $ 63.8 million for the nine months ended June 30, 2018 to $ 74.3 million for the nine months ended June 29, 2019 .
The increase was primarily due to an increase in personnel-related costs of $8.0 million and $1.7 million of increased overhead expenses, predominantly driven by higher wages and incentive
compensation as we invest in the programs necessary to support our public company infrastructure.

Interest income (expense), net and other income (expense), net

Comparison of the three months ended June 29, 2019 and June 30, 2018

Three Months Ended Change
June 29, 2019 June 30, 2018 $ %
(dollars in thousands)
Interest income (expense), net $ 806 $ (1,116) $ 1,922 *
Other income (expense), net $ 1,068 $ (3,744) $ 4,812 *

* not meaningful

The change in interest income (expense), net was primarily due to higher investment yields on our cash balances and a lower effective interest rate as a result of refinancing our Term Loan. The
change in other income (expense), net was primarily due to foreign currency exchange gains and losses.
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Comparison of the nine months ended June 29, 2019 and June 30, 2018

Nine Months Ended Change
June 29, 2019 June 30, 2018 $ %
(dollars in thousands)
Interest income (expense), net $ 1,019 $ 3,367) $ 4,386 *
Other expense, net $ (3,640) $ @315) $ (3,325) b

* not meaningful

The change in interest income (expense), net was due to higher investment yields on our cash balances and a lower effective interest rate as a result of refinancing our Term Loan. The change in
other income (expense), net was primarily due to foreign currency exchange gains and losses.

Provision for income taxes

Comparison of the three months ended June 29, 2019 and June 30, 2018

Three Months Ended Change
June 29, 2019 June 30, 2018 $ %
(dollars in thousands)
Provision for income taxes $ 833 $ 494 $ 339 *

* not meaningful

Provision for income taxes changed from a provision of $0.5 million for the three months ended June 30, 2018 to a provision of § 0.8 million for the three months ended June 29, 2019 .

For the three-months ended June 29, 2019 , we recorded a provision for income taxes of $0.6 million for certain profitable foreign entities and $0.2 million for U.S. federal and state income tax
for a total provision of $0.8 million. For the three months ended June 29, 2019 , we calculated our U.S. income tax provision using the discrete method as though the interim year to date period was an
annual period. We believe that the application of the estimated annual effective tax rate (“AETR”) method generally required by ASC 740 is impractical for the U.S. tax provision given that normal

deviations in the projected pre-tax net income (loss) in the U.S. could result in a disproportionate and unreliable effective tax rate under the AETR method. We recorded a provision for income taxes
of $0.5 million for certain profitable foreign entities for the three months ended June 30, 2018 .

Comparison of the nine months ended June 29, 2019 and June 30, 2018

Nine Months Ended Change
June 29, 2019 June 30, 2018 $ %
(dollars in thousands)
Provision for income taxes $ 3,074 $ 1,126 $ 1,948 *

* not meaningful

Provision for income taxes increased from $1.1 million for the nine months ended June 30, 2018 to $ 3.1 million for the nine months ended June 29, 2019 .

For the nine -months ended June 29, 2019 , we recorded a provision for income taxes of $1.2 million for certain profitable foreign entities and a provision of $1.9 million for U.S. federal and state

income tax for a total provision of $3.1 million. For the nine months ended June 29, 2019 , we calculated our U.S. income tax provision using the discrete method as though the interim year to date
period was an annual period for the reasons described above.
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For the nine months ended June 30, 2018 , we recorded a provision for income taxes of $1.3 million for certain profitable foreign entities and a benefit of $0.2 million as a result of U.S. tax reform
for a total provision of $1.1 million.

36




Table of contents

Liquidity and capital resources

Our operations are financed primarily through cash flow from operating activities, net proceeds from the sale of our equity securities, including net proceeds of $90.6 million from the closing of
our IPO on August 6, 2018, and borrowings under our Term Loan and Credit Facility. As of June 29, 2019 , our principal sources of liquidity consisted of cash flow from operating activities, cash and
cash equivalents of $338.3 million, including $ 43.6 million held by our foreign subsidiaries, proceeds from exercise of stock options and borrowing capacity under the Credit Facility. In accordance
with our policy, the undistributed earnings of our non-U.S. subsidiaries remain indefinitely reinvested outside of the United States as of June 29, 2019 , as they are required to fund needs outside the
United States. In the event funds from foreign operations are needed to fund operations in the United States and if U.S. tax has not already been previously provided, we may be required to accrue and

pay additional U.S. taxes to repatriate these funds.

We believe our existing cash and cash equivalent balances, cash flow from operations and committed credit lines will be sufficient to meet our working capital and capital expenditure needs for
the next 12 months. Our future capital requirements may vary materially from those currently planned and will depend on many factors, including our rate of revenue growth, the timing and extent of
spending on research and development efforts and other business initiatives, our planned sales and marketing activities, the timing of new product introductions, market acceptance of our products and
overall economic conditions. To the extent that current and anticipated future sources of liquidity are insufficient to fund our future business activities and requirements, we may be required to seek
additional equity or debt financing. The sale of additional equity would result in additional dilution to our stockholders. The incurrence of additional debt financing would result in increased debt
service obligations and the instruments governing such debt could provide for operating and financing covenants that would restrict our operations.

Debt obligations
Our debt obligations consist of the Credit Facility and the Term Loan. Our short- and long-term debt obligations as of June 29, 2019 and September 29, 2018 was as follows:

As of
June 29, 2019 September 29, 2018
Rate Balance Rate Balance

(dollars in thousands)

Term Loan (D 51% $ 40,000 48% $ 40,000
Unamortized debt issuance costs @ (179) (236)
Total indebtedness 39,821 39,764
Less short-term portion (11,667) (6,667)

Long-term debt $ 28,154 $ 33,097

(1) Bears interest at a variable rate equal to an adjusted LIBOR plus 2.25% and is payable quarterly. Due in October 2021, with quarterly principal payments beginning in July 2019.
(2) Debt issuance costs are recorded as a debt discount and recorded as interest expense over the term of the agreement.

The Credit Facility allows us to borrow up to $80.0 million restricted to the value of the borrowing base which is based on the value of our inventory and accounts receivable and is subject to
monthly redetermination. The Credit Facility matures in October 2021 and may be drawn as Commercial Bank Floating Rate Loans (at the higher of prime rate or adjusted LIBOR plus 2.50%) or
Eurocurrency Loans (at LIBOR plus an applicable margin). As of both June 29, 2019 and September 29, 2018 , we did not have any outstanding borrowings and had $ 4.5 million in undrawn letters of

credit that reduce the availability under the Credit Facility.

Debt obligations under the Credit Facility and the Term Loan require that we maintain a consolidated fixed charge ratio of at least 1.0, restrict distribution of dividends unless certain conditions
are met, such as having a fixed charge ratio of at least 1.15, and require financial statement reporting and delivery of borrowing base certificates. As of June 29, 2019 and September 29, 2018 , we

were in compliance with all financial covenants. The Credit Facility
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and the Term Loan are collateralized by eligible inventory and accounts receivable, as well as our intellectual property including patents and trademarks.

Cash flows
The following table summarizes our cash flows for the periods indicated:

Nine Months Ended

June 29, 2019 June 30, 2018
(In thousands)
Net cash provided by (used in):
Operating activities $ 110,936  $ 15,792
Investing activities (14,092) (25,927)
Financing activities 20,617 2,683
Effect of exchange rate changes (103) 1,289
Net change in cash, cash equivalents and restricted cash $ 117,358  $ (6,163)

Cash flows from operating activities

Net cash provided by operating activities of $110.9 million for the nine months ended June 29, 2019 consisted of net income of $24.8 million, non-cash adjustments of $64.2 million and a net
increase in cash related to changes in operating assets and liabilities of $21.9 million . Non-cash adjustments primarily consisted of stock-based compensation expense of $33.5 million and
depreciation of $27.4 million . The change in operating assets and liabilities was primarily due to a decrease in inventory of $69.7 million due to the seasonality of our business, an increase in deferred
revenue of $5.3 million, an increase in other liabilities of $4.1 million and an increase in accrued compensation of $1.1 million. The increase in net change in operating assets and liabilities was offset

by a decrease in accounts payable and accrued expenses of $33.7 million related to the decrease in inventory, an increase in accounts receivable of $19.1 million due to the seasonality of our business
and an increase in other assets of $5.4 million.

Net cash provided by operating activities of $15.8 million for the nine months ended June 30, 2018 consisted of a net loss of $13.9 million, non-cash adjustments of $59.1 million and a net
decrease in cash related to changes in operating assets and liabilities of $29.4 million. Non-cash adjustments primarily consisted of stock-based compensation expense of $29.4 million and
depreciation of $28.6 million. The change in operating assets and liabilities was primarily due to a $24.4 million net decrease in accounts payable and accrued expenses due to seasonality, an increase

in accounts receivable of $5.7 million primarily due to seasonality, and a decrease in accrued compensation of $4.2 million, offset by an increase in deferred revenue of $10.3 million primarily related
to shipments of Sonos Beam as the product was not yet available for sale to the general public.

Cash flows from investing activities

Cash used in investing activities for the nine months ended June 29, 2019 of $14.1 million was due to payments for property and equipment, which were primarily comprised of manufacturing-
related tooling and test equipment to support the launch of new products, leasehold improvements and marketing-related product displays.

Cash used in investing activities for the nine months ended June 30, 2018 of $25.9 million was due to payments for property and equipment, which was primarily comprised of marketing-related
product displays and manufacturing-related tooling and test equipment used at our contract manufacturers to support the launch of new products.
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Cash flows from financing activities

Cash provided by financing activities for the nine months ended June 29, 2019 of $20.6 million primarily consisted of proceeds from exercise of stock options of $22.0 million , partially offset by
payments for purchases of treasury stock of $0.8 million and final payments of offering costs of $0.6 million .

Cash provided by financing activities for the nine months ended June 30, 2018 of $2.7 million primarily consisted of net proceeds of $30.0 million from the issuance of debt and proceeds from the
exercise of common stock options of $5.7 million. These increases were offset by a net paydown of our revolving credit facilities of $30.0 million, payment of offering costs of $2.2 million, and $0.9
million related to the repurchase of common stock to provide liquidity for existing equity holders.

C i ts and contingencies

At June 29, 2019 , we had $56.3 million in non-cancelable purchase commitments for inventory we expect to purchase in the remainder of fiscal 2019 .

Off-balance sheet arrang t
We have not entered into any off-balance sheet arrangements, except as described above, and do not have any holdings in variable interest entities.

Critical accounting policies and estimates

Our unaudited condensed consolidated financial statements are prepared in accordance with U.S. GAAP. The preparation of these unaudited condensed consolidated financial statements requires
us to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue, expenses and related disclosures. We evaluate our estimates and assumptions on an ongoing basis.
Our estimates are based on historical experience and various other assumptions that we believe to be reasonable under the circumstances. Actual results could differ materially from those estimates.

Other than items discussed in Note 2 of our condensed consolidated financial statements, there have been no material changes to our critical accounting policies as compared to the critical
accounting policies and significant judgments and estimates disclosed in our Annual Report.

Item 3. Quantitative and qualitative disclosures about market risk

We are exposed to financial market risks, including changes in currency exchange rates and interest rates. For quantitative and qualitative disclosures about market risk, refer to Part II, Item 7A,
Quantitative and Qualitative Disclosures About Market Risk, in our Annual Report. Our exposure to market risk has not changed materially, except as follows:

Foreign currency risk

Our inventory purchases are primarily denominated in U.S. dollars. Our international sales are primarily denominated in foreign currencies and any movement in the exchange rate between the
U.S. dollar and the currencies in which we conduct sales in foreign countries could have an impact on our revenue, principally for sales denominated in the euro and the British pound. A portion of our
operating expenses are incurred outside the United States and are denominated in foreign currencies, which are also subject to foreign currency exchange rate fluctuations. In certain countries where
we may invoice customers in the local currency our revenues benefit from a weaker dollar and are adversely affected by a stronger dollar. The opposite impact occurs in countries where we record
expenses in local currencies. In those cases, our costs and expenses benefit from a stronger dollar and are adversely affected by a weaker dollar. The fluctuations in our operating expenses outside the
United States resulting from volatility in foreign exchange rates are not generally moderated by corresponding fluctuations in revenues from existing contracts.

We do not currently use foreign exchange contracts or derivatives to hedge any foreign currency exposures. The volatility of exchange rates depends on many factors that we cannot forecast with
reliable accuracy. Our continued

39



Table of contents
international expansion increases our exposure to exchange rate fluctuations and, as a result, such fluctuations could have a significant impact on our future results of operations.

We recognized a gain of $ 1.1 million and a loss of $3.8 million from foreign currency gains and losses for the three months ended June 29, 2019 and June 30, 2018 , respectively. We recognized
a loss of $ 3.6 million and a loss of $ 0.4 million from foreign currency gains for the nine months ended June 29, 2019 and June 30, 2018 , respectively. Based on transactions denominated in
currencies other than respective functional currencies as of June 29, 2019 , a hypothetical adverse change of 10% would have resulted in an adverse impact on income (loss) before provision for
income taxes of approximately $ 1.5 million for the three months ended June 29, 2019 and $ 8.8 million for the nine months ended June 29, 2019 .

Item 4. Controls and procedures

Evaluation of disclosure controls and procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of our disclosure controls and procedures (as defined in Rules
13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended), as of the end of the period covered by this Quarterly Report on Form 10-Q.

Based on the evaluation of our disclosure controls and procedures as of June 29, 2019 , our Chief Executive Officer and Chief Financial Officer concluded that as a result of the material
weaknesses in our internal control over financial reporting that were disclosed in our Annual Report, our disclosure controls and procedures were not effective as of June 29, 2019 .

Notwithstanding the material weaknesses, our management has concluded that the condensed consolidated financial statements included elsewhere in this Quarterly Report on Form 10-Q present
fairly, in all material respects, our financial position, results of operations and cash flows in conformity with GAAP.

Management’s plan to remediate the material weaknesses

As previously described in Part II, Item 9A of our Annual Report, we began implementing a remediation plan to address the material weaknesses mentioned above. The initiatives we are
implementing to remediate the material weaknesses are subject to continued management review supported by confirmation and testing, as well as audit committee oversight. We will continue to
implement measures to remedy our internal control deficiencies through the end of fiscal 2019, which coincides with the first year in which we will be required to provide the management's report on
internal control over financial reporting under Section 404 of the Sarbanes-Oxley Act of 2002 (the “Sarbanes-Oxley Act”).

Changes in internal control

Other than the changes intended to remediate the material weaknesses noted above, there were no changes in our internal control over financial reporting during the three months ended June 29,
2019 that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION
Item 1. Legal proceedings

From time to time, we may become involved in legal proceedings or be subject to claims arising in the ordinary course of our business. Other than the matters described in Note 7 of the notes to
our condensed consolidated financial statements included in Part I, Item 1 of this Quarterly Report on Form 10-Q, we are not presently a party to any legal proceedings that in the opinion of our
management, if determined adversely to us, would individually or taken together have a material adverse effect on our business, operating results, financial condition or cash flows. Regardless of the
outcome, litigation can have an adverse impact on us because of defense and settlement costs, diversion of management resources, and other factors.

Item 1A. Risk factors

Investing in our common stock involves a high degree of risk. You should carefully consider the risks and uncertainties described below, as well as the other information in this Quarterly Report
on Form 10-Q, including our condensed consolidated financial statements and the related notes, and the section titled “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” before making an investment decision. The occurrence of any of the events or developments described below could materially and adversely affect our business, financial condition,
results of operations and growth prospects. In such an event, the market price of our common stock could decline, and you may lose all or part of your investment. Additional risks and uncertainties
not currently known to us or that we currently believe are not material may also impair our business, financial condition, results of operations and growth prospects.

Risks related to our business

We have a recent history of losses and expect to incur increased operating costs in the future, and we may not achieve or sustain profitability.

We have experienced net losses in our recent annual periods. In the fiscal years ended September 29, 2018 , September 30, 2017 and October 1, 2016 , we had net losses of $15.6 million, $14.2
million and $38.2 million, respectively. We had an accumulated deficit of $178.8 million as of June 29, 2019 . We expect our operating expenses to increase in the future as we expand our operations
and execute on our product roadmap. We plan to make significant future expenditures related to the expansion of our business and our product offerings, including investments in:

« research and development to continue to introduce innovative new products, enhance existing products and improve our customers’ listening experience;

* sales and marketing to expand our global brand awareness, promote new products, increase our customer base and expand sales within our existing customer base; and

¢ legal, accounting, information technology and other administrative expenses to sustain our operations as a public company.

We need to increase our revenue to achieve and maintain profitability in the future. We cannot assure you that our revenue will continue to grow or that it will not decline. In addition, we
anticipate that new product introductions will adversely impact our gross margin in the near to intermediate term due to the increasing frequency of these product introductions and their anticipated
increased share of our overall product volume. In the past, we have taken cost savings initiatives, including our reorganization effort in the third quarter of fiscal 2018. However, our cost savings
initiatives do not assure our profitability. Additional reorganizations may be implemented in the future and cost savings may be offset by future hiring or other costs to pursue strategic objectives. Our
revenue may decline, or we may incur significant losses for a number of reasons, including the other risks and uncertainties described in these Risk Factors.

The pace of our revenue growth has been volatile, and we cannot assure you that we will continue to achieve consistent revenue growth.

We have experienced volatile revenue growth and demand for our products since launching our first product in 2005. Our revenue grew 14.6% in fiscal 2018 over fiscal 2017, 10.1% in fiscal
2017 over fiscal 2016 and 6.8% in fiscal 2016 over fiscal 2015 . Our historical revenue growth rates therefore should not be considered indicative of our future
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performance. Additionally, because our ability to achieve continued growth will depend on our ability to execute on our product roadmap, we cannot guarantee that our revenue will continue to grow.
In order for our revenue growth to continue, and for the volatility of our growth to stabilize, we will need to be successful in determining the market opportunity for new products and developing and
delivering products that appeal to consumers and stimulate demand. If we are unable to do so, our revenue may not grow as anticipated or at all, and the trading price of our common stock may
decline.

The volatility of our revenue growth could cause our operating expenses to exceed our revenue in some periods. The unpredictable nature of the growth and expansion of our business and product
offerings also places a continuous and significant strain on our management, operational and financial resources. In future periods, we could experience a decline in revenue, or revenue could grow

more slowly than we expect, which could have a material negative effect on our operating results and our stock price could be harmed.

Our operating results depend on a number of factors and are likely to fluctuate from quarter to quarter, which makes them difficult to predict and which could cause the trading price of our

common stock to decline.

Our operating results and other key metrics have fluctuated in the past and may continue to fluctuate from quarter to quarter. We expect that this trend will continue as a result of a number of

factors, many of which are outside of our control and may be difficult to predict, including:

.

Any one of the factors above or the cumulative effect of some of the factors above may result in significant fluctuations in our operating results. As a result, period-to-period comparisons of our
operating results may not be meaningful, and you should not rely on them as an indication of our future performance. The variability and unpredictability of our quarterly operating results or other

fluctuations in demand for our products, including seasonal variations;

the timing and success of new product introductions, which products initially tend to have a lower gross margin;

the timing and success of new product introductions by our competitors;

pricing pressure as a result of competition or otherwise;

shifts in product, geographic or channel mix;

the imposition of tariffs and other trade barriers, and the effects of retaliatory trade measures;

delays or disruptions in our supply, manufacturing or distribution chain;

fluctuations in costs and availability of raw materials and components, and in other manufacturing costs;

fluctuations in levels of channel inventory;

amount and timing of sales and marketing and other operating expenses related to maintenance and expansion of our business;
negative publicity about our products;

adverse litigation judgments, settlements or other litigation-related costs, especially from litigation involving alleged patent infringement or defense of our patents;
fluctuations in foreign exchange rates;

changes in tax rates or adverse changes in tax laws that expose us to additional income tax liabilities;

natural disasters, geopolitical unrest, war, terrorism and other catastrophes outside of our control; and

general economic conditions in domestic or international markets.

operating metrics could result in our failure to meet our expectations or those of investors or any
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analysts that cover us with respect to revenue or other operating results for a particular period. If we fail to meet or exceed such expectations for these or any other reasons, the market price of our
common stock could fall substantially.

J

The success of our business dep on the continued growth of the voice-enabled speaker market, and our ability to establish and maintain market share.

‘We have increasingly focused our product roadmap on voice-enabled speakers, and we introduced our first voice-enabled speaker, Sonos One, in October 2017, and our first voice-enabled home
theater speaker, Sonos Beam, in July 2018. The voice-enabled speaker market and the voice-enabled smart home systems market are still in the early stages of development. If these markets do not
continue to grow, or grow in unpredictable ways, our revenue may fall short of expectations and our operating results may be harmed, particularly since we incur substantial costs to introduce new
products in advance of anticipated sales. Additionally, even if the market for voice-enabled speakers does expand, we may not be successful in developing and selling speakers that appeal to
consumers or gain sufficient market acceptance. To succeed in this market, we will need to design, produce and sell innovative and compelling products and partner with other businesses that enable
us to capitalize on new technologies. We also face intense competition in our markets, and we are dependent on a number of technology partners for the development of our products, some of which
have developed or may develop and sell voice-enabled speaker products of their own. For example, Sonos One and Sonos Beam both feature voice-control enablement powered by Amazon’s Alexa or
Google’s Google Assistant technology, and Amazon and Google currently compete with us by offering speaker products of their own. As we continue to execute on our product roadmap, our success
in introducing voice-enabled speakers that utilize third-party technology, especially voice control, will increasingly depend on the willingness of our technology partners, many of which sell or may
develop products that compete with ours, to continue to promote and enhance our products. These technology partners may cease doing business with us or disable the technology they provide our
products for a variety of reasons, including to promote their products over our own. If these partners disable the integration of their technology into our products, demand for our products may
decrease and our sales may be harmed. We cannot assure you that the resources we invest in research and development, existing or alternative technology partnerships, marketing and sales will be
adequate for us to successfully establish and maintain a large share of the voice-enabled speaker market. If we are not able to capture and sustain market share, our future revenue growth will be
negatively impacted.

71,

To remain c itive and sti c de d, we must successfully manage frequent new product introductions and transitions.

/i

Due to the highly volatile and competitive nature of the home audio and broader consumer electronics industry, we must frequently introduce new products, enhance existing products and
effectively stimulate customer demand for new and upgraded products in both mature and developing markets. The successful introduction of our new products depends on a number of factors, such
as the timely completion of development efforts to correspond with limited windows for market introduction. In recent years, we have experienced delays in bringing new products to market, along
with higher-than-expected costs in doing so. We face significant challenges in managing the risks associated with new product introductions and production ramp-up issues, including accurately
forecasting initial consumer demand, as well as the risk that new products may have quality or other defects in the early stages of introduction. New and upgraded products can also affect the sales and
profitability of existing products. In addition, from time to time, we enter into strategic alliances or collaborative partnerships with third parties to develop, commercialize and market new products,
which may not be successful or result in significant revenues. Accordingly, if we cannot properly manage the introduction of our new products, our operating results and financial condition may be
adversely impacted, particularly if the cadence of new product introductions increases as we expect.

We are highly dependent on a key contract manufacturer to manufacture our products, and while we recently began using additional manufacturers, we may be unable to operate our business if
our key contract manufacturer is unable to manufacture our products or ends its relationship with us.

We have historically depended on a single manufacturer, Inventec Appliances Corporation (“Inventec”), to manufacture our products. Recently, we began using additional manufacturers to
manufacture certain of our products, though Inventec remains our key manufacturer for the vast majority of our production. Our reliance on Inventec increases the risk that, in the event of an
interruption in Inventec’s operations, whether due to a natural catastrophe, labor dispute or otherwise, we would not be able to maintain our production capacity without incurring material additional
costs and substantial delays. Additionally, Inventec can terminate its agreement with us for any reason with 180 days’ advance notice. If Inventec breaches or terminates its agreement with us or
otherwise fails to perform its obligations in a timely manner, we may be severely delayed or fully prevented from selling our products. If Inventec were unable to perform its obligations or were to end
its relationship with us, it would take a significant amount of time to increase our production with other manufacturers
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or to identify and onboard a new manufacturer that has the capability and resources to build our products to our specifications in sufficient volume. Moreover, a violation of labor, environmental,
intellectual property or other laws by our manufacturers, or a failure of our manufacturers to follow generally accepted ethical business practices, could create negative publicity, harm our reputation
and require us to contract with new manufacturers. Identifying additional manufacturers would require us to evaluate and approve their quality control systems, technical capabilities, responsiveness,
service, financial stability, regulatory compliance and labor and other ethical practices. Any material disruption in our relationship with our manufacturers would harm our ability to compete
effectively and satisfy demand for our products, and could adversely impact our revenue, gross margin and operating results.

We depend on a limited ber of third-party components suppliers and logistics providers. Our business may be harmed if these parties do not perform their obligations or if they suffer
interruptions to their own operations, or if alternative component sources are unavailable or if there is an increase in the costs of these components.

We are dependent on a limited number of suppliers for various key components used in our products, and the cost, quality and availability of these components are essential to the successful
production and sale of our products. We have sole-source suppliers, particularly for product-specific mechanical enclosures, and single-source suppliers, particularly for processor components. We are
subject to the risk of shortages and long lead times in the supply of these components and other materials, and the risk that our suppliers discontinue or modify, or increase the price of, the components
used in our products. If the supply of these components were to be delayed or constrained, or if one or more of our main suppliers were to go out of business, alternative sources or suppliers may not
be available on acceptable terms or at all. Further, if there were a shortage of supply, the cost of these components may increase and harm our ability to sell our products on a cost-effective basis. For
example, similar to other companies in the electronics industries, we have from time to time experienced shortages of random-access memory that is integral to manufacturing our products. More
recently, the global supply of multilayer ceramic capacitors, which are components used across the consumer electronics industry as well as in all of our products, is experiencing shortages due to an
imbalance of global demand and supply capacity, resulting in related price increases that we expect will negatively impact our gross margin through calendar year 2019. In connection with any supply
shortages in the future, reliable and cost-effective replacement sources may not be available on short notice or at all, and this may result in decreased sales or force us to increase prices and face a
corresponding decrease in demand for our products. In the event that any of our suppliers were to discontinue production of our key product components, developing alternate sources of supply for
these components would be time consuming, difficult and costly. This would harm our ability to sell our products in order to meet market demand and could materially and adversely affect our brand,
image, business prospects and operating results.

We use a small number of logistics providers for substantially all of our product delivery to both distributors and retailers. If one of these providers were to experience financial difficulties or
disruptions in its business, our own operations could be adversely affected. Because substantially all of our products are distributed from a small number of locations and by a small number of
companies, we are susceptible to both isolated and system-wide interruptions caused by events out of our control. Our distribution facilities employ computer-controlled and automated equipment, and
thus may be vulnerable to computer viruses or other security risks, as well as to electronic or power interruptions or other system failures. Any disruption to the operations of our distribution facilities
could delay product delivery, harm our reputation among our customers and adversely affect our operating results and financial condition.

We have limited control over these parties on which our business depends. If any of these parties fails to perform its obligations on schedule, or breaches or ends its relationship with us, we may
be unable to satisfy demand for our products. Delays, product shortages and other problems could impair our retail distribution and brand image and make it difficult for us to attract new customers. If
we experience significantly increased demand, or if we need to replace an existing supplier or logistics provider, we may be unable to supplement or replace such supply or logistics capacity on terms
that are acceptable to us, which may undermine our ability to deliver our products to customers in a timely manner. Further, we do not have long-term contracts with all of these parties, and there can
be no assurance that we will be able to renew our contracts with them on favorable terms or at all. Accordingly, a loss or interruption in the service of any key party could adversely impact our
revenue, gross margin and operating results.
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Our investiments in marketing may not yield the results we expect.

We have made significant investments in marketing our products. Such efforts include direct marketing to consumers to promote awareness of our products, and of our brand in general. These
efforts may not yield the results we anticipate and may prove more expensive than we currently anticipate, and revenue may not increase sufficiently to offset these higher expenses. Failures in our
marketing efforts could adversely impact our business, financial condition and results of operations.

The home audio and consumer electronics industries are highly competitive. Competition presents an ongoing threat to the success of our business.

The markets in which we operate are extremely competitive and rapidly evolving, and we expect that competition will intensify in the future. Our competition includes established, well-known
sellers of speakers and sound systems such as Bang & Olufsen, Bose, Samsung (and its subsidiaries Harman International and JBL), Sony and Sound United (and its subsidiaries Denon and Polk), and
developers of voice-enabled speakers and systems such as Amazon, Apple and Google. We could also face competition from new market entrants, some of whom might be current partners of ours. In
order to deliver products that appeal to changing and increasingly diverse consumer preferences, and to overcome the fact that a relatively high percentage of consumers may already own or use
products that they perceive to be similar to those that we offer, we must develop superior technology, anticipate increasingly diverse consumer tastes and rapidly develop attractive products with
competitive selling prices. Even if we are able to efficiently develop and offer innovative products at competitive selling prices, our operating results and financial condition may be adversely
impacted if we are unable to effectively anticipate and counter the ongoing price erosion that frequently affects consumer products or if the average selling prices of our products decrease faster than
we are able to reduce our manufacturing costs.

Most of our competitors have greater financial, technical and marketing resources available to them than those available to us, and, as a result, they may develop competing products that cause the
demand for our products to decline. Our current and potential competitors have established, or may establish, cooperative relationships among themselves or with third parties in order to increase the
abilities of their products to address the needs of our prospective customers, and other companies may enter our markets by acquiring or entering into strategic relationships with our competitors. To
remain competitive, we may also need to increase our selling and marketing expenses. We may not have the financial resources, technical expertise or marketing and sales capabilities to continue to
compete successfully. A failure to efficiently anticipate and respond to these established and new competitors may adversely impact our business and operating results.

Further, our current and prospective competitors may consolidate with each other or acquire companies that will allow them to develop products that better compete with our products. Such
consolidation would intensify the competition that we face and may also disrupt or lead to termination of our distribution, technology and content partnerships. For example, if one of our content
partners were to acquire a home audio hardware company, that partner may decide to disable the streaming functionality of its service with our products. If we are unable to compete with these
consolidated companies or if consolidation in the market disrupts our partnerships or reduces the number of companies we partner with, our business would be adversely affected.

Confflicts with our distribution and technology partners could harm our business and operating results.

Several of our existing products compete, and products that we may offer in the future could compete, with the product offerings of some of our significant channel and distribution partners,
which partners have greater financial resources than we do. Amazon and Apple, for example, already offer products that compete with ours. To the extent products offered by our partners compete
with our products, they may choose to promote their own products over ours or could end our partnerships and cease selling or promoting our products entirely. If our distribution partners, such as
Amazon and Apple, continue to compete with us more directly in the future, they would be able to market and promote their products more prominently than they market and promote our products,
and could refuse to promote or offer our products for sale alongside their own, or at all, in distribution channels. Any reduction in our ability to place and promote our products, or increased
competition for available shelf or website placement, especially during peak retail periods, such as the holiday shopping season, would require us to increase our marketing expenditures and to seek
other distribution channels in order to promote our products. If we are unable to effectively sell our products due to conflicts with our distribution partners, our business would be harmed.

We are currently developing, manufacturing and selling voice-enabled speaker systems that are enhanced with the technology of our partners, including those who sell competing products. We
introduced Sonos One in October 2017 and Sonos Beam in July 2018, which both feature built in voice-control enablement powered by Amazon’s Alexa or Google’s Google Assistant technology.

One or more of our partners could disable their integration or begin charging us for their

45



Table of contents

integration with our Sonos One or Sonos Beam products. For example, our current agreement with Amazon allows Amazon to disable the Alexa integration in our Sonos One or Sonos Beam products
with limited notice. We cannot assure you that we will be successful in establishing partnerships with other companies that have developed voice-control enablement technology or in developing such
technology on our own. If one or more of such partners do not maintain their integration with our products or seek to charge us for this integration, or if we have not developed alternative partnerships
for similar voice-enabled products or such technology on our own, our sales may decline, our reputation may be harmed and our business and operating results may suffer.

Competition from our partners who are able to sell speaker products at lower prices could force us to lower our prices, which would harm our operating results.

Many of our current and potential partners have business objectives that may drive them to sell their speaker products at a significant discount to ours. Amazon and Google, for example, both
currently offer their speaker products at significantly lower prices than Sonos One and Sonos Beam. Many of these partners may subsidize these prices and seek to monetize their customers through
the sale of additional services rather than the speakers themselves. Our business model, by contrast, is dependent on the sale of our speakers. Should we be forced to lower the price of our products in
order to compete on a price basis, our operating results could be harmed.

C

P with our ¢ partners could cause these partners to cease to allow their content to be streamed on our products, which could lower product demand.

Demand for our products depends in large part on the availability of streaming third-party content that appeals to our existing and prospective customers. Compatibility with streaming music
services, podcast platforms and other content provided by our content partners is a key feature of our products. To date, all of our arrangements have been entered into on a royalty-free basis. Some of
these content partners compete with us already, and others may in the future produce and sell speakers along with their streaming services. Additionally, other content partners may form stronger
alliances with our competitors in the home audio market. Any of our content partners may cease to allow their content to be streamed on our products for a variety of reasons, including to promote
other partnerships or their products over our products, or seek to charge us for this streaming. If this were to happen, demand for our products could decrease and our operating results could be
harmed.

If' we are unable to accurately anticipate market demand for our products, we may have difficulty managing our production and inventory and our operating results could be harmed.

‘We must forecast production and inventory needs in advance with our suppliers and manufacturer, and our ability to do so accurately could be affected by many factors, including an increase or
decrease in customer demand for our products or those of our competitors, the success of new products in the market, sales promotions by us or our competitors, channel inventory levels and
unanticipated shifts in general economic conditions or consumer confidence levels. Such a rapid increase in production could also cause a decline in manufacturing quality and customer satisfaction. If
demand does not meet our forecast, excess product inventory could force us to write-down or write-off inventory, or to sell the excess inventory at discounted prices, which could cause our gross
margin to suffer and could impair the strength of our brand. In addition, if we were to have excess inventory, we may have reduced working capital, which could adversely affect our ability to invest in
other important areas of our business such as marketing and product development. If our channel partners have excess inventory of our products, they may decrease purchase of our products in
subsequent periods. If demand exceeds our forecast and we do not have sufficient inventory to meet this demand, we would have to rapidly increase production and suffer higher supply and
manufacturing costs that would lower our gross margin. Any of these scenarios could adversely impact our operating results and financial condition.

We experience seasonal demand for our products, and if our sales in high-demand periods are below our forecasts, our overall financial condition and operating results could be adversely
affected.

Given the seasonal nature of our sales, accurate forecasting is critical to our business. Our fiscal year ends on the Saturday closest to September 30, the holiday shopping season occurs in the first
quarter of our fiscal year and the typically slower summer months occur in the fourth quarter of our fiscal year. Historically, our revenue has been significantly higher in our first fiscal quarter due to
increased consumer spending patterns during the holiday season. We attempt to time our new product releases to coincide with relatively higher consumer spending in the first fiscal quarter, which
contributes to this seasonal variation. Any shortfalls in expected first fiscal quarter revenue, due to macroeconomic conditions, product release patterns, a decline in the effectiveness of our
promotional activities, supply chain disruptions or for any other reason, could cause our annual operating results to suffer significantly. In addition, if we fail to accurately forecast customer
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demand for the holiday season, we may experience excess inventory levels or a shortage of products available for sale, which could further harm our financial condition and operating results.

If market demand for streaming music does not grow as anticipated or the availability and quality of streaming services does not continue to increase, our business could be adversely affected.

A large proportion of our customer base uses our products to listen to content via subscription-based streaming music services. Accordingly, we believe our future revenue growth will depend in
significant part on the continued expansion of the market for streaming music. We cannot assure you that this market will continue to grow. The success of the streaming music market depends on the
quality, reliability and adoption of streaming technology, and on the continued success of streaming music services such as Apple Music, Pandora, Spotify and Tuneln. In order to attract and retain
customers, these services must continue to attract record labels, artists, other content providers and advertisers and all parties must be able to successfully monetize their streaming-based businesses
over the long term. If the development of the streaming music market fails to keep pace with consumer demand expectations, the market for streaming music could decline and our business may be
harmed. Additionally, we cannot assure you that the streaming music business model or the streaming music services we partner with will be successful over the long term. If the streaming music
market in general declines or if the streaming services we partner with are not successful, demand for our products may suffer and our operating results may be adversely affected.

If we are not successful in expanding our direct-to-consumer sales channel by driving consumer traffic and consumer purchases through our website, our business and results of operations could
be harmed.

We are currently investing in our direct-to-consumer sales channel, primarily through our website, and our future growth relies in part on our ability to attract consumers to this channel. We plan
to invest in driving sales through this channel. The level of consumer traffic and volume of consumer purchases through our website depends in large part on our ability to provide a user-friendly and
visually appealing interface, a seamless consumer experience, sufficient inventory and reliable, timely delivery of our products. Building this channel and improving our website and product delivery
services will continue to require significant expenditures in marketing, software development and infrastructure. If we are unable to drive traffic to, and increase sales through, our website, our
business and results of operations could be harmed. The success of direct-to-consumer sales through our website is subject to risks associated with e-commerce, including implementing and
maintaining appropriate technology and systems, reliance on third-party service providers, data breaches and disruption of internet service. Our inability to adequately respond to these risks and
uncertainties or to successfully maintain and expand our direct-to-consumer business via our website may have an adverse impact on our results of operations.

Additionally, the expansion of our direct-to-consumer channel may alienate some of our channel partners and could cause a reduction in product sales from these partners. Channel partners may
perceive themselves to be at a disadvantage based on the direct-to-consumer sales offered through our website. Due to these and other factors, conflicts in our sales channels could arise and cause
channel partners to divert resources away from the promotion and sale of our products or to offer competitive products. Further, to the extent we use our mobile app to increase traffic to our website
and increase direct-to-consumer sales, we will rely on application marketplaces such as the Apple App Store and Google Play to drive downloads of our mobile app. Apple and Google, both of which
sell products that compete with ours, may choose to use their marketplaces to promote their competing products over our products or may make access to our mobile app more difficult. Any of these
situations could adversely impact our business and results of operations.

g

We sell our products through a li number of key ch [ partners, and the loss of any such channel partner would adversely impact our business.

We are dependent on our channel partners for a vast majority of our product sales. Some of our key channel partners include Best Buy, which accounted for 16% of our revenue in fiscal 2019,
and the ALSO Group, our distributor in Germany, Sweden, Denmark and Norway, which accounted for 10% of our revenue in fiscal 2019 . We do not enter into long-term volume commitments with
our major channel partners. If one or several of our channel partners were to discontinue selling our products, increase their promotion of competing products or choose to promote competing products
over ours, the volume of our products sold to customers could decrease, which could in turn harm our business. In addition, the loss of a key channel partner for distribution would require us to
identify and contract with alternative channel partners, or to rely more heavily on direct-to-consumer sales, which we may be unable to do successfully, or which could prove time-consuming and
expensive. In addition, revenue from our channel partners depends on a number of factors outside our control and may vary from period to period. If one or more of our channel partners were to
experience serious financial difficulty as a result of weak economic conditions or otherwise, and were to reduce its inventory of our products or limit or cease
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operations, our business and results of operations would be significantly harmed. Consolidation of our channel partners in the future or additional concentration of market share among our channel
partners may also exacerbate this risk.

Because we compete with many other providers of consumer products for placement and promotion of products in the stores of our channel partners, our success depends on our channel partners
and their willingness to promote our products successfully. In general, our contracts with these third parties allow them to exercise significant discretion over the placement and promotion of our
products in their stores, and they could give higher priority to other products. Our channel partners may also give their own products or those of our competitors better placement over our products in
stores or online. If our channel partners do not effectively market and sell our products, or if they choose to use greater efforts to market and sell their own or our competitors’ products, our business,
operating results and prospects may be adversely affected.

A significant disruption in our websites, servers or information technology systems, or those of our third-party partners, or flaws or other vulnerabilities in our products, could impair our
customers’ listening experience or otherwise adversely affect our c s, damage our rep ion or harm our business.

As a consumer electronics company, our website and mobile app are important presentations of our business, identity and brand, and an important means of interacting with, and providing
information to, consumers of our products. We depend on our servers and centralized information technology systems, and those of third parties, for product functionality and to store intellectual
property, forecast our business, maintain financial records, manage operations and inventory and operate other critical functions. Accordingly, we rely heavily on the accuracy, capacity and security of
both our information technology systems and those of third parties. We allocate significant resources to maintaining our information technology systems and deploying network security, data
encryption, training and other measures to protect against unauthorized access or misuse. Nevertheless, our website and information technology systems, and those of the third parties we rely on, are
susceptible to damage, disruptions or shutdowns due to power outages, hardware failures, structural or operational failures, computer viruses, hacking attacks, telecommunication failures, user error,
malfeasance, system upgrades, integration or migration, and other foreseeable and unforeseeable events. All of our products are connected to the internet and receive periodic software updates from
our servers and it is possible that such servers could be compromised, resulting in the delivery of malicious code, severely hampering product functionality. System failures and disruptions could
impede the manufacturing and shipping of products, delivery of online services, functionality of our products, transactions processing and financial reporting, and could result in the loss of intellectual
property or data, require substantial repair costs and damage our reputation and business relationships. Such failures and disruptions could therefore adversely affect our reputation, competitive
position, financial condition and results of operations.

For example, we use Amazon Web Services (“AWS”) to maintain the interconnectivity of our mobile app to our servers and those of the streaming services that our customers access to enjoy our
products. Our brand, reputation and ability to retain and attract new customers depend on the reliable performance of our technology and cloud-based content delivery. Because AWS runs its own
platform that we access, we are vulnerable to both system-wide and Sonos-specific service outages at AWS. Our access to AWS’ infrastructure could be limited by a number of potential causes,
including technical failures, natural disasters, fraud or security attacks that we cannot predict or prevent. If we were to experience an AWS service interruption, or if the security of the AWS
infrastructure were compromised or believed to have been compromised, our ability to serve our customers and our reputation with current and potential customers would be negatively impacted.

Additionally, our products may contain flaws that make them susceptible to unauthorized access or use. For example, we previously discovered a vulnerability in our products that could be
exploited when a customer visited a website with malicious content, allowing the customer’s local network to be accessed by third parties who could then gain unauthorized access to the customer’s
playlists and other data and limited control of the customer’s devices. While we devote significant resources to address and eliminate flaws and other vulnerabilities in our products, there can be no
assurance that our products will not be compromised in the future. Any such flaws or vulnerabilities, whether actual or merely potential, could harm our reputation, competitive position, financial
condition and results of operations.
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Changes in how network operators manage data that travel across their networks or in net neutrality rules could harm our business.

Our business relies in part upon the ability of consumers to access high-quality streaming content through the internet. As a result, the growth of our business depends partially on our customers’
ability to obtain low-cost, high-speed internet access, which relies in part on network operators’ continued willingness to upgrade and maintain their equipment as needed to sustain a robust internet
infrastructure, as well as their continued willingness to preserve the open and interconnected nature of the internet. We exercise no control over network operators, which makes us vulnerable to any
errors, interruptions or delays in their operations. Any material disruption in internet services could harm our business.

To the extent that the number of internet users continues to increase, network congestion could adversely affect the reliability of our platform. We may also face increased costs of doing business
if network operators engage in discriminatory practices with respect to streamed audio content in an effort to monetize access to their networks by content providers. In the past, internet service
providers (“ISPs”) have attempted to implement usage-based pricing, bandwidth caps and traffic shaping or throttling. To the extent network operators create tiers of internet access service and charge
our customers in direct relation to their consumption of audio content, our ability to attract and retain customers could be impaired, which would harm our business. Net neutrality rules, which were
designed to ensure that all online content is treated the same by ISPs and other companies that provide broadband services, were repealed by the Federal Communications Commission effective June
2018. The repeal of the net neutrality rules could force us to incur greater operating expenses, cause our streaming partners to seek to shift costs to us or result in a decrease in the streaming-based
usage of our platform by our customers, any of which would harm our results of operations.

Our investiments in research and development may not yield the results expected.

Our business operates in intensely competitive markets characterized by changing consumer preferences and rapid technological innovation. Due to advanced technological innovation and the
relative ease of technology imitation, new products tend to become standardized more rapidly, leading to more intense competition and ongoing price erosion. In order to strengthen the
competitiveness of our products in this environment, we continue to invest heavily in research and development. However, these investments may not yield the innovation or the results expected on a
timely basis, or our competitors may surpass us in technological innovation, hindering our ability to timely commercialize new and competitive products that meet the needs and demands of the
market, which consequently may adversely impact our operating results as well as our reputation.

If' we are not able to maintain and enhance the value and reputation of our brand, or if our reputation is otherwise harmed, our business and operating results could be adversely affected.

Our continued success depends on our reputation for providing high-quality products and consumer experiences, and the “Sonos” name is critical to preserving and expanding our business.
Maintaining, promoting and positioning our brand depends largely on the success of our marketing efforts, the consistency of the quality of our products and our ability to successfully secure, maintain
and defend the trademarks that are key to our brand. Each of these objectives requires significant expenditures, and there is no guarantee that we will be able to achieve these objectives successfully. If
we fail to successfully maintain, promote and position our brand and protect our reputation, or if we incur significant expenses in this effort, our business, financial condition and operating results may
be adversely affected. The value of our brand could also be severely damaged by isolated incidents, particularly if these incidents receive considerable negative publicity or result in litigation, and by
events outside of our control. Additionally, in the United States, we rely on custom installers of home audio systems for a significant portion of our sales but maintain no control over the quality of
their work and thus could suffer damage to our brand or business to the extent such installations are unsatisfactory or defective. The market demand for our products, the value of our brand and our
reputation generally could be harmed if any such incidents or other matters erode consumer confidence in us or our products. Any negative effect on our brand, regardless of whether it is within our
control, could adversely affect our reputation, business and results of operations.

Our efforts to expand beyond our core product offerings and offer products with applications outside the home may not succeed and could adversely impact our business.

We may seek to expand beyond our core sound systems and develop products that have wider applications outside the home, such as commercial or office. Developing these products would
require us to devote substantial additional resources, and our ability to succeed in developing such products to address such markets is unproven. It is likely that we would need to hire additional
personnel, partner with new third parties and incur considerable research and development expenses in order to pursue such an expansion successfully. We have less familiarity with consumer
preferences for these products and less product or category knowledge, and we could encounter difficulties in attracting new customers due to
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lower levels of consumer familiarity with our brand. As a result, we may not be successful in future efforts to achieve profitability from new markets or new types of products, and our ability to
generate revenue from our existing products may suffer. If any such expansion does not enhance our ability to maintain or grow our revenue or recover any associated development costs, our operating
results could be adversely affected.

We may choose to discontinue support for older versions of our products, resulting in c tion that could negatively affect our business and operating results.

‘We have historically maintained, and we believe our customers have grown to expect, extensive backward compatibility for our older products and the software that supports them, allowing older
products to continue to benefit from new software updates. We expect that in the near to intermediate term, this backward compatibility will no longer be practical or cost-effective, and we may
decrease or discontinue service for our older products. If we no longer provide extensive backward capability for our products, we may damage our relationship with our customers, and the value
proposition of our products with existing and prospective customers may decline. We may lose existing customers if their older products cannot integrate with newer versions of our software, and this
may also result in negative publicity that could adversely affect our reputation and brand loyalty and impact our ability to attract new customers or sell new products to existing customers. For these
reasons, any decision to decrease or discontinue backward capability may decrease sales and adversely affect our business, operating results and financial condition.

Product quality issues and a higher-than-expected number of warranty claims or returns could harm our business and operating results.

The products that we sell could contain defects in design or manufacture. Defects could also occur in the products or components that are supplied to us. There can be no assurance we will be able
to detect and remedy all defects in the hardware and software we sell, which could result in product recalls, product redesign efforts, loss of revenue, reputational damage and significant warranty and
other remediation expenses. Similar to other consumer electronics, our products have a risk of overheating and fire in the course of usage or upon malfunction. Any such defect could result in harm to
property or in personal injury. If we determine that a product does not meet product quality standards or may contain a defect, the launch of such product could be delayed until we remedy the quality
issue or defect. The costs associated with any protracted delay necessary to remedy a quality issue or defect in a new product could be substantial.

We generally provide a one-year warranty on all of our products, except in the European Union (the “EU”) and select other countries where we provide a two-year warranty on all of our products.
The occurrence of any material defects in our products could expose us to liability for damages and warranty claims in excess of our current reserves, and we could incur significant costs to correct
any defects, warranty claims or other problems. In addition, if any of our product designs are defective or are alleged to be defective, we may be required to participate in a recall campaign. In part due
to the terms of our warranty policy, any failure rate of our products that exceeds our expectations may result in unanticipated losses. Any negative publicity related to the perceived quality of our
products could affect our brand image and decrease retailer, distributor and consumer confidence and demand, which could adversely affect our operating results and financial condition. Further,
accidental damage coverage and extended warranties are regulated in the United States at the state level and are treated differently within each state. Additionally, outside the United States, regulations
for extended warranties and accidental damage vary from country to country. Changes in interpretation of the regulations concerning extended warranties and accidental damage coverage on a federal,
state, local or international level may cause us to incur costs or have additional regulatory requirements to meet in the future in order to continue to offer our support services. Our failure to comply
with past, present and future laws regulating extended warranties and accidental damage coverage could result in reduced sales of our products, reputational damage, penalties and other sanctions,
which could harm our business and financial condition.

The loss of one or more of our key personnel, or our failure to attract, assimilate and retain other highly qualified personnel in the future, could harm our business.

We depend on the continued services and performance of our key personnel. The loss of key personnel, including key members of management as well as our product development, marketing,
sales and technology personnel, could disrupt our operations and have an adverse effect on our ability to grow our business. In addition, the loss of key personnel in our finance and accounting
departments could harm our internal controls, financial reporting capability and capacity to forecast and plan for future growth.

As we become a more mature company, we may find our recruiting efforts more challenging. In particular, we have experienced difficulties in recruiting qualified software engineers. The equity
incentives we currently use to attract, retain and motivate employees may not be as effective as in the past. We rely heavily on equity incentives to attract and retain
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employees, and if the value of the underlying common stock does not grow commensurate with expectations, we may not be able to effectively recruit new employees and we may risk losing existing
employees. If we do not succeed in attracting, hiring and integrating high-quality personnel, or in retaining and motivating existing personnel, we may be unable to grow effectively, and our financial
condition may be harmed.

We may be subject to intellectual property rights claims and other litigation which are expensive to support, and if resolved adversely, could have a significant impact on us and our stockholders.

Companies in the consumer electronics industries own large numbers of patents, copyrights, trademarks, domain names and trade secrets, and frequently enter into litigation based on allegations
of infringement, misappropriation or other violations of intellectual property or other rights. As we gain an increasingly high profile and face more intense competition in our markets, the possibility of
intellectual property rights claims against us grows, including the threat of lawsuits from non-practicing entities. For example, on March 10, 2017, Implicit, LLC filed a patent infringement action in
the United States District Court, District of Delaware against us and is asserting we infringed on two patents. Our technologies may not be able to withstand any third-party claims or rights against
their use, and we may be subject to litigation and disputes. The costs of supporting such litigation and disputes is considerable, and there can be no assurance that a favorable outcome would be
obtained. We may be required to settle such litigations and disputes on terms that are unfavorable to us. Similarly, if any litigation to which we may be party fails to settle and we go to trial, we may be
subject to an unfavorable judgment that may not be reversible upon appeal. The terms of such a settlement or judgment may require us to cease some or all of our operations, limit our ability to use
certain technologies, pay substantial amounts to the other party or issue additional shares of our capital stock to the other party, which would dilute our existing stockholders.

With respect to intellectual property rights claims, we may have to negotiate a license in order to continue practices found to be in violation of a third party’s rights. Any such license may not be
available on reasonable terms and may significantly increase our operating expenses, or may not be available to us at all. As a result, we may also be required to develop alternative, non-infringing
technology or practices or to discontinue the practices altogether. The development of alternative non-infringing technology or practices could require significant effort and expense and ultimately
may not be successful, and our business and results of operations could be materially and adversely affected.

If we are unable to protect our intellectual property, the value of our brand and other intangible assets may be d d, and our busi may be adversely affected.

We rely and expect to continue to rely on a combination of confidentiality and license agreements with our employees, consultants and third parties with whom we have relationships, as well as
patent, trademark, copyright and trade secret protection laws, to protect our proprietary rights. In the United States and certain other countries, we have filed various applications for certain aspects of
our intellectual property, most notably patents. However, third parties may knowingly or unknowingly infringe our proprietary rights, third parties may challenge our proprietary rights, pending and
future patent and trademark applications may not be approved, and we may not be able to prevent infringement without incurring substantial expense. Such infringement could have a material adverse
effect on our brand, business, financial condition and results of operations. We have initiated legal proceedings to protect our intellectual property rights, and we may file additional actions in the
future. For example, in December 2017, a jury found that Denon had infringed and was infringing certain of our patents, and in May 2018, we settled the remaining claims in exchange for royalty
payments from Denon. The cost of defending our intellectual property has been and may in the future be substantial, and there is no assurance we will be successful. Additionally, our business could
be adversely affected as a result of any such actions, or a finding that any patents-in-suit are invalid or unenforceable. These actions have led and may in the future lead to additional counterclaims
against us, which are expensive to defend against and for which there can be no assurance of a favorable outcome. Further, parties we bring legal action against could retaliate through non-litigious
means, which could harm our ability to compete against such parties or to enter new markets.

The regulations of certain foreign countries do not protect our intellectual property rights to the same extent as the laws of the United States. As our brand grows, we will likely discover
unauthorized products in the marketplace that are counterfeit reproductions of our products. Although we may expend efforts to pursue counterfeiters, it is not practical to pursue all counterfeiters. If
we are unsuccessful in pursuing producers or sellers of counterfeit products, continued sales of these products could adversely impact our brand, business, financial condition and results of operations.

Our use of open source software could negatively affect our ability to sell our products and could subject us to possible litigation.

We incorporate open source software into our products, and we may continue to incorporate open source software into our products in the future. Open source software is generally licensed by its
authors or other third parties under open
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source licenses. Some of these licenses contain requirements that we make available source code for modifications or derivative works we create based upon the open source software, and that we
license such modifications or derivative works under the terms of a particular open source license or other license granting third parties certain rights of further use. Additionally, if a third-party
software provider has incorporated open source software into software that we license from such provider, we could be required to disclose any of our source code that incorporates or is a modification
of our licensed software. If an author or other third party that distributes open source software that we use or license were to allege that we had not complied with the conditions of the applicable
license, we could be required to incur significant legal expenses defending against those allegations and could be subject to significant damages, enjoined from offering or selling our products that
contained the open source software and required to comply with the above conditions. Any of the foregoing could disrupt and harm our business and financial condition.

We collect, store, process and use our customers’ personally identifiable information and other data, which subjects us to gover tal regulation and other legal obligations related to privacy,
information security and data protection. Any cybersecurity breaches or our actual or perceived failure to comply with such legal obligations by us, or by our third-party service providers or
partners, could harm our business.

We collect, store, process and use our customers’ personally identifiable information and other data, and we rely on third parties that are not directly under our control to do so as well. While we
take measures intended to protect the security, integrity and confidentiality of the personal information and other sensitive information we collect, store or transmit, we cannot guarantee that
inadvertent or unauthorized use or disclosure will not occur, or that third parties will not gain unauthorized access to this information. There have been a number of recent reported incidents where
third parties have used software to access the personal data of their partners’ customers for marketing and other purposes. While our privacy policies currently prohibit such activities, our third-party
service providers or partners may engage in such activity without our knowledge or consent. If we or our third-party service providers were to experience a breach, disruption or failure of systems
compromising our customers’ data, or if one of our third-party service providers or partners were to access our customers’ personal data without our authorization, our brand and reputation could be
adversely affected, use of our products could decrease and we could be exposed to a risk of loss, litigation and regulatory proceedings. Depending on the nature of the information compromised in a
data breach, disruption or other unauthorized access to our customers’ data, we may also have obligations to notify customers about the incident and we may need to provide some form of remedy for
the individuals affected. Such breach notification laws continue to develop and may be inconsistent across jurisdictions. Complying with these obligations could cause us to incur substantial costs and
negative publicity. While we maintain insurance coverage that is designed to address certain aspects of cyber risks, such insurance coverage may be insufficient to cover all losses or all types of claims
that may arise in the event we experience a security breach.

Data protection laws may be interpreted and applied inconsistently from country to country, and often impose requirements that are inconsistent with one another. In addition, because various
jurisdictions have different laws and regulations concerning the use, storage and transmission of such information, we may face complex and varied compliance requirements in existing markets as
well as in new international markets that we seek to enter. Such laws and regulations, and the variation between jurisdictions, could subject us to elevated costs of security measures, liabilities or
negative publicity that could adversely affect our business.

Regulatory scrutiny of privacy, data collection, use of data and data protection is intensifying globally, and the personal information and other data we collect, store, process and use is
increasingly subject to legislation and regulations in numerous jurisdictions around the world, especially in Europe. These laws often develop in ways we cannot predict and may materially increase
our cost of doing business, particularly as we expand the nature and types of products we offer. For example, the General Data Protection Regulation (the “GDPR”), which came into effect in the EU
in May 2018 and superseded prior EU data protection legislation, imposes more stringent data protection requirements and provides for greater penalties for noncompliance. Further, as discussed in
more detail below, the United Kingdom has initiated the formal process to leave the EU, creating uncertainty with regard to the regulation of data protection in the United Kingdom. In particular, it is
unclear whether the United Kingdom will enact data protection laws or regulations designed to be consistent with the GDPR and how data transfers to and from the United Kingdom will be regulated.
Additionally, although we are making use of the EU Standard Contractual Clauses with regard to the transfer of certain personal data to countries outside the European Economic Area (the “EEA”™),
some regulatory uncertainty remains surrounding the future of data transfers from the EEA to the United States. Although we are closely monitoring regulatory developments in this area, any actual or
perceived failure by us to comply with any regulatory requirements or orders or other domestic or international privacy or consumer protection-related laws and regulations could result in proceedings
or actions against us by governmental entities or others (e.g., class action litigation), subject us to significant penalties and negative publicity, require us to change our business practices, increase our
costs and adversely affect our business.
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Data protection legislation is also becoming increasingly common in the United States at both the federal and state level. For example, in June 2018, the State of California enacted
the California Consumer Privacy Act of 2018 (the “CCPA”), which will come into effect on January 1, 2020. The CCPA requires companies that process information on California residents to make
new disclosures to consumers about their data collection, use and sharing practices, allows consumers to opt out of certain data sharing with third parties and provides a new cause of action for data
breaches. However, California legislators have stated that they intend to propose amendments to the CCPA, and it remains unclear what, if any, modifications will be made to the CCPA or how it will
be interpreted. Additionally, the Federal Trade Commission and many state attorneys general are interpreting federal and state consumer protection laws to impose standards for the online collection,
use, dissemination and security of data. The burdens imposed by the CCPA and other similar laws that may be enacted at the federal and state level may require us to modify our data processing
practices and policies and to incur substantial expenditure in order to comply.

Further, we may be or become subject to data localization laws mandating that data collected in a foreign country be processed and stored only within that country. Russia adopted such a law in

2014, and it is expected that China will do so as well. If China or another country in which we have customers were to adopt a data localization law, we could be required to expand our data storage
facilities there or build new ones in order to comply. The expenditure this would require, as well as costs of compliance generally, could harm our financial condition.

Our international operations are subject to increased business and economic risks that could impact our financial results.

We have operations outside the United States, and we expect to continue to expand our international presence, especially in Asia. In fiscal 2019 , 50.1% of our revenue was generated outside the
United States. This subjects us to a variety of risks inherent in doing business internationally, including:

¢ fluctuations in currency exchange rates;

«  political, social and/or economic instability;

«  risks related to governmental regulations in foreign jurisdictions and unexpected changes in regulatory requirements and enforcement;

«  higher levels of credit risk and payment fraud;

e burdens of complying with a variety of foreign laws;

« the cost of developing connected products for countries where Wi-Fi technology has been passed over in favor of more advanced cellular data networks;

« tariffs, trade barriers and duties;

«  reduced protection for intellectual property rights in some countries;

< difficulties in staffing and managing global operations and the increased travel, infrastructure and legal compliance costs associated with having multiple international locations;
«  compliance with statutory equity requirements;

*  potential negative consequences from changes in or interpretations of U.S. and foreign tax laws;

*  protectionist laws and business practices that favor local businesses in some countries;

«  imposition of currency exchange controls;

e greater fluctuations in sales to customers in developing countries, including longer payment cycles and greater difficulty collecting accounts receivable; and
¢ delays from customs brokers or government agencies.
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If we are unable to manage the complexity of our global operations successfully, or if the risks above become substantial for us, our financial performance and operating results could suffer.
These factors may also harm our results of operations. Further, any measures that we may implement to reduce risks of our international operations may not be effective, may increase our expenses
and may require significant management time and effort. Entry into new international markets requires considerable management time and financial resources related to market, personnel and facilities
development before any significant revenue is generated. As a result, initial operations in a new market may operate at low margins or may be unprofitable.

In particular, we have significant operations in China, where many of the risks listed above are particularly acute. Our business, financial condition and results of operations may be materially
adversely affected by economic, political, legal, regulatory, competitive and other factors in China. The Chinese economy differs from the economies of most developed countries in many respects,
including the level of government involvement and control over economic growth. In addition, our operations in China are governed by Chinese laws, rules and regulations, some of which are
relatively new. The Chinese legal system continues to rapidly evolve, which may result in uncertainties with respect to the interpretation and enforcement of Chinese laws, rules and regulations that
could have a material adverse effect on our business. China also experiences high turnover of direct labor due to the intensely competitive and fluid market for labor, and the retention of adequate
labor may be a challenge for our operations in China. If our labor turnover rates are higher than we expect, or we otherwise fail to adequately manage our labor needs, then our business and results of
operations could be adversely affected.

If significant tariffs or other restrictions are placed on Chinese imports or any related counter-measures are taken by China, our revenue and results of operations may be materially harmed.

If significant tariffs or other restrictions are placed on Chinese imports or any related counter-measures are taken by China, our revenue and results of operations may be materially harmed.
Between July and May 2019, the U.S. Trade Representative imposed tariffs between 10% and 25% on a variety of goods imported from China. Some of these tariffs currently affect our accessories
products and we may be required to raise our prices on those products due to the tariffs, which may result in a loss of customers and harm our operating performance. If the existing tariffs are
expanded or interpreted by a court or governmental agency to apply to any of our other products, we may be required to raise our prices on those products, which may further result in a loss of
customers and harm our operating performance. Additionally, the Trump Administration continues to signal that it may further alter trade agreements and terms between China and the United States,
including limiting trade with China, and may impose additional tariffs on imports from China. For example, on August 1, 2019, President Trump announced that he intends to impose a 10% tariff on
an additional $300 billion worth of Chinese imports on September 1, 2019, and there is a significant likelihood that our products will be included in the lists of impacted goods. In the event that these
or future tariffs are imposed on imports of our products, or that China or other countries take retaliatory trade measures in response to existing or future tariffs, our business may be impacted and we
may be required to raise prices or make changes to our operations, any of which could materially harm our revenue or operating results. We may seek to shift production outside of China, resulting in
significant costs and disruption to our operations as we would need to pursue the time-consuming processes of recreating a new supply chain, identifying substitute components and establishing new
manufacturing locations.

54



Table of contents

We are susceptible to fluctuations in foreign currency exchange rates, which could result in declines in our reported revenue and operating results.

Our exposure to the effects of fluctuations in foreign currency exchange rates has grown with the continued expansion of our overseas operations, and primarily relates to non-U.S. dollar
denominated sales and operating expenses worldwide. Unfavorable movement in currency exchange rates will adversely affect our results of operations and financial condition. While a significant
percentage of our revenue is denominated in foreign currencies, the majority of our costs are denominated in U.S. dollars. This means that a strengthening of the U.S. dollar would adversely impact
our reported financial results. The strengthening of foreign currencies may also increase our cost of product components denominated in those currencies, thus adversely affecting gross margin.
Fluctuations in currency exchange rates may also make it more difficult to detect underlying trends in our business and results of operations. We may in the future engage in some hedging activities,
such as the use of foreign currency forward and option contracts, to limit the risk of fluctuations in currency exchange rates. However, the use of such hedging activities may not offset any, or more
than a portion, of the adverse financial effects of unfavorable movements in foreign exchange rates over the limited time the hedges are in place. Moreover, the use of hedging instruments may
introduce additional risks if we are unable to structure effective hedges with such instruments. In addition, a strengthening of the U.S. dollar may increase the cost of our products to our customers
outside of the United States, which may also adversely affect our financial condition and results of operations.

The decision by British voters to exit the European Union may negatively impact our operations.

In June 2016, a majority of voters in the United Kingdom elected to withdraw from the European Union (often referred to as Brexit) in a national referendum. As of the date of this Annual Report,
the British Parliament has not agreed upon the terms of the withdrawal. On April 10, 2019, the leaders of the other member countries of the European Union agreed to extend the deadline for Brexit
until October 31, 2019. The referendum and ongoing negotiations have created significant uncertainty about the future relationship between the United Kingdom and the European Union.

If the United Kingdom leaves the European Union with no agreement, it will likely have an adverse impact on labor and trade in addition to creating further short-term uncertainty and currency
volatility. In the absence of a future trade deal, the United Kingdom’s trade with the European Union and the rest of the world would be subject to tariffs and duties set by the World Trade
Organization. Any adjustments we make to our business and operations as of Brexit could result in significant time and expense to complete.

Any impact from Brexit on our business and operations over the long term will depend, in part, on the outcome of tariff, tax treaties, trade, regulatory, and other negotiations the United Kingdom
conducts.

Natural disasters, geopolitical unrest, war, terrorism, public health issues or other catastrophic events could disrupt the supply, delivery or demand of products, which could negatively affect our
operations and performance.

We are subject to the risk of disruption by earthquakes, floods and other natural disasters, fire, power shortages, geopolitical unrest, war, terrorist attacks and other hostile acts, public health
issues, epidemics or pandemics and other events beyond our control and the control of the third parties on which we depend. Any of these catastrophic events, whether in the United States or abroad,
may have a strong negative impact on the global economy, us, our contract manufacturers or our suppliers or customers, and could decrease demand for our products, create delays and inefficiencies in
our supply chain and make it difficult or impossible for us to deliver products to our customers. Further, our headquarters are located in Santa Barbara, California, in a seismically active region that is
also prone to forest fires. Any catastrophic event that occurred near our headquarters, or near our manufacturing facilities in China, could impose significant damage to our ability to conduct our
business and could require substantial recovery time, which could have an adverse effect on our business, operating results and financial condition.

We must comply with extensive regulatory requirements, and the cost of such compliance, and any failure to comply, may adversely affect our business, financial condition and results of
operations.

In our current business and as we expand into new markets and product categories, we must comply with a wide variety of laws, regulations, standards and other requirements governing, among
other things, electrical safety, wireless emissions, health and safety, e-commerce, consumer protection, export and import requirements, hazardous materials usage, product-related energy
consumption, packaging, recycling and environmental matters. Compliance with these laws, regulations, standards and other requirements may be onerous and expensive, and they may be inconsistent
from jurisdiction to jurisdiction, further increasing the cost of compliance and doing business. Our products may require regulatory approvals
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or satisfaction of other regulatory concerns in the various jurisdictions in which they are manufactured, sold or both. These requirements create procurement and design challenges that require us to
incur additional costs identifying suppliers and manufacturers who can obtain and produce compliant materials, parts and products. Failure to comply with such requirements can subject us to liability,
additional costs and reputational harm and, in extreme cases, force us to recall products or prevent us from selling our products in certain jurisdictions. If there is a new regulation, or change to an
existing regulation, that significantly increases our costs of manufacturing or causes us to significantly alter the way that we manufacture our products, this would have a material adverse effect on our
business, financial condition and results of operations. Additionally, while we have implemented policies and procedures designed to ensure compliance with applicable laws and regulations, there can
be no assurance that our employees, contractors and agents will not violate such laws and regulations or our policies and procedures.

We are subject to the Foreign Corrupt Practices Act (the “FCPA”), and our failure to comply with the laws and regulations thereunder could result in penalties which could harm our reputation,
business and financial condition.

Due to our international operations, we are subject to the FCPA, which generally prohibits companies and their intermediaries from making improper payments to foreign officials for the purpose
of obtaining or keeping business. The FCPA also requires companies to maintain adequate recordkeeping and internal accounting practices to accurately reflect transactions. Under the FCPA, U.S.
companies may be held liable for actions taken by their strategic or local partners or representatives. The FCPA and similar laws in other countries can impose civil and criminal penalties for
violations. If we do not properly implement practices and controls with respect to compliance with the FCPA and similar laws, or if we fail to enforce those practices and controls properly, we may be
subject to regulatory sanctions, including administrative costs related to governmental and internal investigations, civil and criminal penalties, injunctions and restrictions on our business activities, all
of which could harm our reputation, business and financial condition.

Our corporate tax rate may increase, we may incur additional income tax liabilities and we may incur costs in complying with changing tax laws in the United States and abroad, which could
adversely impact our cash flow, financial condition and results of operations.

We are a U.S.-based company subject to taxes in multiple U.S. and foreign tax jurisdictions. Our profits, cash flow and effective tax rate could be adversely affected by changes in the tax rules
and regulations in the jurisdictions in which we do business, unanticipated changes in statutory tax rates and changes to our global mix of earnings. As we expand our operations, any changes in the
U.S. or foreign taxation of such operations may increase our worldwide effective tax rate.

We are also subject to examination by the IRS and other tax authorities, including state revenue agencies and foreign governments. If any tax authority disagrees with any position we have taken,
our tax liabilities and operating results may be adversely affected. While we regularly assess the likelihood of favorable or unfavorable outcomes resulting from examinations by the IRS and other tax
authorities to determine the adequacy of our provision for income taxes, there can be no assurance that the actual outcome resulting from these examinations will not materially adversely affect our
financial condition and results of operations. In addition, the distribution of our products subjects us to numerous complex and often-changing customs regulations. Failure to comply with these
systems and regulations could result in the assessment of additional taxes, duties, interest and penalties. While we believe we are in compliance with local laws, there is no assurance that tax and
customs authorities agree with our reporting positions and upon audit may assess us additional taxes, duties, interest and penalties. If this occurs and we cannot successfully defend our position, our
profitability will be reduced.

Our ability to use our net operating loss carryforwards and certain other tax attributes may be limited.

As of September 29, 2018 , we had gross U.S. federal net operating loss carryforwards of $ 74.7 million, which expire beginning in 2033 , and gross state net operating loss carryforwards of §
45.9 million, which expire beginning in 2020 , as well as $ 21.1 million in foreign net operating loss carryforwards, of which $ 2.1 million have an indefinite life. Also as of September 29, 2018 , we
had U.S. federal and state research and development tax credit carryforwards of $ 25.4 million and $ 19.1 million, respectively. The federal research credits will begin to expire in the year 2025 , and
the state research credits will begin to expire in 2024 .

It is possible that we will not generate taxable income in time to use our net operating loss carryforwards before their expiration or at all. Under Sections 382 and 383 of the Internal Revenue Code
of 1986, as amended (the “Code™), if a corporation undergoes an “ownership change,” the corporation’s ability to use its pre-change net operating loss carryforwards and other pre-change attributes,
such as research tax credits, to offset its post-change income may be limited. In general, an “ownership change” will occur if there is a cumulative change in ownership by “5-percent shareholders”
that exceeds 50 percentage points over a rolling three-year period. Similar rules may apply under state tax laws. As a result, our net operating losses generated through July 18, 2012 may be subject to
limitation under Section 382 of the Code. The
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amount of pre-change loss carryforward which may be subject to this limitation is $46.8 million. Our ability to use net operating loss carryforwards and other tax attributes to reduce future taxable
income and liabilities may be subject to limitations based on the ownership change of 2012. We have completed an updated Section 382 study through March 30, 2019, and the results of this study
show no ownership change within the meaning of Section 382 of the Code had occurred from the previously identified ownership change on July 18, 2012 through March 30, 2019. We will continue
to monitor prospective ownership changes within the meaning of Section 382.

We may need additional capital, and we cannot be certain that additional financing will be available.

Our operations have been financed primarily through cash flow from operating activities, borrowings under our Term Loan and Credit Facility and net proceeds from the sale of our equity
securities. We may require additional equity or debt financing to fund our operations and capital expenditures. Our ability to obtain financing will depend, among other things, on our development
efforts, business plans, operating performance and the condition of the capital markets at the time we seek financing. We cannot assure you that additional financing will be available to us on favorable
terms if and when required, or at all.

We may acquire other businesses or receive offers to be acquired, which could require significant management attention, disrupt our busi dilute stockholder value and adversely affect our
operating results.

As part of our business strategy, we may make investments in complementary businesses, products, services or technologies. We have not made any material acquisitions to date and, as a result,
our ability as an organization to successfully acquire and integrate other companies, products, services or technologies is unproven. We may not be able to find suitable acquisition candidates and we
may not be able to complete acquisitions on favorable terms, if at all. If we do complete acquisitions, we may not ultimately strengthen our competitive position or achieve our goals, and any
acquisitions we complete could be viewed negatively by customers or investors. In addition, if we fail to integrate successfully such acquisitions, or the technologies associated with such acquisitions,
into our company, the revenue and operating results of the combined company could be adversely affected. Any integration process will require significant time and resources, and we may not be able
to manage the process successfully. We may not successfully evaluate or utilize the acquired technology and accurately forecast the financial impact of an acquisition transaction, including accounting
charges. We may have to pay cash, incur debt or issue equity securities to pay for any such acquisition, any of which could affect our financial condition or the value of our capital stock. The sale of
equity or issuance of debt to finance any such acquisitions could result in dilution to our stockholders. The incurrence of indebtedness would result in increased fixed obligations and could also include
covenants or other restrictions that would impede our ability to manage our operations. Additionally, we may receive indications of interest from other parties interested in acquiring some or all of our
business. The time required to evaluate such indications of interest could require significant attention from management, disrupt the ordinary functioning of our business and adversely affect our
operating results.

We will need to improve our financial and operational systems in order to manage our growth effectively and support our increasingly complex busii arrang ts, and an inability to do so
could harm our business and results of operations.

To manage our growth and our increasingly complex business operations, especially as we move into new markets internationally, we will need to upgrade our operational and financial systems
and procedures, improve the coordination between our various corporate functions and expand, train and manage our workforce adequately. Our efforts to manage the expansion of our operations may
place a significant strain on our management personnel, systems and resources, particularly given the limited amount of financial resources and skilled employees that may be available at the time.
When implementing new or changing existing processes, we may encounter transitional issues and incur substantial additional expenses. We cannot be certain that we will institute, in a timely manner
or at all, the improvements to our managerial, operational and financial systems and procedures necessary to support our anticipated increased levels of operations. Delays or problems associated with
any improvement or expansion of our operational and financial systems could adversely affect our relationships with our suppliers, manufacturers, resellers and customers, cause harm to our
reputation and result in errors in our financial and other reporting, any of which could harm our business and operating results. We may not be able to manage our growth effectively, and as a result
may not be able to take advantage of market opportunities, execute on expansion strategies or meet the demands of our customers. In particular, we anticipate that our legacy enterprise resource
management system will need to be replaced in the near to intermediate term in order to accommodate our expanding operations. Such transitions can prove difficult and time consuming and could
adversely impact our business and ability to timely prepare our external financial reports.

57



Table of contents

We have identified material weaknesses in our internal control over financial reporting and, if our remediation of these material weaknesses is not effective, or if we fail to maintain an effective
system of internal control over financial reporting in the future, we may not be able to accurately or timely report our financial condition or results of operations, which may adversely affect
investor confidence and the price of our common stock.

As a public company, we will be required to maintain internal control over financial reporting and to evaluate and determine the effectiveness of our internal control over financial reporting.
Beginning with our second annual report on Form 10-K following our IPO, we will be required to provide a management report on internal control over financial reporting, as well as an attestation on
our internal control over financial reporting from our independent registered public accounting firm.

During 2017, we identified material weaknesses in our internal control over financial reporting. A material weakness is a deficiency, or combination of deficiencies, in internal control over
financial reporting such that there is a reasonable possibility that a material misstatement of a company’s annual or interim financial statements will not be prevented or detected on a timely basis. We
identified a material weakness related to an insufficient complement of experienced personnel with the requisite technical knowledge of financial statement disclosures and accounting for non-routine,
unusual or complex events and transactions. This material weakness in our control environment contributed to an additional material weakness in that we did not maintain effective internal controls to
address the accounting of non-routine, unusual or complex events and transactions and the related financial statement presentation of such transactions.

We are taking steps to address these control issues, including the following:

«  hiring of experienced additional accounting and financial reporting personnel; and

*  creation of additional controls including those designed to strengthen our review processes around financial statement disclosures and accounting for non-routine, unusual or complex
transactions.

While we believe that these efforts will improve our internal control over financial reporting, the implementation of these measures is ongoing and will require validation and testing of the design
and operating effectiveness of internal controls over a sustained period of financial reporting cycles.

We cannot assure you that the measures we have taken to date, and that we are continuing to implement, will be sufficient to remediate the material weaknesses we have identified or avoid the
identification of additional material weaknesses in the future. If the steps we take do not remediate the material weaknesses in a timely manner, there could continue to be a reasonable possibility that
these control deficiencies or others could result in a material misstatement of our annual or interim consolidated financial statements that would not be prevented or detected on a timely basis.

The process of designing and implementing internal control over financial reporting required to comply with the disclosure and attestation requirements of Section 404 of the Sarbanes-Oxley Act
(“Section 404”) will be time consuming and costly. If during the evaluation and testing process, we identify additional material weaknesses in our internal control over financial reporting or determine
that existing material weaknesses have not been remediated, our management will be unable to assert that our internal control over financial reporting is effective. Even if our management concludes
that our internal control over financial reporting is effective, our independent registered public accounting firm may conclude that there are material weaknesses with respect to our internal control
over financial reporting. If we are unable to assert that our internal control over financial reporting is effective, or when required in the future, if our independent registered public accounting firm is
unable to express an unqualified opinion as to the effectiveness of our internal control over financial reporting, investors may lose confidence in the accuracy and completeness of our financial reports,
the market price of our common stock could be adversely affected and we could become subject to litigation or investigations by The Nasdaq Stock Market, the SEC or other regulatory authorities,
which could require additional financial and management resources.

Our reported financial results may be adversely affected by changes in accounting principles generally accepted in the United States.

Generally accepted accounting principles in the United States are subject to interpretation by the Financial Accounting Standards Board, the American Institute of Certified Public Accountants,
the SEC and various bodies formed to promulgate and interpret appropriate accounting principles. A change in these principles or interpretations could have a significant effect on our reported
financial results and could affect the reporting of transactions completed before the announcement of a change.
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Risks related to ownership of our common stock

The stock price of our common stock has been and may continue to be volatile or may decline regardless of our operating performance.

The market price of our common stock has been and may continue to be volatile. Since shares of our common stock were sold in our IPO in August 2018 at a price of $15.00 per share, the closing
price of our common stock has ranged from $ 9.58 to $ 21.69 through July 27, 2019 . The market price of our common stock may fluctuate significantly in response to numerous factors in addition to
the ones described in the preceding Risk Factors, many of which are beyond our control, including:

«  overall performance of the equity markets and the economy as a whole;

« changes in the financial projections we may provide to the public or our failure to meet these projections;

« actual or anticipated changes in our growth rate relative to that of our competitors;

« announcements of new products, or of acquisitions, strategic partnerships, joint ventures or capital- raising activities or commitments, by us or by our competitors;
« additions or departures of key personnel;

« failure of securities analysts to initiate or maintain coverage of us, changes in financial estimates by any securities analysts who follow our company or our failure to meet these estimates or
the expectations of investors;

« rumors and market speculation involving us or other companies in our industry; and
« sales of shares of our common stock by us or our stockholders.

In addition, the stock market with respect to newly public companies, particularly companies in the technology industry, has experienced significant price and volume fluctuations that have
affected and continue to affect the market prices of stock prices of these companies. In the past, stockholders have instituted securities class action litigation following periods of market volatility. If
we were to become involved in securities litigation, it could subject us to substantial costs, divert resources and the attention of management from our business and adversely affect our business.

Our business and financial performance may differ from any projections that we disclose or any information that may be attributed to us by third parties.

From time to time, we may provide guidance via public disclosures regarding our projected business or financial performance. However, any such projections involve risks, assumptions and
uncertainties and our actual results could differ materially from such projections. Factors that could cause or contribute to such differences include, but are not limited to, those identified in these Risk
Factors, some or all of which are not predictable or within our control. Other unknown or unpredictable factors also could adversely impact our performance, and we undertake no obligation to update
or revise any projections, whether as a result of new information, future events or otherwise. In addition, various news sources, bloggers and other publishers often make statements regarding our
historical or projected business or financial performance, and you should not rely on any such information even if it is attributed directly or indirectly to us.

Our stock price and trading volume could decline if securities or industry analysts do not publish about our busi or if they publish unfavorable research.

Equity research analysts do not currently provide coverage of our common stock, and we cannot assure that any equity research analysts will adequately provide research coverage of our common
stock. A lack of adequate research coverage may harm the liquidity and market price of our common stock. To the extent equity research analysts do provide research coverage of our common stock,
we will not have any control over the content and opinions included in their reports. The price of our common stock could decline if one or more equity research analysts downgrade our
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stock or publish other unfavorable commentary or research. Moreover, if one or more equity research analysts cease coverage of our company, or fail to regularly publish reports on us, the demand for
our common stock could decrease, which in turn could cause our stock price or trading volume to decline.

Sales of a sub ial t of our ¢ stock in the public market, particularly sales by our directors, executive officers and significant stockholders, or the perception that these sales could
occur, could cause the market price of our common stock to decline.

Sales of a substantial number of shares of our common stock in the public market, particularly sales by our directors, executive officers and principal stockholders, or the perception that these
sales might occur, could cause the market price of our common stock to decline. All of the outstanding shares of our common stock are freely tradable in the public market without restrictions or
further registration, except for any shares held by our affiliates, as defined in Rule 144 under the Securities Act of 1933, as amended (the “Securities Act”). Shares held by directors, executive officers,
and other affiliates are also subject to volume limitations under Rule 144 under the Securities Act and various vesting agreements, as well as our insider trading policy.

In addition, we have filed a registration statement to register shares reserved for future issuance under our equity compensation plans. Subject to the satisfaction of applicable vesting requirements,
the shares issued upon exercise of outstanding stock options will be available for immediate resale in the United States in the open market.

Moreover, certain holders of our common stock have rights, subject to some conditions, to require us to file registration statements for the public resale of such shares or to include such shares in
registration statements that we may file for us or other stockholders.

We do not intend to pay dividends for the for ble future.

We have never declared or paid any cash dividends on our common stock, and we do not intend to pay any cash dividends in the foreseeable future. We anticipate that we will retain all of our
future earnings for use in the development of our business and for general corporate purposes. Any determination to pay dividends in the future will be at the discretion of the Board. Accordingly,
investors must rely on sales of their common stock after price appreciation, which may never occur, as the only way to realize any future gains on their investments. In addition, the terms of our credit
facilities contain restrictions on our ability to declare and pay cash dividends on our capital stock.

Additional stock i es could result in significant dilution to our stockholders.

We may also issue our shares of common stock or securities convertible into shares of our common stock from time to time in connection with a financing, acquisition, investments or
otherwise. Additional issuances of our capital stock will result in dilution to our existing stockholders. We also grant equity awards to employees, directors and consultants under our 2018 Equity
Incentive Plan. In the future, we may also grant rights to purchase our common stock under our 2018 Employee Stock Purchase Plan, which will become effective at a future date upon determination
by the compensation committee of the Board. Also, to the extent outstanding options and rights to purchase our capital stock are exercised and restricted stocks units vest and are settled, there will be
further dilution. The amount of dilution could be substantial depending upon the size of the issuance or exercise, which may cause the market price of our common stock to decline.

Certain provisions in our corporate charter documents and under Delaware law may prevent or hinder ipts by our stockholders to change our management or to acquire a controlling interest
in us, and the market price of our common stock may be lower as a result.

There are provisions in our restated certificate of incorporation and restated bylaws that may make it difficult for a third party to acquire, or attempt to acquire, control of our company, even if a
change in control were considered favorable by our stockholders. These anti-takeover provisions include:

* aclassified Board so that not all members of the Board are elected at one time;
» the ability of the Board to determine the number of directors and to fill any vacancies and newly created directorships;

* arequirement that our directors may only be removed for cause;
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* aprohibition on cumulative voting for directors;

*  the requirement of a super-majority to amend some provisions in our restated certificate of incorporation and restated bylaws;

» authorization of the issuance of “blank check” preferred stock that the Board could use to implement a stockholder rights plan;

« an inability of our stockholders to call special meetings of stockholders; and

« aprohibition on stockholder actions by written consent, thereby requiring that all stockholder actions be taken at a meeting of our stockholders.

In addition, our restated certificate of incorporation provides that the Delaware Court of Chancery is the exclusive forum for any derivative action or proceeding brought on our behalf; any action
asserting a breach of fiduciary duty; any action asserting a claim against us arising pursuant to the Delaware General Corporation Law (the “DGCL”), our restated certificate of incorporation or our
restated bylaws; or any action asserting a claim against us that is governed by the internal affairs doctrine.

Our restated certificate of incorporation also provides that the federal district courts of the United States will be the exclusive forum for resolving any complaint asserting a cause of action arising
under the Securities Act (the “Federal Forum Provision”). In December 2018, the Delaware Court of Chancery found that provisions such as the Federal Forum Provision are not valid under Delaware
law. In light of this decision of the Delaware Court of Chancery, we do not intend to enforce the Federal Forum Provision in our restated certificate of incorporation unless and until such time there is
a final determination by the Delaware Supreme Court regarding the validity of provisions such as the Federal Forum Provision. To the extent the Delaware Supreme Court makes a final determination
that provisions such as the Federal Forum Provision are not valid as a matter of Delaware law, the Board intends to amend our restated certificate of incorporation to remove the Federal Forum
Provision.

In addition, because we are incorporated in Delaware, we are governed by the provisions of Section 203 of the DGCL, which prohibit a person who owns 15% or more of our outstanding voting
stock from merging or combining with us for a three-year period beginning on the date of the transaction in which the person acquired in excess of 15% of our outstanding voting stock, unless the
merger or combination is approved in a prescribed manner. Any provision in our restated certificate of incorporation, our restated bylaws or Delaware law that has the effect of delaying or deterring a
change in control could limit the opportunity for our stockholders to receive a premium for their shares of our common stock, and could also affect the price that some investors are willing to pay for
our common stock.
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Item 2. Unregistered sales of equity securities and use of proceeds
Recent sales of unregistered securities
None.
Use of proceeds from registered securities

On August 1, 2018, our registration statement on Form S-1 (No. 333-226076) was declared effective by the SEC for the IPO of our common stock. There has been no material change in the
planned use of proceeds from our IPO from that described in the final prospectus filed pursuant to Rule 424(b) under the Securities Act and other periodic reports previously filed with the SEC.

Item 6. Exhibit index

Exhibit Incorporated by reference Filed or furnished
number Exhibit title Form File no. Exhibit Filing date herewith
Consulting agreement letter between Michael Giannetto and the Registrant, dated
10.1
May 15, 2019
Certification of Chief Executive Officer pursuant to Rules 13a-14(a) and Rule 15d-
14(a) of the Exchange Act
Certification of Chief Financial Officer pursuant to Rules 13a-14(a) and Rule 15d-
14(a) of the Exchange Act

Certification of Chief Executive Officer pursuant to Rule 13a-14(b) of the Exchange
Act and 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the X

Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuant to Rule 13a-14(b) of the Exchange
Act and 18 U.S.C. Section 1350. as adopted pursuant to Section 906 of the X
Sarbanes-Oxley Act of 2002
101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF XBRL Taxonomy Extension Definition Linkbase Document
101.LAB XBRL Taxonomy Extension Label Linkbase Document
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document
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* The certifications furnished in Exhibits 32.1 and 32.2 hereto are deemed to accompany this Form 10-Q and are not deemed “filed” for purposes of Section 18 of the Exchange Act, or otherwise subject
to the liability of that section, nor shall they be deemed incorporated by reference into any filing under the Securities Act or the Exchange Act.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the Registrant has duly caused this Quarterly Report on Form 10-Q to be signed on its behalf by the undersigned
thereunto duly authorized.

Sonos, Inc.
Date: August 8, 2019 By: /s/ Patrick Spence
Patrick Spence
Chief Executive Officer and Director
(Principal Executive Officer)
Date: August 8, 2019 By: /s/ Brittany Bagley

Brittany Bagley
Chief Financial Officer
(Principal Financial Officer and Principal Accounting Officer)
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DocuSign Envelope 1D: 0898E15DD-9850-4E18-83EE-057CF99C83EC

SONOS

May 15, 2019
Dear Michael,

You and Sonos, Inc. (*Sonos”) have agreed that your employment will terminate effective as
of 12:00 a.m. as of October 1, 2019 (the “Termination Date”) and you will continue to serve as an
advisor to Sonos for 18 months following your Termination Date. The purpose of this letter
agreement (“Agreement’) is to confirm the compensation you will be entitled to receive from Sonos
prior to your Termination Date and as an advisor.

1. Employment until Termination Date. For the period commencing on the date
hereof and until the Termination Date (the “Interim Period"), you will continue to be an employee of
Sonos, subject to all the terms and conditions applicable to your employment as in effect prior to the
Interim Period. During the Interim Period, you will also continue to participate in Sonos’ employee
benefits programs, subject to the terms and conditions applicable to each such benefit program. In
addition, during the Interim Period, your stock awards covering shares of Sonos’ common stock
(“Stock Awards”) will continue to vest pursuant to their normal vesting schedules.

2, Accrued Benefits. Notwithstanding the foregoing, you have agreed to go on leave
from the period beginning on July 1, 2019 and ending on September 30, 2019, during which time
you will exhaust any and all paid time off, which you have accrued.

3 Fiscal 2019 Annual Bonus. You acknowledge and agree that you are no longer
eligible to participate in, and receive, a bonus under, Sonos's Executive Incentive Plan for fiscal
2019.

4, Consulting Period. Provided that you sign, date, and return this Agreement, and do

not subsequently revoke it, Sonos will retain you as a consultant to Sonos from the Termination
Date through the date that is 18 months after the Termination Date (the actual period of time you
are retained as a consultant, the “Consulting Period"), unless Sonos elects to terminate this
consulting period prior to the end of the 18 month period for cause’ by providing written notice to
you specifying the grounds for Cause in reasonable detail. During the Consulting Period, subject to
your reasonable availability and in consideration to your other professional obligations, as
applicable, you will make yourself available to provide consulting services (the “Services”) within
your areas of expertise as requested by Sonos including but not limited to the preparation of

16

Cause” shall mean your (A) willful breach of your obligations under this Agreement; (B) gross negligence in
the performance or intentional non-performance of your material duties to Sonos or any of its subsidiaries; (C)
commission of a felony or a crime of moral turpitude; (D) commission of a material act of deceit, fraud, perjury
or embezzlement that involves or directly or indirectly causes harm to Sonos or any of its subsidiaries; or (E)
engaging in grossly inappropriate conduct during the Consulting Period.
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Sonos’s Form 10-K and other periodic reports. Subject to your reasonable availability and in
consideration to your other professional obligations, as applicable, you agree to make yourself
available to provide Services throughout the Consulting Period for up to, but not exceeding, ten (10)
hours per month. During the Consulting Period, your Stock Awards will continue to vest pursuant to
their normal vesting schedules. You acknowledge and agree that after your Termination Date and
during the Consulting Period, your relationship with Sonaos will be that of an independent contractor
and not that of an employee. You also acknowledge and agree that any incentive stock options that
you hold will cease to be incentive stock options and will become non-statutory stock options on the
three-month anniversary of your Termination Date.

During the Consulting Period and thereon, Sonos will continue to provide health, dental and
vision coverage for you on the Sonos US medical plan until you turn 65. You will pay the same premium
that active employees on the plan pay. However, the rates and plans are subject to change every year.
Benefit payments will be made to a third party administrator (currently Discovery Benefits but subject to
change in the future). If, however, you obtain employment that provides medical and/or dental insurance
or otherwise become covered under an alternative medical and/or dental plan before you turn 65, you
must notify Sonos and Sonos’ obligation to provide your Health Insurance Contributions shall cease.
When you turn 65, you will come off the Sonos plan and become eligible for Medicare. Please note that
Sonos reserves the right to amend and/or terminate such plan from time to time, in its sole
discretion.

The benefits that you will receive as an advisor are contingent upon you executing and
delivering to Sonos, a release of claims in the form attached to this Agreement as Exhibit A (the
“Release”) on the Termination Date and you not revoking the Release. You acknowledge that you
have more than 21 days to consider signing the Release and that you have 7 days to revoke the
Release upon signing it.

5 Restrictive Covenants During the Consulting Period.

(a) Non-solicitation of Employees. During the Consulting Period, you will not solicit for
employment or hire, in any business enterprise or activity, any employee of Sonos or any subsidiary
of Sonos; provided however, that the foregoing will not be violated by any general advertising not
targeted at any Company or subsidiary employees or by you serving as a reference upon request.

(b) Non-solicitation of Clients and Vendors. During the Consulting Period, you will not
solicit, in any business enterprise or activity, any client, customer, licensee, licensor, third-party
service provider or vendor (a “Business Relation”) of Sonos or any subsidiary of Sonos to (i) cease
being a Business Relation of Sonos or any subsidiary or (ii) become a Business Relation of any
business that competes with any business in which Sonos or any subsidiary is engaged.

(c) Non-Disparagement. During the Consulting Period, neither you nor Sonos will make
any statements, written or oral, to any third party which disparage, criticize, discredit or otherwise
operate to the detriment of you or Sonos, its present or former officers, shareholders, directors and
employees and their respective business reputation and/or goodwill; provided, however, that
nothing in this Section 5 will prohibit either you or Sonos from (i) making any truthful statements or
disclosures required by applicable law regulation or (ii) taking any action to enforce its rights under
this Agreement or any other agreement in effect between you or Sonos.
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(d)  Sonos Confidential Information. You agree at all times during your employment and
thereafter, to hold in strictest confidence, and not to use (except for the benefit of Sonos), and not to
disclose to any person, firm or corporation without written authorization of the Board of Directors of
Sonos, any Confidential Information of Sonos, except under a non- disclosure agreement with a
third party duly authorized and executed by Sonos. you understand that “Confidential Information”
will mean any and all confidential and/or proprietary knowledge, data or information of Sonos, its
affiliates, parents and subsidiaries, whether having existed, now existing, or to be developed during
your employment. By way of illustration but not limitation, “Confidential Information” includes: (a)
trade secrets, inventions, mask works, ideas, processes, formulas, source and object codes, data,
programs, other works of authorship, know-how, improvements, discoveries, developments,
designs and techniques and any other proprietary technology and all patents, copyrights and/or
other proprietary rights therein; (b) information regarding research, development, new products,
marketing and selling, business plans, budgets and unpublished financial statements, licenses,
prices and costs, margins, discounts, credit terms, pricing and billing policies, quoting procedures,
methods of obtaining business, forecasts, future plans and potential strategies, financial projections
and business strategies, operational plans, financing and capital-raising plans, activities and
agreements, internal services and operational manuals, methods of conducting Sonos business,
suppliers and supplier information, and purchasing; (c) information regarding customers and
potential customers of Sonos, including customer lists, names, representatives, their needs or
desires with respect to the types of products or services offered by Sonos, proposals, bids,
contracts and their contents and parties, the type and quantity of products and services provided or
sought to be provided to customers and potential customers of Sonos and other non-public
information relating to customers and potential customers; (d) information regarding any of Sonos’
business partners and their services, including names; representatives, proposals, bids, contracts
and their contents and parties, the type and quantity of products and services received by Sonos,
and other non-public information relating to business partners; (e) information regarding personnel,
contractors, employee lists, compensation, and employee and contractor skills; and (f) any other
non-public information which a competitor of Sonos could use to the competitive disadvantage of
Sonos. “Confidential Information™ will not include information that: (1) is or becomes a matter of
public knowledge through no fault of yours or without violation of any duty of confidentiality by you;
or (2) is rightfully received by you from a third party without a duty of confidentiality. Further, nothing
in this Agreement will prohibit you from discussing the terms and conditions of my employment with
others to the extent expressly permitted by Section 5 of the National Labor Relations Act.

You acknowledge that the restrictions contained in this Section 5 are a reasonable and
necessary protection of the immediate interests of Sonas, and any violation of these restrictions
could cause substantial injury to Sonos. In the event of a breach or threatened breach by you of any
of these restrictions, the procedures set forth in the At-Will Employment, Confidential Information,
Invention Assignment and Arbitration Agreement will be followed.

6. At Will Status. Your employment remains at-will during the Interim Period, meaning
that you and Sonos may terminate the employment relationship at any time, with or without cause,
and with or without notice.
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7. Prior Agreements; Amendment. This agreement contains all of the
understandings and representations between you and Sonos, and supersedes all prior and
contemporaneous understandings, discussions, agreements, representations, and warranties, both
written and oral; provided, however, that this Agreement will not supersede your Offer Letter dated
December 27, 2011 and your At-Will Employment, Confidential Information, Invention Assignment
and Arbitration Agreement dated January 4, 2012 (collectively, the “Prior Agreements”) and you
will remain subject to the terms and conditions of the Prior Agreements. This Agreement may not
be amended or modified unless in writing signed by both Sonos and you.

8. Governing Law. This Agreement and all related documents including all exhibits
attached hereto, and all matters arising out of or relating to this agreement, whether sounding in
confract, tort, or statute are governed by, and construed in accordance with, the laws of the State of
Massachusetts, without giving effect to the conflict of laws provisions thereof to the extent such
principles or rules would require or permit the application of the laws of any jurisdiction other than
those of Massachusetts.

[Signature Page Follows]
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We appreciate your hard work and continued efforts on behalf of Sonos. Please contact me
if you have any questions about this Agreement.

SONOS, INC. MICHAEL GIANNETTO

DocuSigned by: D?-Clﬁlgmd by:
BY: [ palrick Spunss By: | Michatl Giavnetts
Printed Name: Patrick Spence Printed Ngﬂlﬁg?ﬁf&“éel Giannetto
Title: Chief Executive Officer Date: 2019-05-15

2019-05-16

Date:






DocuSign Envelope ID: 098E15DD-8850-4E16-83EE-057CF99CB3EC

EXHIBIT A

RELEASE AGREEMENT
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RELEASE AGREEMENT

This Release Agreement (this “Release”) is entered into by you and Sonos, Inc., a Delaware
corporation (“Sonos”), effective as of September 30, 2019 (the “Effective Date”).

In consideration of the promises set forth in the letter agreement between Sonos and you,
dated May 15, 2019 (the “Agreement’), you and Sonos agree as follows:

1. General Release. In consideration of the payments and benefits provided to you
under the Agreement, you, for yourself and on behalf of your representatives, agents, estate, heirs,
successors and assigns (“You"), hereby release and waive your right to assert any form of legal
claim against the Released Parties (defined in Section 6 below) whatsoever for any alleged action,
inaction or circumstance, whether existing or contingent, known or unknown, suspected or
unsuspected, existing or arising from the beginning of time through the date you sign this Release.

What this general release covers: Your waiver and release herein is intended to bar any
form of legal claim, cause of action, lawsuit, charge, complaint or any other form of action against
the Released Parties seeking any form of relief including, without limitation, equitable relief (whether
declaratory, injunctive or otherwise), the recovery of any damages or any other form of monetary
recovery whatsoever (including, without limitation, back pay, front pay, compensatory damages,
emotional distress damages, punitive damages, attorneys’ fees and any other costs) against the
Released Parties, for any alleged action, inaction or circumstance existing or arising through the
date you sign this Release (collectively referred to as “Claims”).

Without limiting the foregoing general waiver and release, You specifically waive and
release the Released Parties from any Claims arising from or related to your employment
relationship with the Company or the termination thereof, including, without limitation:

e« Claims under any California, Massachusetts (or any other state), federal, and/or local
statute, regulation or executive order (as amended through the Effective Date) relating
to employment, retaliation, discrimination (including discrimination on the basis of race,
color, religion, creed, sex, sex harassment, sexual orientation, age, gender identity,
marital status, familial status, pregnancy, naticnal origin, ancestry, alienage, handicap,
disability, present or past history of mental disorders or physical disability, veteran's
status, candidacy for or activity in a general assembly or other public office, or
constitutionally protected acts of speech), fair employment practices, or other terms and
conditions of employment, including but not limited to the Age Discrimination in
Employment Act and Older Workers Benefit Protection Act (29 U.S.C. § 621 et seq.), the
Civil Rights Acts of 1866 and 1871, Title VII of the Civil Rights Act of 1964 and the Civil
Rights Act of 1991 (42 U.S.C. § 2000e et seq.), the Equal Pay Act (29 U.S.C. § 201 et
seq.), the Americans With Disabilities Act (42 U.S.C. § 12101 et seq.), the Immigration
Reform and Control Act (8 U.S.C. § 1101 et seq.), the California Fair Employment and
Housing Act (Cal Gov. Code § 129400-951, et seq.), the Massachusetts Fair
Employment Practices Statute (including the Pregnant Workers Fairness Act) (M.G.L. c.
151B § 1 et seq.), the Massachusetts Equal Rights Act (M.G.L. ¢. 93 §102), the
Massachusetts Civil Rights Act (M.G.L. ¢. 12 §§ 11H & 11/), the Massachusetts Privacy
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Statute (M.G.L. c. 214 § 1B), the Massachusetts Sexual Harassment Statute (M.G.L. c.
214 § 1C), the Massachusetts law against retaliation (M.G.L. ¢. 19C, §11), and any
similar California, Massachusetts or other state, federal or local statute or law.

Claims under any California, Massachusetts (or any other state), federal and/or local statute,
regulation or executive order (as amended through the Effective Date) relating to leaves of
absence, layoffs or reductions-in-force, wages, hours, or other terms and conditions of
employment, including but not limited to the National Labor Relations Act (29 U.S.C. § 151
et seq.), the Family and Medical Leave Act (29 U.S.C. § 2601 et seq.), the Employee
Retirement Income Security Act of 1974 (29 U.S.C. § 1000 et seq.), COBRA (29 U.S.C. §
1161 et seq.), the Fair Labor Standards Act (29 U.S.C. § 201 et seq.), the Occupational
Safety and Health Act (29 U.S.C. § 651 et seq.), the Worker Adjustment and Retraining
Notification Act (29 U.S.C. § 21017 et seq.), the California Family Rights Act (Cal. Gov. Code
§§ 12945.1- 12945.2), the California Pregnancy Disability Leave Act (Cal. Gov. Code §
12945), the California School Activities Act (Cal. Labor Code § 230.8), the Cal-WARN Act
(Cal. Labor Code §§ 1400-1408), the California laws relating to the time, manner, and
payment of wages (Cal. Lab. §§200 et seq.) (including the California Wage Payment Law
(Cal. Labor Code §§ 200-240), the California Overtime Law (Cal. Labor Code §§ 500-552),
the California Minimum Wage Law (Cal. Labor Code § 1182.12), the California Healthy
Workplaces, Healthy Families Act of 2014 (Cal. Labor Code § 245.5, 246, and 247.5), the
Massachusetts Small Necessities Leave Act (M.G.L. c. 749, §52D), the Massachusetts
Parental Leave law (M.G.L. ¢. 149, §105D), the Massachusetts Sick Leave Law (M.G.L. c.
149 § 148C), the Massachusetts Wage Act (M.G.L. c. 149 § 148 et seq.), the
Massachusetts Minimum Fair Wages Act (M.G.L. c. 151 § 1 ef. seq.), the Massachusetts
Equal Pay Act (M.G.L. c. 149 § 105A), and any similar California, Massachusetts or other
state, federal or local law. Please note that this section specifically includes a waiver
and release of Claims that you have or may have regarding payments or amounts
covered by the California Wage Payment Laws, California Minimum Wage and
Overtime Laws, Massachusetts Wage Act or Massachusetts Minimum Fair Wages Act
(including, for instance, hourly wages, salary, overtime, minimum wages,
commissions, vacation pay, holiday pay, sick leave pay, dismissal pay, bonus pay or
severance pay), as well as Claims for retaliation under these Acts.

e Claims under any California, Massachusetts (or any other state) or federal common law
theory, including, without limitation, wrongful discharge, breach of express or implied
contract, promissory estoppel, unjust enrichment, breach of a covenant of good faith and
fair dealing, violation of public policy, defamation, interference with contractual relations,
intentional or negligent infliction of emotional distress, invasion of privacy,
misrepresentation, deceit, fraud, negligence, or any claim to attorneys’ fees under any
applicable statute or common law theory of recovery.

e Claims under any California, Massachusetts (or any other state), federal or local statute,
regulation or executive order (as amended through the Effective Date) relating to
whistleblower protections, violation of public policy, or any other form of retaliation or
wrongful termination, including but not limited to the Sarbanes-Oxley Act of 2002 and
any similar California, Massachusetts or other state or federal statute.
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e Claims wunder any Company compensation, benefit, stock option, incentive
compensation, bonus, restricted stock, and/or equity plan, program, policy, practice or
agreement.

e Any other Claim arising under other state, federal, municipal or local law.

2. Waiver of Claims Under Section 1542. You acknowledge that there may exist
claims or facts in addition to or different from those which are now known or believed by you to exist
and represent that, by means of the release in Section 1, it is nonetheless your intention to fully
settle and release all such claims, whether known or unknown. You acknowledge that your intent in
executing this Release is that this Release shall be effective as a bar to each and every claim
covered by Section 1. In furtherance of this intention, You hereby expressly waive any and all rights
and benefits conferred upon you (if any) by the provisions of Section 1542 of the California Civil
Code and expressly consent that this Release shall be given full force and effect according to each
and all of its express terms and provisions, including those related to unknown and/or unsuspected
claims, if any, as well as those relating to any other claims described in Section 1. Section 1542 of
the California Civil Code reads as follows:

“A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH THE CREDITOR OR RELEASING
PARTY DOES NOT KNOW OR SUSPECT TO EXIST IN HIS OR HER FAVOR AT THE TIME OF
EXECUTING THE RELEASE AND THAT, IF KNOWN BY HIM OR HER, WOULD HAVE MATERIALLY
AFFECTED HIS OR HER SETTLEMENT WITH THE DEBTOR OR RELEASED PARTY."

3. Interpretation. The general release-of-claims shall be given the broadest
interpretation permitted by law. The listing of specific claims therein shall not be interpreted to
exclude any other claims not specifically listed therein.

4, Exceptions. The foregoing general release-of-claims will not waive or limit your
right, where applicable:

s« To file a complaint or to participate in, cooperate and/or communicate with, or provide
information in connection with, an investigative proceeding of any federal, state or local
governmental agency, including but not limited to the U.S. Equal Employment
Opportunity Commission ("EEOC”), the California Department of Fair Employment and
Housing, the Massachusetts Commission Against Discrimination, or the Securities and
Exchange Commission (collectively, the “Agencies”) without notice to Sonos. However,
please understand that, because you are waiving and releasing the right to “recovery of
any damages or any other form of monetary recovery whatsoever” (per Section 1), you
may only seek and receive non-monetary forms of relief from the Agencies. However,
nothing in this Release prohibits you from receiving monetary rewards under the
whistieblower provisions of federal law or regulation;

e To pursue a claim for unemployment or workers' compensation benefits;

e To enforce this Release;
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e To pursue claims of age discrimination under the Age Discrimination in Employment Act
of 1967, as amended (the “ADEA"), based on acts or omissions which occur after the
date you sign this Release; and/or

s To challenge the validity or enforceability of any waiver of ADEA rights or claims
pursuant to this Release.

5 No Amounts Owing/Accord and Satisfaction. You acknowledge and agree that,
except for the specific consideration in the Release for consulting services, you have been paid and
provided all wages, commissions, incentive pay, bonuses, vacation pay, sick pay, paid time off,
holiday pay, stock and stock options, equity, severance pay, expenses, and any other form of
compensation that may be due to you now or in the future in connection with your employment with
or separation of employment from Sonos.

6 Definition of Released Parties. “Released Parties” means: (a) Sonos, Inc.; (b) all of
Sonos’ past, present, and future subsidiaries, parents, affiliates and divisions; (c) all of Sonos’
successors and/or assigns, as well as legal representatives; (d) all of Sonos’ past, present, and
future officers, directors, managers, employees, shareholders, owners, attorneys, agents, insurers,
employee benefit plans (including such plans’ administrators, trustees, fiduciaries, record-keepers,
and insurers), and legal representatives (all both individually, in their capacity acting on Sonos'
behalf, and in their official capacities); and (e) all persons acting by, through, under, or in concert
with any of the entities or persons listed in subsections (a)-(d).

| UNDERSTAND AND VOLUNTARILY ACCEPT AND AGREE TO THE TERMS OF THIS
RELEASE

MICHAEL GIANNETTO

September 30, 2019









Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Patrick Spence, certify that:
1. Ihave reviewed this Quarterly Report on Form 10-Q of Sonos, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

b. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

c. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth
fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit
committee of the registrant’s board of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Date: August 8, 2019 /s/ Patrick Spence

Patrick Spence

Chief Executive Officer
(Principal Executive Officer)



Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Brittany Bagley, certify that:
1. Ihave reviewed this Quarterly Report on Form 10-Q of Sonos, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

b. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

c. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth
fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit
committee of the registrant’s board of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Date: August 8, 2019 /s/ Brittany Bagley

Brittany Bagley

Chief Financial Officer

(Principal Financial Officer

and Principal Accounting Officer)



Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Patrick Spence, Chief Executive Officer of Sonos, Inc. (the “Company”), hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
that to the best of my knowledge, this Quarterly Report on Form 10-Q of the Company for the fiscal quarter ended June 29, 2019 fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended, and that the information contained in such Quarterly Report on Form 10-Q fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: August 8, 2019 By: /s/ Patrick Spence
Patrick Spence

Chief Executive Officer
(Principal Executive Officer)




Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Brittany Bagley, Chief Financial Officer of Sonos, Inc. (the “Company”), hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
that to the best of my knowledge, this Quarterly Report on Form 10-Q of the Company for the fiscal quarter ended June 29, 2019 fully complies with the requirements of Section 13(a) or 15(d) of the

Securities Exchange Act of 1934, as amended, and that the information contained in such Quarterly Report on Form 10-Q fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: August 8, 2019 By: /s/ Brittany Bagley

Brittany Bagley

Chief Financial Officer
(Principal Financial Officer and
Principal Accounting Officer)



