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PART I. FINANCIAL INFORMATION
Item 1.

Financial Statements
SONOS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited, in thousands, except par values)
As of
April 3,
2021

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
Operating lease right-of-use assets
Goodwill
Intangible assets, 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, current
Other current liabilities
Total current liabilities
Operating lease liabilities, noncurrent
Long-term debt
Deferred revenue, noncurrent
Deferred tax liabilities
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

The accompanying notes are an integral part of these condensed consolidated financial statements.
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October 3,
2020

638,927
192
69,690
139,581
31,763
880,153
65,509
39,061
15,545
25,434
1,984
20,600
1,048,286

$

203,585
61,659
46,665
—
18,392
40,770
371,071
39,361
—
52,497
2,394
3,695
469,018

$

250,328
45,049
44,517
6,667
15,304
31,150
393,015
50,360
18,251
47,085
2,434
7,067
518,212

126
(26,023)
684,988
(78,979)
(844)
579,268
1,048,286 $

114
(20,886)
548,993
(228,492)
(1,890)
297,839
816,051

$

407,100
191
54,935
180,830
17,321
660,377
60,784
42,342
15,545
26,394
1,800
8,809
816,051
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SONOS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (LOSS)
(unaudited, in thousands, except share and per share amounts)

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
Interest expense
Other income (expense), net
Total other income (expense), net
Income (loss) before provision for (benefit from) income taxes
Provision for (benefit from) income taxes

Three Months Ended
April 3, 2021
March 28, 2020
$
332,949 $
175,098
167,173
102,089
165,776
73,009
56,370
57,205
39,806
153,381
12,395

Six Months Ended
April 3, 2021
March 28, 2020
$
978,532 $
737,181
513,331
436,552
465,201
300,629

49,593
50,504
26,119
126,216
(53,207)

108,717
131,658
75,047
315,422
149,779

102,120
127,928
56,327
286,375
14,254

874
(374)
(1,423)
(923)
(54,130)
(1,810)
(52,320) $

80
(448)
2,680
2,312
152,091
2,578
149,513 $

1,873
(827)
3,001
4,047
18,301
(153)
18,454

Net income (loss)

$

44
(182)
(1,578)
(1,716)
10,679
(6,542)
17,221 $

Net income (loss) attributable to common stockholders:
Basic

$

17,221

$

(52,320) $

149,513

$

18,454

$

17,221

$

(52,320) $

149,513

$

18,454

$

0.14

$

(0.48) $

1.26

$

0.17

$

0.12

$

(0.48) $

1.09

$

0.16

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)

$

121,880,615

109,515,049

118,745,569

109,249,866

143,055,546

109,515,049

136,849,846

117,819,569

17,221
199
17,420

$

$
$

(52,320) $
(431)
(52,751) $

The accompanying notes are an integral part of these condensed consolidated financial statements.
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149,513
1,046
150,559

$
$

18,454
(950)
17,504
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SONOS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(unaudited, in thousands, except share amounts)

Balance at October 3, 2020
Issuance of common stock pursuant to equity
incentive plans
Repurchase of common stock related to shares
withheld for tax in connection with vesting of
restricted stock unit awards ("RSUs")
Stock-based compensation expense
Net income
Change in foreign currency translation adjustment
Balance at January 2, 2021
Issuance of common stock pursuant to equity
incentive plans
Retirement of treasury stock
Repurchase of common stock
Repurchase of common stock related to shares
withheld for tax in connection with vesting of RSUs
Stock-based compensation expense
Net income
Change in foreign currency translation adjustment
Balance at April 3, 2021
Balance at September 28, 2019
Issuance of common stock pursuant to equity
incentive plans
Repurchase of common stock
Repurchase of common stock related to shares
withheld for tax in connection with vesting of RSUs
Stock-based compensation expense
Net income
Change in foreign currency translation adjustment
Balance at December 28, 2019
Issuance of common stock pursuant to equity
incentive plans
Repurchase of common stock
Repurchase of common stock related to shares
withheld for tax in connection with vesting of RSUs
Stock-based compensation expense
Net loss
Change in foreign currency translation adjustment
Balance at March 28, 2020

Common Stock
Shares
Amount
113,915,233 $
114
7,075,338
—
—
—
—
120,990,571 $
5,743,359
(1,017,308)

—

Additional
Paid-In
Capital
$ 548,993

7

69,498

—
—
—
—
121

—
14,844
—
—
$ 633,335

6
(1)

49,655
(14,365)

Accumulated
Total
Accumulated
Other
Treasury Stock
Deficit
Comprehensive Stockholders’
Equity
Loss
Shares
Amount
(1,571,138) $ (20,886) $ (228,492) $
(1,890) $
297,839
—

—

(307,980)
(5,118)
—
—
—
—
—
—
(1,879,118) $ (26,004) $
—
1,017,308
(19,547)

—

—

69,505

—
—
—
847
(1,043) $

(5,118)
14,844
132,292
847
510,209

—

—

$

—
—

—
—

49,661
—
(682)

—
—
132,292
—
(96,200) $

—
14,366
(682)

—

—

—
—
—
—
125,716,622 $

—
—
—
—
126

—
16,363
—
—
$ 684,988

(387,206)
(13,703)
—
—
—
—
—
—
(1,268,563) $ (26,023) $

—
—
17,221
—
(78,979) $

—
—
—
199
(844) $

(13,703)
16,363
17,221
199
579,268

109,623,417 $

110

$ 502,757

(1,020,775) $ (13,498) $

(208,377) $

(64) $

280,928

1,561,696
—

1
—

7,968
—

—
—
—
—
111,185,113 $

—
—
—
—
111

—
13,204
—
—
$ 523,929

1,548,614
—

2
—

4,614
—

—
—
—
—
112,733,727 $

—
—
—
—
113

—
13,394
—
—
$ 541,937

—
(227,241)

—
(2,926)

(144,908)
(2,152)
—
—
—
—
—
—
(1,392,924) $ (18,576) $
—
(2,309,604)

—
—
—
—
70,775
—
(137,602) $

—
(30,290)

(182,124)
(2,444)
—
—
—
—
—
—
(3,884,652) $ (51,310) $

—
—
—
—
(52,320)
—
(189,922) $

The accompanying notes are an integral part of these condensed consolidated financial statements.
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—
—
—
—
—
(519)
(583) $

7,969
(2,926)
(2,152)
13,204
70,775
(519)
367,279

—
—

4,616
(30,290)

—
—
—
(431)
(1,014) $

(2,444)
13,394
(52,320)
(431)
299,804
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SONOS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in thousands)
Six Months Ended
April 3,
March 28,
2021
2020
Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash provided by operating activities
Depreciation and amortization
Stock-based compensation expense
Other
Deferred income taxes
Foreign currency transaction gain
Changes in operating assets and liabilities:
Accounts receivable, net
Inventories
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, intangible and other assets
Cash paid for acquisition, net of acquired cash
Net cash used in investing activities
Cash flows from financing activities
Repayments of borrowings
Payments for repurchase of common stock
Proceeds from exercise of common stock options
Payments for repurchase of common stock related to shares withheld for tax in connection with vesting of restricted stock
units
Net cash provided by (used in) 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
Cash paid for amounts included in the measurement of lease liabilities
Supplemental disclosure of non-cash investing and financing activities
Purchases of property and equipment in accounts payable and accrued expenses
Right-of-use assets obtained in exchange for new operating lease liabilities

$

$

18,454

16,725
31,207
344
(146)
(1,047)

18,831
26,598
2,989
74
(420)

(13,260)
39,631
(21,982)
(36,485)
2,087
8,374
992
175,953

63,344
106,245
(9,690)
(191,070)
(14,443)
3,729
10,727
35,368

(19,927)
—
(19,927)

(25,800)
(36,289)
(62,089)

(25,000)
(682)
119,166

(3,333)
(33,216)
12,585

(18,821)
74,663
1,139
231,828

(4,596)
(28,560)
(107)
(55,388)

$

407,291
639,119

$

338,820
283,432

$
$
$

357
3,255
11,683

$
$
$

851
1,025
7,346

$
$

8,910
1,622

$
$

3,270
75,642

The accompanying notes are an integral part of these condensed consolidated financial statements.
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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 audio
products and services. 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 over the customer’s wireless network or over Bluetooth.
The Company’s products are sold through third-party physical retailers, including custom installers of home audio systems, 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. in the
Netherlands, Beijing Sonos Technology Co. Ltd. in China, Sonos Japan GK in Japan, and Sonos Australia Pty Ltd. in Australia.
Basis of presentation and preparation
The accompanying condensed consolidated financial statements are unaudited. The condensed consolidated balance sheet as of October 3, 2020 has been
derived from the audited consolidated 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 the applicable rules and regulations of the Securities and Exchange Commission
(“SEC”). Accordingly, they do not include all the information and footnotes required by U.S. GAAP for annual financial statements. They 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
October 3, 2020 (the “Annual Report”), filed with the SEC on November 23, 2020.
In management’s opinion, the accompanying unaudited condensed consolidated financial statements include all adjustments, consisting of only normal
recurring adjustments, necessary for the fair statement of the Company’s financial position, its results of operations, and its cash flows for the interim periods
presented. The results of operations for the three and six months ended April 3, 2021 are not necessarily indicative of the results to be expected for the full fiscal
year or any other period.
The Company operates on a 52- week or 53- week 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, 2020 and will reoccur in the fiscal year ending October 3, 2026. The six months ended April 3, 2021 and March 28, 2020 spanned
26 weeks each. As used in this Quarterly Report on Form 10-Q, “fiscal 2021” refers to the fiscal year ending October 2, 2021 and “fiscal 2020” refers to the
fiscal year ended October 3, 2020.
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.
In March 2020, the outbreak of the novel coronavirus (COVID-19) was declared a pandemic. While the nature of the situation is dynamic, the Company has
considered the impact when developing its estimates and assumptions noted above. Actual results and outcomes may differ from management's estimates and
assumptions.
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SONOS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(unaudited)

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.
Recently adopted accounting pronouncements
In June 2016, the Financial Accounting Standards Board ("FASB") issued ASU No. 2016-13, Financial Instruments - Credit Losses: Measurement of Credit
Losses on Financial Instruments, and it subsequently issued amendments to the initial guidance (collectively referred to as "Topic 326"), which provide a new
impairment model that requires measurement and recognition of expected credit losses for most financial assets and certain other instruments, including accounts
receivable. The Company adopted this standard effective October 4, 2020, using a modified retrospective approach. Under the new standard, the allowance for
credit losses is based on the Company's assessment of collectibility of accounts, including consideration of the age of invoices, each customer's expected ability
to pay and collection history, customer-specific information and current economic conditions that may impact a customer's ability to pay. The adoption of this
standard did not have a material 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 guidance for unit of account to align with Topic 606 and provides presentation guidance for collaborative arrangements.
The Company adopted this standard in the first quarter of fiscal 2021. The adoption did not have a material impact on the Company's consolidated financial
statements.
Recent accounting pronouncements pending adoption
In December 2019, the FASB issued ASU No. 2019-12, Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes. This standard simplifies
the accounting for income taxes by removing certain exceptions to the general principles in Accounting Standards Codification Topic 740 ("ASC 740") as well
as by improving consistent application of the topic by clarifying and amending existing guidance. This standard is effective for the Company in the first quarter
of fiscal 2022, with early adoption permitted. The Company is currently evaluating the timing of adoption and 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 following table summarizes fair value measurements by level for the assets measured at fair value on a recurring basis as of April 3, 2021 and
October 3, 2020:
(In thousands)
Assets:
Money market funds (cash equivalents)

April 3, 2021
Level 2
Level 3

Level 1
$

(In thousands)
Assets:
Money market funds (cash equivalents)

472,425

$

8

281,380

$

—

$

October 3, 2020
Level 2
Level 3

Level 1
$

—

Total

$

—

$

472,425
Total

—

$

281,380
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SONOS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(unaudited)

4. Revenue and Geographic Information
Disaggregation of revenue
Revenue by geographical region also includes the applicable service revenue for software upgrades and cloud-based services attributable to each region and
is based on ship-to address, as follows:
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands)
Americas
Europe, Middle East and Africa (“EMEA”)
Asia Pacific (“APAC”)

$

$

Total revenue

193,938
114,306
24,705
332,949

$

$

101,964
57,252
15,882
175,098

Six Months Ended
April 3, 2021
March 28, 2020
$

561,177
354,313
63,042
978,532

$

$

$

405,158
269,990
62,033
737,181

Revenue is attributed to individual countries based on ship-to address and also includes the applicable service revenue for software upgrades and cloudbased services attributable to each country. Revenue by significant countries is as follows:
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands)
United States
Other countries

$
$

Total revenue

178,019
154,930
332,949

$
$

94,755
80,343
175,098

Six Months Ended
April 3, 2021
March 28, 2020
$

508,915
469,617
978,532

$

$
$

372,028
365,153
737,181

Revenue by product category also includes the applicable service revenue for software upgrades and cloud-based services attributable to each product
category. Revenue by major product category is as follows:
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands)
Sonos speakers
Sonos system products
Partner products and other revenue

$

$

Total revenue

267,534
52,062
13,353
332,949

$

$

116,367
47,202
11,529
175,098

Six Months Ended
April 3, 2021
March 28, 2020
$

$

795,050
149,820
33,662
978,532

$

$

583,044
108,723
45,414
737,181

5. Balance Sheet Components
Accounts receivable, net of allowances
Accounts receivable, net of allowances, consist of the following:
April 3, 2021
(In thousands)
Accounts receivable
Allowance for credit losses
Allowance for sales incentives
Accounts receivable, net of allowances

$

$

9

91,737 $
(1,435)
(20,612)
69,690 $

October 3, 2020
73,757
(1,307)
(17,515)
54,935
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SONOS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(unaudited)

Inventories
Inventories consist of the following:
April 3, 2021
(In thousands)
Finished goods
Component parts
Inventories

$

October 3, 2020

131,541
8,040
139,581

$

$

172,184
8,646
180,830

$

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.
Intangible assets
The following table reflects the changes in the net carrying amount of the components of intangible assets associated with the Company's acquisition
activity:
April 3, 2021
Gross
Carrying
Amount
(In thousands, except weighted-average remaining life)
Technology
Other
Total finite-lived intangible assets
In-process research and development and other intangible assets not
subject to amortization
Total intangible assets

$

$

7,789
39
7,828
20,100
27,928

Accumulated
Amortization
$

$

(2,468)
(26)
(2,494)
—
(2,494)

Net Carrying
Value
$

$

5,321
13
5,334

Weighted-Average
Remaining Life
3.10
0.67
3.09

20,100
25,434

The following table summarizes estimated future amortization expense of the Company's intangible assets as of April 3, 2021:
Fiscal years ending
(In thousands)
Remainder of fiscal 2021
2022
2023
2024
2025
2026 and thereafter
Total future amortization expense

Future Amortization Expense
$

$

10

971
1,927
1,246
1,020
170
—
5,334
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SONOS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(unaudited)

Accrued expenses
Accrued expenses consist of the following:

April 3, 2021
(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

October 3, 2020

$

9,999
9,294
7,864
12,366
16,555
5,581
61,659

$

$

10,609
6,252
2,843
9,753
10,068
5,524
45,049

$

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 cloud-based services.
The following table presents the changes in the Company’s deferred revenue for the six months ended April 3, 2021 and March 28, 2020:
April 3,
2021
(In thousands)
Deferred revenue, beginning of period
Recognition of revenue included in beginning of period deferred revenue
Revenue deferred, net of revenue recognized on contracts in the respective period

$

62,389 $
(7,883)
16,383
70,889 $

$

Deferred revenue, end of period

March 28,
2020
56,449
(6,904)
10,798
60,343

The Company expects the following recognition of deferred revenue as of April 3, 2021:
For the fiscal years ending
2021
(In thousands)
Deferred revenue expected to be recognized

$

2022

10,473

$

2023

15,360

$

13,432

2025 and
Beyond

2024
$

11,382

$

20,242

Total
$

70,889

Other current liabilities
Other current liabilities consist of the following:
April 3, 2021
(In thousands)
Reserve for returns
Short-term operating lease liabilities
Product warranty liability
Other

$

$

Total other current liabilities
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October 3, 2020
20,572
10,718
4,856
4,624
40,770

$

$

14,195
10,910
3,628
2,417
31,150

Table of contents
SONOS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
(unaudited)

The following table presents the changes in the Company’s warranty liability for the six months ended April 3, 2021 and March 28, 2020:
April 3, 2021
March 28, 2020
(In thousands)
Warranty liability, beginning of period
$
3,628 $
3,254
Provision for warranties issued during the period
8,844
7,098
Settlements of warranty claims during the period
(7,616)
(6,608)
$
4,856 $
3,744
Warranty liability, end of period
6. Debt
The Company's debt obligation consists of the Secured Credit Facility with J.P. Morgan Chase Bank, N.A. (the “Credit Facility”). In January 2021, the
Company repaid all of its outstanding principal balance of $24.9 million under the J.P. Morgan Chase Bank, N.A. Secured Term Loan (the "Term Loan") which
had an original maturity date of October 2021. As of April 3, 2021, the Company did not have any remaining short- or long-term debt obligations, and as of
October 3, 2020 the Company’s short- and long-term debt obligations were as follows:
October 3, 2020
Rate
Balance
(In thousands, except percentages)
Term loan (1)
Unamortized debt issuance costs (2)
Total indebtedness
Less short-term portion

2.4 % $

$

Long-term debt

25,000
(82)
24,918
(6,667)
18,251

(1) Original maturity date of October 2021 and bore interest at a variable rate equal to an adjusted LIBOR plus 2.25%, payable quarterly.
(2) Debt issuance costs were 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 quarterly 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
April 3, 2021 and October 3, 2020, the Company did not have any outstanding borrowings and had $2.9 million and $0.5 million, respectively, in undrawn
letters of credit that reduce the availability under the Credit Facility.
Debt obligations under the Credit Facility 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 April 3, 2021 and October 3, 2020, the Company was in compliance with all financial covenants. The Credit Facility is collateralized by
eligible inventory and accounts receivable of the Company, as well as the Company's intellectual property including patents and trademarks.
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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 January 7, 2020, the Company filed a complaint with the U.S. International Trade Commission ("ITC") against Alphabet Inc. ("Alphabet") and Google
LLC ("Google") and a lawsuit in the U.S. District Court for the Central District of California against Google. The complaint and lawsuit each allege
infringement of certain Sonos patents related to its smart speakers and related technology. On February 6, 2020, the ITC initiated a formal investigation into the
Company’s claims. Google and Alphabet filed an initial answer in the ITC action on February 27, 2020 and an amended answer on April 3, 2020, denying
infringement and alleging that the asserted patents are invalid. The ITC case went to trial at the end of February 2021, and we expect an initial determination
from the administrative law judge in the ITC case on or about August 13, 2021, which date was extended from the original date of May 11, 2021 as a result of
COVID-related scheduling issues and workload increases pursuant to an order from the Chief Administrative Law Judge in May 2021. On March 4, 2020, the
California District Court stayed the district court proceeding pending resolution of the ITC investigation. On March 11, 2020, Google filed an answer in the
California District Court, denying infringement and alleging that the asserted patents are invalid. On September 28, 2020, Google filed for a declaratory
judgement of non-infringement in the U.S. District Court for the Northern District of California related to five different Sonos patents. On September 29, 2020,
the Company filed a lawsuit against Google in the U.S. District Court for Western District of Texas, alleging infringement of those five Sonos patents and
seeking monetary damages and other non-monetary relief. On December 1, 2020, the Company filed a lawsuit against Google Germany GmbH and Google
Ireland Ltd. in the regional court of Hamburg, Germany, alleging infringement of a Sonos patent related to control of playback of media by mobile and playback
devices and seeking non-monetary relief. The Hamburg Court issued a judgment on February 25, 2021 declining to issue a preliminary injunction against Google
Germany GmbH, although such court did issue a preliminary injunction against Google Ireland Ltd. in April 2021. See Note 14 "Subsequent Event" for more
details.
On June 11, 2020, Google filed a lawsuit in the U.S. District Court for the Northern District of California against the Company, alleging infringement of
five Google patents generally related to noise cancellation, digital rights management, media search and wireless relays and seeking monetary damages and other
non-monetary relief. On November 2, 2020, the California District Court granted Sonos’ motion and dismissed Google’s allegation of infringement of one of
such five Google patents, a patent generally related to media search, finding that the invention at issue is patent ineligible. On June 12, 2020, Google filed
lawsuits in District Court Munich I against Sonos Europe B.V. and Sonos, Inc., alleging infringement of two Google patents generally related to digital rights
management and search notifications, and seeking monetary damages and an injunction preventing sales of any infringing Sonos products. On January 14, 2021,
Google amended its infringement complaint related to the search notifications patent to relate to a limited version of the claims, in view of prior art cited by the
Company. On March 3, 2021, the District Court Munich stayed a case for infringement of the search notifications patent pending the outcome of a nullity action
based on doubt as to the validity of the patent. On August 21, 2020, Google filed a lawsuit against Sonos, Inc. in Canada, alleging infringement of one Google
patent generally related to noise cancellation technology. On August 21, 2020, Google filed a lawsuit against Sonos Europe B.V. and Sonos, Inc. in France,
alleging infringement of two Google patents generally related to digital rights management and search notifications, and seeking monetary damages and an
injunction preventing sales of any infringing Sonos products. On February 8, 2021, Google withdrew its infringement allegations regarding the search
notifications patent in view of prior art brought to the attention of the court by the Company. In August 2020, Google filed a lawsuit against Sonos Europe B.V.
and Sonos, Inc. in the Netherlands alleging infringement of a Google patent related to search notifications, and seeking monetary damages and an injunction
preventing sales of any infringing Sonos products. In September 2020, Google filed a lawsuit against Sonos Europe B.V. in the
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Netherlands, alleging infringement of a Google patent related to digital rights management, and seeking monetary damages and enforcement of an injunction
preventing sales of any infringing Sonos products, which was transferred to the Midden-Netherlands court on March 22, 2021 following the grant of the
Company's challenge to improper jurisdiction. A range of loss, if any, associated with these matters is not probable or reasonably estimable as of April 3, 2021
and October 3, 2020.
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 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 April 3, 2021 and October 3, 2020.
The Company is involved in certain other litigation matters not listed above but does not consider these 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.
On May 13, 2020, the Company was granted a temporary exclusion from the August 2019 Section 301 Tariff Action (List 4A) ("Section 301 tariffs") for its
component products. On July 23, 2020, the Company was granted a temporary exclusion from Section 301 tariffs for its core speaker products. These exclusions
eliminated the tariffs on the Company's component and core speaker products imported from China until August 31, 2020 and entitled the Company to a refund
for the tariffs paid since September 2019, the date the Section 301 tariffs were imposed. On August 28, 2020, the United States Trade Representative granted an
extension through December 31, 2020 of the exclusion for the Company’s core products, with the Section 301 tariffs for our core products automatically
reinstating on January 1, 2021. The exclusion for the Company’s component products was not extended past August 31, 2020, with the Section 301 tariffs for
our component products automatically reinstating on September 1, 2020. Tariff refund claims are subject to review and approval by U.S. Customs and Border
Protection. As of April 3, 2021, the Company recognized $6.2 million in refunds based upon acceptance of the Company's refund request, recognized as a
reduction to cost of revenue, and the outstanding refund receivable was approximately $1.1 million which is recorded in other current assets on the condensed
consolidated balance sheets. As of April 3, 2021, the remaining outstanding tariff refund the Company expects to recover was approximately $27.5 million. The
Company did not record these potential refunds due to uncertainty of the timing of acceptance of approval and will be recognized as a reduction to cost of
revenue if and when acceptance occurs.
8. Stockholders' Equity
Share repurchase program
On November 17, 2020, the Board of Directors authorized a common stock repurchase program of up to $50.0 million. During the six months ended
April 3, 2021, the Company repurchased 19,547 shares for an aggregate purchase price of $0.7 million at an average price of $34.86 per share under the
repurchase program. The Company had $49.3 million available for share repurchases under the repurchase program as of April 3, 2021.
Treasury stock during the six months ended April 3, 2021 included shares withheld to satisfy employees' tax withholding requirements in connection with
vesting of RSUs. Additionally, during the six months ended April 3, 2021 the Company retired 1,017,308 shares of treasury stock. The Company accounts for
the retirement of treasury stock by deducting its par value from common stock and reflecting any excess of cost over par value as a deduction from additional
paid-in-capital on the condensed consolidated balance sheets.
9. Stock-based Compensation
2018 Equity Incentive Plan
In July 2018, the Board adopted the 2018 Equity Incentive Plan (the “2018 Plan”). The 2018 Plan became effective in connection with the Company's initial
public offering ("IPO"). The number of shares reserved for issuance under the 2018 Plan increase automatically on January 1 of each year beginning in 2019 and
continuing through 2028 by a number of shares of common stock equal to the lesser of (x) 5% of the total outstanding shares
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of the Company’s common stock and common stock equivalents as of the immediately preceding December 31 (rounded to the nearest whole share) and (y) a
number of shares determined by the Company's board of directors (the "Board").
Stock options
Pursuant to the 2018 Plan, the Company issues stock options to employees and directors. 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 option holder performs services for the Company, the options generally vest over 48 months, on a monthly or quarterly basis,
with certain options subject to an initial annual cliff vest, 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:

Number of
Options
Outstanding at October 3, 2020
Granted
Exercised
Forfeited
Outstanding at April 3, 2021
At April 3, 2021
Options exercisable
Options vested and expected to vest

Weighted-Average
Exercise Price

28,422,940 $
—
(10,829,628)
(403,681)
17,189,631 $
14,465,856
16,893,229

$
$

12.03
—
11.01
14.30

Weighted Average
Remaining Contractual
Term
(In years)
5.6

Aggregate Intrinsic
Value
(In thousands)
$
99,053

12.62

5.5

$

452,794

12.25
12.59

5.1
5.5

$
$

386,395
445,523

As of April 3, 2021 and October 3, 2020, the Company had $10.5 million and $16.9 million, respectively, of unrecognized stock-based compensation
expense related to stock options, which is expected to be recognized over a weighted-average period of 1.2 and 1.5 years, respectively.
Restricted stock units
Pursuant to the 2018 Plan, the Company issues RSUs to employees and directors. 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 RSU activity is as follows:
Number of
Units
Outstanding at October 3, 2020
Granted
Released
Forfeited

Weighted-Average
Grant Date Fair
Value

11,647,951 $
2,613,732
(1,989,069)
(607,864)
11,664,750 $

Outstanding at April 3, 2021

10.50

Aggregate Intrinsic
Value
(In thousands)
$
180,543

11.87

$

454,459

As of April 3, 2021 and October 3, 2020, the Company had $105.1 million and $92.4 million of unrecognized stock-based compensation expense related to
RSUs, which is expected to be recognized over a weighted-average period of 2.8 and 3.0 years, respectively.
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Performance stock units ("PSU")
Pursuant to the 2018 Plan, the Company has issued and may issue certain PSUs that vest on the satisfaction of service and performance conditions. The
Company estimates the fair value of PSUs on the grant date and recognizes compensation expense in the period it becomes probable that performance conditions
will be achieved. On a quarterly basis, the Company re-evaluates the assumption of the probability that performance conditions will be satisfied and revises its
estimates as appropriate as new or updated information becomes available. The summary of the Company’s PSU activity is as follows:
Weighted-Average
Grant Date Fair
Value

Number of
Units
Outstanding at October 3, 2020
Granted
Vested
Forfeited

—
158,521
—
—
158,521

Outstanding at April 3, 2021

$

—

$

22.81

Aggregate Intrinsic
Value
(In thousands)
$
—

$

6,176

As of April 3, 2021, the Company had $4.3 million of unrecognized stock-based compensation expense related to PSUs, which is expected to be recognized
over a weighted-average period of 1.7 years.
Stock-based compensation
Total stock-based compensation expense by functional category was as follows:
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands)
Cost of revenue
Research and development
Sales and marketing
General and administrative

$

$

Total stock-based compensation expense

261
6,683
3,632
5,787
16,363

$

$

278
5,427
3,407
4,282
13,394

Six Months Ended
April 3, 2021
March 28, 2020
$

$

474
12,942
7,040
10,751
31,207

$

$

561
10,543
6,948
8,546
26,598

10. 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
("AETR"), 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 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 AETR,
and if the estimated AETR changes, a cumulative adjustment is made in that quarter. For the three and six months ended March 28, 2020, the Company excluded
certain jurisdictions from the calculation of the estimated AETR as the Company anticipated an ordinary loss in these jurisdictions for which no tax benefit could
be recognized.
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The Company recorded benefit from incomes taxes of $6.5 million and of $1.8 million for the three months ended April 3, 2021 and March 28, 2020,
respectively, related to U.S. and non-U.S. income taxes. The Company recorded a provision for incomes taxes of $2.6 million and benefit from income taxes of
$0.2 million for the six months ended April 3, 2021 and March 28, 2020, respectively. For the three and six months ended April 3, 2021 the Company's tax
provision includes a discrete benefit for U.S. share based compensation. For the six months ended March 28, 2020, the Company's tax provision includes a
discrete income tax benefit resulting from a favorable release of uncertain tax positions in the U.S. coinciding with the issuance of the Base Erosion and AntiAbuse Tax (“BEAT”) Regulations.
For the six months ended April 3, 2021, the Company maintained a full valuation allowance on its deferred tax assets in the U.S. and the Netherlands due to
its history of operating losses. It is possible that within the next 12 months there may be sufficient positive evidence to release a portion or all of the valuation
allowance. Release of the valuation allowance in the U.S. and the Netherlands would result in a benefit to income tax expense for the period the release is
recorded, which could have a material impact on net earnings. The timing and amount of the potential valuation allowance release are subject to significant
management judgment, as well as prospective earnings in the U.S. and the Netherlands.
11. Net Income (Loss) Per Share Attributable to Common Stockholders
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 awards, using the treasury stock 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
April 3,
March 28,
2021
2020
(In thousands, except share and per share data)
Numerator:
Net income (loss) attributable to common stockholders - basic and diluted $
Denominator:
Weighted-average shares of common stock—basic
Effect of potentially dilutive stock options
Effect of RSUs
Effect of PSUs
Weighted-average shares of common stock—diluted
Net income (loss) per share attributable to common stockholders:
Basic
Diluted

17,221

$

121,880,615
12,040,149
9,105,551
29,231
143,055,546

$
$

0.14
0.12

17

(52,320) $
109,515,049
—
—
—
109,515,049

$
$

(0.48) $
(0.48) $

Six Months Ended
April 3, 2021

149,513

March 28, 2020

$

118,745,569
10,073,032
8,016,629
14,616
136,849,846
1.26
1.09

18,454
109,249,866
6,185,155
2,384,548
—
117,819,569

$
$

0.17
0.16
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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:

Stock options to purchase common stock
Restricted stock units
Performance stock units
Total

Three Months Ended
April 3, 2021
March 28, 2020
7,523,579
34,840,568
3,219,598
7,081,150
44,217
—
10,787,394
41,921,718

Six Months Ended
April 3, 2021
March 28, 2020
12,299,023
29,425,147
4,354,744
4,635,242
22,109
—
16,675,876
34,060,389

12. Restructuring Plan
On June 23, 2020, the Company initiated a restructuring plan as part of its efforts to reduce operating expenses and preserve liquidity due to the uncertainty
and challenges stemming from the COVID-19 pandemic (the "2020 restructuring plan"). As part of the 2020 restructuring plan, the Company eliminated
approximately 12% of its global headcount and closed its New York retail store and six satellite offices in order to better align resources to provide further
operating flexibility and more efficiently position the business for its long-term strategy. Activities under the 2020 restructuring plan were substantially
completed in the first quarter of fiscal 2021.
Total pre-tax restructuring and related costs under the 2020 restructuring plan were $26.4 million, which was incurred in fiscal 2020. For the assets deemed
to be impaired as part of the 2020 restructuring, the Company estimated fair value using an income-approach based on management’s forecast of future cash
flows expected to be derived from the property. In the first quarter of fiscal 2021, the Company negotiated the early termination of a facility lease that was part
of the 2020 restructuring and recorded a gain of $2.8 million, representing the difference between the related operating lease liability and previously accrued
restructuring expenses versus the early termination payment. The gain was recognized as a credit in sales and marketing expenses on the condensed consolidated
statements of operations and comprehensive income. The cash paid related to the settlement of the lease liability as part of the early termination is included
within "Cash paid for amounts included in the measurement of lease liabilities" within the supplemental disclosure on the condensed consolidated statements of
cash flows.
The remaining balance in accrued expenses and accrued compensation associated with restructuring activities is nominal as of second quarter of fiscal 2021.
These costs required the Company to make certain judgments and estimates regarding the amount and timing of the 2020 restructuring plan and related
impairment charges or recoveries. The estimated liability could change subsequent to its recognition as part of the 2020 restructuring plan, requiring adjustments
to the expense and liability recorded. On a quarterly basis, the Company conducts an evaluation of the related liabilities and expenses and revises its assumptions
and estimates as appropriate as new or updated information becomes available.
13. Retirement 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 various defined
contribution plans for its international employees. Eligible U.S. employees may make tax-deferred contributions under the 401(k) plan, but are limited to the
maximum annual dollar amount allowable under the Internal Revenue Code of 1986, as amended (the "Code"). The Company matches contributions towards the
401(k) Plan and international defined contribution plans. The Company's matching contributions totaled $1.8 million and $1.5 million for the three months ended
April 3, 2021 and March 28, 2020, respectively. The Company's matching contributions totaled $3.5 million and $3.1 million for the six months ended April 3,
2021 and March 28, 2020, respectively.
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14. Subsequent Event
On April 29, 2021, the Company obtained a preliminary injunction from the Court of Hamburg that prevents Google Ireland Ltd. from making available
in Germany its Cast technology, aspects of which are protected by a Sonos patent related to enabling the ability to cast and control media content from a mobile
phone or tablet to one or more smart playback devices. The preliminary injunction requires Google to stop providing mobile devices, playback devices, and
software which use the infringing Cast technology. Further details regarding the enforcement of the preliminary injunction will be set forth in the full judgment,
which is not yet available as of the date of this filing.
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Item 2. Management'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 operate on a 52- week or 53- week 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. An additional week is included in the fourth fiscal quarter
approximately every five years to realign fiscal quarters with calendar quarters.
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, 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 1A 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. Except as required by law, we do not undertake any obligation to publicly update any forward-looking statements, whether as a result of new information,
future developments or otherwise.
Overview
Sonos is one of the world's leading sound experience brands. As the inventor of multi-room wireless audio products, Sonos' innovation helps the world listen
better by giving people access to the content they love and allowing them to control it however they choose. Known for delivering an unparalleled sound
experience, thoughtful design aesthetic, simplicity of use and an open platform, Sonos makes a breadth of audio content available to anyone.
Our innovative products, seamless customer experience, and expanding global footprint have driven 15 consecutive years of sustained revenue growth since
our first product launch. We generate revenue from the sale of our Sonos speaker products, including wireless speakers and home theater speakers, from our Sonos
system products, which largely comprise of our component products, and from partner products and other revenue, including partnerships with IKEA and Sonance,
Sonos and third-party accessories, licensing, advertising, and subscription revenue.
COVID-19 Update
In December 2019, the novel coronavirus (COVID-19) was reported in China and subsequently was declared a global pandemic in March 2020 by the World
Health Organization. The impact of the pandemic has led to significant challenges to our global economy. Starting in March 2020, we implemented global travel
restrictions and work-from-home policies for employees who have the ability to work remotely and continue to operate with these

20

Table of contents

policies through the second quarter of fiscal 2021. As of the date of this report, these policies have not materially adversely affected our operations, financial
reporting or internal controls.
As a result of the COVID-19 pandemic, beginning in fiscal 2020 and continuing into fiscal 2021, we have experienced strong performance in our direct-toconsumer sales channel, primarily driven by strong orders through our website. We have experienced certain weakening of retail demand during the pandemic due
to modifications of the retail experience and inventory re-balancing by retail partners, particularly in fiscal 2020. COVID-19 had certain impacts on our supply
chain. The ongoing COVID-19 pandemic has led to world-wide supply chain challenges including shipping and logistics challenges and significant limits on
component supplies which have resulted in delayed product availability. These challenges have also further delayed our efforts to fully diversify our supply chain
into Malaysia until fiscal 2022. We expect this to impact us as long as the global supply chain is experiencing these challenges. We continue to invest in supply
chain initiatives to meet increasing customer demand to address industry-wide capacity challenges. We continue to maintain our liquidity and believe our existing
cash and cash equivalent balances, cash flow from operations, and committed credit lines are sufficient to meet our long-term working capital and capital
expenditure needs.
While the situation caused by COVID-19 is unprecedented and dynamic, we have considered its impact when developing our estimates and assumptions.
Actual results and outcomes may differ from our estimates and assumptions. For additional information of risks related to COVID-19, refer to Part II, Item 1A.
Risk factors.
Key Metrics
In addition to the measures presented in our condensed consolidated financial statements, we use the following 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 total revenue, products sold,
adjusted EBITDA and adjusted EBITDA margin. The most directly comparable financial measure calculated under U.S. GAAP for adjusted EBITDA is net
income (loss). In the three months ended April 3, 2021 and March 28, 2020, we had net income of $17.2 million and net loss of $52.3 million, respectively. In
the six months ended April 3, 2021 and March 28, 2020, we had net income of $149.5 million and $18.5 million, respectively.
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Total revenue
Products sold
Adjusted EBITDA(1)
Adjusted EBITDA margin(1)
(1)

$
$

332,949
$
1,039
48,513
$
14.6 %

175,098
$
681
(28,382)
$
(16.2)%

Six Months Ended
April 3, 2021
March 28, 2020
978,532
$
3,688
214,779
$
21.9 %

737,181
3,620
64,836
8.8 %

For additional information regarding adjusted EBITDA and adjusted EBITDA margin (which are non-GAAP financial measures), including
reconciliations of net income, to adjusted EBITDA, see the sections titled “Adjusted EBITDA and adjusted EBITDA margin” and "Non-GAAP financial
measures” below.
Products Sold

Products sold represents the number of products that are sold during a period, net of returns, and includes the sale of products in the Sonos speakers and
Sonos system products categories, as well as module units sold through our partnerships with IKEA and Sonance from our Partner products and other revenue
category. Products sold excludes accessories, which have not materially contributed to our revenue historically. 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 other items that we do not consider representative of our underlying operating performance.
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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.
We use these non-GAAP financial measures to evaluate our operating performance and trends and make planning decisions. We believe that these nonGAAP 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 alternatives 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. These non-GAAP financial measures have certain limitations which:
•
•
•
•
•
•
•
•

exclude depreciation and amortization, and although these are non-cash expenses, the assets being depreciated may be replaced in the future;
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;
do not reflect interest income, primarily resulting from interest income earned on our cash and cash equivalent balances;
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;
do not reflect the effect of foreign currency exchange gains or losses, which is included in other income (expense), net;
do not reflect the provision for or benefit from income tax that may result in payments that reduce cash available to us;
do not reflect non-recurring expenses and other items that are not considered representative of our underlying operating performance which reduce cash
available to us; and
may not be comparable to similar non-GAAP financial measures used by other companies, because 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.
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The following table presents a reconciliation of net income (loss) to adjusted EBITDA:
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Net income (loss)
Add (deduct):
Depreciation and amortization
Stock-based compensation expense
Interest income
Interest expense
Other (income) expense, net
Provision for (benefit from) income taxes
Restructuring and related expenses (Note 12)
Legal and transaction related costs (1)
Adjusted EBITDA
Revenue
Adjusted EBITDA margin
(1)

$

17,221

$

8,742
16,363
(44)
182
1,578
(6,542)
—
11,013
48,513

$

$

(52,320)

$

9,726
13,394
(874)
374
1,423
(1,810)
—
1,705
(28,382)

332,949
$
14.6 %

Six Months Ended
April 3, 2021
March 28, 2020
$

149,513

$

16,725
31,207
(80)
448
(2,680)
2,578
(2,611)
19,679
214,779

175,098
$
(16.2)%

$

18,454

$

18,831
26,598
(1,873)
827
(3,001)
(153)
—
5,153
64,836

978,532
$
21.9 %

737,181
8.8 %

Legal and transaction-related costs consist of expenses related to our intellectual property ("IP") litigation against Alphabet and Google as well as legal
and transaction costs associated with our acquisition activity, which we consider non-recurring expenses and do not consider representative of our
underlying operating performance.

Factors Affecting Performance
New product introductions. Since 2005, we have released a number of products in multiple audio categories. We intend to introduce new products that
appeal to a broad set of consumers, as well as bring our differentiated listening platform and experience to all the places and spaces where our customers listen to
the breadth of audio content available, including inside and outside their homes.
Seasonality. Historically, we have experienced the highest levels of revenue in the first fiscal quarter of the year coinciding with the holiday shopping
season and our promotional activities.
Channel strategy. We are focused on reaching and converting prospective customers through third-party retail stores, e-commerce retailers, custom
installers of home audio systems, and our website sonos.com. We are investing in our e-commerce capabilities and in-app experience to drive direct sales. Sales
through our direct-to-consumer channel, primarily through sonos.com, increased in the six months ended April 3, 2021 compared to the six months ended
March 28, 2020. We believe the growth of our own e-commerce channel will continue to be important to supporting our overall growth and profitability as
consumers continue the shift from physical to online sales channels. Our physical retail distribution relies on third-party retailers. While we seek to increase sales
through our direct-to-consumer sales channel, we expect that our third-party retailers will continue to be an important part of our ecosystem. We will continue to
seek retail partners that can deliver differentiated in-store experiences to support customer demand for product demonstrations.
For additional information regarding factors affecting performance, refer to Risk factors in Part II, Item 1A. of this Quarterly Report on Form 10-Q, the Risk
factors in Part I, Item 1A. of our Annual Report, and to Part II, Item 7. "Management's Discussion and Analysis of Financial Condition and Results of Operations
- Factors Affecting Our Performance" in our Annual Report.
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Components of Results of Operations
Revenue
We generate substantially all of our revenue from the sale of Sonos speakers and Sonos system products. We also generate a portion of revenue from Partner
products and other revenue sources, such as module revenue from our IKEA partnership, architectural speakers from our Sonance partnership, and accessories
such as speaker stands and wall mounts, as well as professional services and licensing revenue. We attribute revenue from our IKEA partnership to our APAC
region, as our regional revenue is defined by the shipment location. 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 consumers shift purchases to
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, tariffs, duty 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 has fluctuated and 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, fluctuations of the impacts of our product and material cost saving initiatives, the foreign currency in which
our products are sold, and tariffs and duty costs implemented by governmental authorities.
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.
Sales and marketing. Sales and marketing expenses consist primarily of advertising and marketing activity for our products and personnel-related expenses,
as well as trade show and event costs, sponsorship costs, consulting and contractor expenses, travel costs, product display expenses and related depreciation,
customer experience and technology support tool expenses, revenue related sales fees from our direct-to-consumer business, 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 technology, litigation, patents, related overhead, and other administrative
expenses.
Other Income (Expense), Net
Interest income. Interest income consists primarily of interest income earned on our cash and cash equivalents balances.
Interest expense. Interest expense consists primarily of interest expense associated with our debt financing arrangements and amortization of debt issuance
costs.
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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 (Benefit from) 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 Netherlands net deferred tax assets due to a history of losses and 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 positive evidence to release a portion or all of the valuation allowance. Release of the valuation allowance in the U.S. and the Netherlands would result
in a benefit to income tax expense for the period the release is recorded, which could have a material impact on net earnings. The timing and amount of the
potential valuation allowance release are subject to significant management judgment, as well as prospective earnings in the U.S. and in the Netherlands.
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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.

(Dollars in thousands)
Revenue
$
Cost of revenue (1)
Gross profit
Operating expenses
Research and development (1)
Sales and marketing(1)
General and administrative (1)
Total operating expenses
Operating income (loss)
Other income (expense), net
Interest income
Interest expense
Other income (expense), net
Total other income (expense),
net
Income (loss) before provision for
(benefit from) income taxes
Provision for (benefit from)
income taxes
$
Net income (loss)
Adjusted EBITDA (2)
(1)

Six Months Ended
April 3, 2021
March 28, 2020
$
%
$
%
978,532
100.0 % $ 737,181
100.0 %
513,331
52.5
436,552
59.2
465,201
47.5
300,629
40.8

56,370
57,205
39,806
153,381
12,395

16.9
17.2
12.0
46.1
3.7

49,593
50,504
26,119
126,216
(53,207)

28.3
28.8
14.9
72.1
(30.4)

108,717
131,658
75,047
315,422
149,779

11.1
13.5
7.7
32.2
15.3

102,120
127,928
56,327
286,375
14,254

13.9
17.4
7.6
38.8
1.9

44
(182)
(1,578)

—
(0.1)
(0.5)

874
(374)
(1,423)

0.5
(0.2)
(0.8)

80
(448)
2,680

—
—
0.3

1,873
(827)
3,001

0.3
(0.1)
0.4

(1,716)

(0.5)

(923)

(0.5)

2,312

0.2

4,047

0.5

10,679

3.2

(54,130)

(30.9)

152,091

15.5

18,301

2.5

$

(6,542)
17,221

(2.0)
5.2 % $

(1,810)
(52,320)

(1.0)
(29.9)% $

2,578
149,513

0.3
15.3 % $

(153)
18,454

—
2.5 %

48,513

14.6 % $

(28,382)

(16.2)% $

214,779

21.9 % $

64,836

8.8 %

Amounts include stock-based compensation expense as follows:

(In thousands, except percentages)
Cost of revenue
Research and development
Sales and marketing
General and administrative
Total stock-based compensation
expense
(2)

Three Months Ended
April 03, 2021
March 28, 2020
$
%
$
%
332,949
100.0 % $ 175,098
100.0 % $
167,173
50.2
102,089
58.3
165,776
49.8
73,009
41.7

$

Three Months Ended
April 03, 2021
March 28, 2020
$
%
$
%
261
0.1 % $
278
0.2 % $
6,683
2.0
5,427
3.1
3,632
1.1
3,407
1.9
5,787
1.7
4,282
2.4

Six Months Ended
April 03, 2021
March 28, 2020
$
%
$
%
474
—% $
561
0.1 %
12,942
1.3
10,543
1.4
7,040
0.7
6,948
0.9
10,751
1.1
8,546
1.2

$

16,363

31,207

4.9 % $

13,394

7.6 % $

3.2 % $

26,598

3.6 %

Adjusted EBITDA is a financial measure that is not calculated in accordance with U.S. GAAP. See the sections titled “Adjusted EBITDA and adjusted
EBITDA margin” and “Non-GAAP financial measures” above.
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Comparison of the three and six months ended April 3, 2021 and March 28, 2020
Revenue
Comparison of the three months ended April 3, 2021 and March 28, 2020
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Sonos speakers
Sonos system products
Partner products and other revenue
Total revenue

$

267,534
52,062
13,353
332,949

$

$

$

Change
$

116,367
47,202
11,529
175,098

$

$

%

151,167
4,860
1,824
157,851

129.9 %
10.3 %
15.8 %
90.2 %

Total revenue increased 90.2% for the three months ended April 3, 2021 compared to the three months ended March 28, 2020. The growth during the
quarter was driven by strong overall demand across all our product categories with the largest contribution coming from our Sonos speakers category led by the
continued success of Arc and Sub. We were able to fulfill more of the strong demand for our products than expected due to ongoing supply chain capacity
investments as well as improved shipping and logistics processes. Additionally, in the prior year quarter we had lower volumes which were the result of certain
retail partners rebalancing inventory and the negative effect of the COVID-19 pandemic on replenishment orders in the majority of our end-markets in the prior
year quarter. This growth was partially offset by the impact of continued constrained product availability and industry-wide supply chain challenges.
Sonos speakers revenue represented 80.4% of total revenue for the three months ended April 3, 2021. The category increased 129.9% compared to the three
months ended March 28, 2020 led by the introduction of Arc in June 2020 and the continued success of Sub. Additionally, in the prior year quarter we had yearover-year revenue declines which were the result of certain retail partners rebalancing inventory and the negative effect of the COVID-19 pandemic on
replenishment orders in the majority of our end-markets in the prior year quarter. Sonos system products represented 15.6% of total revenue for the three months
ended April 3, 2021 and increased 10.3% compared to the three months ended March 28, 2020. Partner products and other revenue represented 4.0% of total
revenue for the three months ended April 3, 2021 and increased by 15.8% compared to the three months ended March 28, 2020. The increase was driven by our
accessories, Sonance, and professional services partially offset by IKEA related revenue as the retailer continues to have slowed ordering modules as a result of
cyclical product launches in this business model and given lighter foot traffic in stores and modified retail experience due to COVID-19 .
Revenue for the three months ended April 3, 2021 compared to the three months ended March 28, 2020 increased 90.2% in the Americas, increased 99.7%
in EMEA, and increased 55.6% in APAC. The rate of increase in the APAC region was slowed due to the recognition of IKEA-related revenue in that region
which declined compared to the three months ended March 28, 2020.
In constant currency U.S. dollars, total revenue increased by 83.5% for the three months ended April 3, 2021 compared to the three months ended March 28,
2020. 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.
Three Months Ended
April 3, 2021
March 28, 2020
(products sold units in thousands)
Total products sold

1,039

Change
681

358

52.6 %

The volume of products sold increased 52.6% for the three months ended April 3, 2021 compared to the three months ended March 28, 2020 primarily
driven by an increase in Sonos speakers revenue category. The rate of increase of volume of products sold and revenue differed for the three months ended April
3, 2021 compared to the three months ended March 28, 2020 primarily due to product mix.
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Comparison of the six months ended April 3, 2021 and March 28, 2020
Six Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Sonos speakers
Sonos system products
Partner products and other revenue
Total revenue

$

795,050
149,820
33,662
978,532

$

$

$

583,044
108,723
45,414
737,181

Change
$

$

%

212,006
41,097
(11,752)
241,351

36.4 %
37.8 %
(25.9)%
32.7 %

Total revenue increased 32.7% for the six months ended April 3, 2021 compared to the six months ended March 28, 2020. The growth was primarily driven
by strong overall demand for our products. Additionally, in the prior year quarter we had year-over-year revenue declines which were the result of certain retail
partners rebalancing inventory and the negative effect of the COVID-19 pandemic on replenishment orders in the majority of our end-markets in the prior year
second quarter. This growth was partially offset by the impact of constrained product availability and continued industry-wide supply chain challenges.
Sonos speakers revenue represented 81.2% of total revenue for the six months ended April 3, 2021. The category increased 36.4% compared to the six
months ended March 28, 2020 led by the continued success of Arc, Sub, and Move. Sonos system products represented 15.3% of total revenue for the six months
ended April 3, 2021 and increased 37.8% compared to the six months ended March 28, 2020. Partner products and other revenue represented 3.4% of total
revenue for the six months ended April 3, 2021 and decreased by 25.9% compared to the six months ended March 28, 2020. This decline was driven by IKEA as
the retailer continues to have slowed ordering modules as a result of cyclical product launches in this business model and given lighter foot traffic in stores and
modified retail experience due to COVID-19 .
Revenue for the six months ended April 3, 2021 compared to the six months ended March 28, 2020 increased 38.5% in the Americas, increased 31.2% in
EMEA, and increased 1.6% in APAC. The rate of growth in the APAC region was slowed due to the recognition of IKEA-related revenue in that region which
declined compared to the six months ended March 28, 2020.
In constant currency U.S. dollars, total revenue increased by 28.8% for the six months ended April 3, 2021 compared to the six months ended March 28,
2020. 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.
Six Months Ended
April 3, 2021
March 28, 2020
(products sold units in thousands)
Total products sold

3,688

3,620

Change
68

1.9 %

Volume growth of products sold for the six months ended April 3, 2021 compared to the six months ended March 28, 2020 was driven by growth in Sonos
speakers and Sonos system products categories. Volume growth was partially offset by volume decline in partner products and other revenue due to IKEA
related products as the retailer slowed ordering modules given lighter foot traffic in stores and modified retail experience due to COVID-19 and as a result of
cyclical product launches in this business model. The rate of increase of volume of products sold and revenue differed for the six months ended April 3, 2021
compared to the six months ended March 28, 2020 primarily due to product mix on revenue as there was a continued shift to higher-priced products.
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Cost of Revenue and Gross Profit
Comparison of the three months ended April 3, 2021 and March 28, 2020
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Cost of revenue
Gross profit
Gross margin

$
$

167,173
$
165,776
$
49.8 %

102,089
$
73,009
$
41.7 %

Change
$

%
65,084
92,767

63.8 %
127.1 %

The increase in cost of revenue for the three months ended April 3, 2021 compared to the three months ended March 28, 2020 is driven by the increase in
products sold, as well as an overall increase in shipping and logistics costs incurred related to industry-wide supply chain dynamics. These increases were
partially offset by a reduction in tariff expenses during the quarter, recognition of $1.7 million in refunds from tariffs paid in prior periods, as well as fixed cost
leverage on account of higher sales volume.
Gross margin increased 810 basis points for the three months ended April 3, 2021 compared to the three months ended March 28, 2020. The increase was
primarily due to lower promotional discounts leading up to the "At Home With Sonos" campaign in the prior year. The improvement was also driven by the
reduction in tariff costs as we continue to diversify into Malaysia and experienced a reduction in tariff rate compared to the prior year. We also recognized $1.7
million in refunds from tariffs paid in prior periods. Additional favorability was driven by a shift into higher margin products and channels as well as fixed costs
leverage on higher sales volume. The increase was partially offset by increased component costs and shipping and logistics costs incurred both of which related
to broader industry-wide supply chain dynamics. Excluding the net effects of tariffs in both periods, gross margin would have been 50.4%, an increase of 510
basis points, for the three months ended April 3, 2021 compared to the three months ended March 28, 2020. We calculate gross margin excluding the effects of
tariffs by removing the net impact of tariffs imposed on goods imported from China to the U.S. from gross profit divided by total revenue.
Comparison of the six months ended April 3, 2021 and March 28, 2020
Six Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Cost of revenue
Gross profit
Gross margin

$
$

513,331
$
465,201
$
47.5 %

436,552
$
300,629
$
40.8 %

Change
$
76,779
164,572

%
17.6 %
54.7 %

The increase in cost of revenue for the six months ended April 3, 2021 compared to the six months ended March 28, 2020 is driven by the increase in
revenue as well as expedited air freight shipping, product mix, and an overall increase in shipping costs incurred as related to industry-wide supply chain
dynamics. This increase was partially offset by a reduction in tariff expenses during the first two quarters, recognition of $6.2 million in refunds from tariffs paid
in prior periods, as well as product and material cost savings realized in the first quarter of fiscal 2021 and fixed cost leverage on account of higher sales volume
in the second quarter of fiscal 2021.
Gross margin increased 670 basis points for the six months ended April 3, 2021 compared to the six months ended March 28, 2020. The improvement was
mainly driven by the reduction in tariff costs as we continue to diversify into Malaysia and experienced a reduction in tariff rate compared to the prior year. We
also recognized $6.2 million in refunds from tariffs paid in prior periods. Additional favorability was driven by a shift into higher margin products and channels,
product and material cost savings realized in the first quarter and fixed cost leverage on account of higher sales volume. The increase was partially offset by
increased shipping and logistics costs incurred related to broader industry-wide supply chain dynamics and increased spot buys. Excluding the net effects of
tariffs in both periods, gross margin would have been 47.4%, an increase of 310 basis points, for the six months ended April 3, 2021 compared to the three
months ended March 28, 2020. We calculate gross margin excluding the effects of tariffs by removing the net impact of tariffs imposed on goods imported from
China to the U.S. from gross profit divided by total revenue.
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Research and Development
Comparison of the three months ended April 3, 2021 and March 28, 2020
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Research and development
Percentage of revenue

$

56,370
$
16.9 %

Change
$

49,593
$
28.3 %

%
6,777

13.7 %

Research and development expenses increased $6.8 million, or 13.7%, for the three months ended April 3, 2021 compared to the three months ended
March 28, 2020. This increase was led by higher personnel-related expenses of $11.6 million due to higher bonus and stock-based compensation. The increase
was partially offset by a decrease in product development costs and professional fees of $2.9 million related to the costs of diversifying our manufacturing into
Malaysia in the prior year, cost savings associated with the 2020 restructuring plan, as well as a reduction in costs related to global travel restrictions and workfrom-home policies due to COVID-19.
Comparison of the six months ended April 3, 2021 and March 28, 2020
Six Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Research and development
Percentage of revenue

$

108,717
$
11.1 %

102,120
$
13.9 %

Change
$

%
6,597

6.5 %

Research and development expenses increased $6.6 million, or 6.5%, for the six months ended April 3, 2021 compared to the six months ended March 28,
2020. The increase was primarily due to higher personnel-related expenses of $13.0 million due to higher bonus and stock-based compensation. This increase
was partially offset by a decrease in product development costs and professional fees of $5.7 million costs related to the costs of diversifying our
manufacturing into Malaysia in the prior year, cost savings associated with the 2020 restructuring plan, as well as a reduction of costs related to global travel
restrictions and work-from-home policies due to COVID-19.
Sales and Marketing
Comparison of the three months ended April 3, 2021 and March 28, 2020
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Sales and marketing
Percentage of revenue

$

57,205
$
17.2 %

50,504
$
28.8 %

Change
$

%
6,701

13.3 %

Sales and marketing expenses increased $6.7 million, or 13.3%, for the three months ended April 3, 2021 compared to the three months ended March 28,
2020. This increase was led by higher personnel-related expenses of $4.1 million due to higher bonus and stock-based compensation as well as higher marketing
expenses of $3.8 million. These increases were partially offset by cost savings associated with the 2020 restructuring plan and a reduction of costs related to
global travel restrictions and work-from-home policies due to COVID-19.
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Comparison of the six months ended April 3, 2021 and March 28, 2020
Six Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Sales and marketing
Percentage of revenue

$

131,658
$
13.5 %

Change
$

127,928
$
17.4 %

%
3,730

2.9 %

Sales and marketing expenses increased $3.7 million, or 2.9%, for the six months ended April 3, 2021 compared to the six months ended March 28, 2020.
The increase was primarily due to higher marketing expenses of $8.1 million, higher revenue-related sales fees resulting from higher sales in our direct-toconsumer business of $5.1 million, and higher personnel-related expenses of $2.4 million due to higher bonus and stock-based compensation. These increases
were partially offset by cost savings associated with the 2020 restructuring plan of $7.0 million and a reduction of costs related to global travel restrictions and
work-from-home policies due to COVID-19.
General and Administrative
Comparison of the three months ended April 3, 2021 and March 28, 2020
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
General and administrative
Percentage of revenue

$

39,806
$
12.0 %

Change
$

26,119
$
14.9 %

%
13,687

52.4 %

General and administrative expenses increased $13.7 million, or 52.4%, for the three months ended April 3, 2021 compared to the three months ended
March 28, 2020. This increase was primarily due to $9.3 million of incremental legal fees paid in connection with our IP litigation and higher personnel-related
expenses due to higher bonus and stock-based compensation of $4.8 million. These increases were partially offset by cost savings associated with the 2020
restructuring plan and a reduction of costs related to global travel restrictions and work-from-home policies due to COVID-19.
Comparison of the six months ended April 3, 2021 and March 28, 2020
Six Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
General and administrative
Percentage of revenue

$

75,047
$
7.7 %

56,327
$
7.6 %

Change
$

%
18,720

33.2 %

General and administrative expenses increased $18.7 million, or 33.2%, for the six months ended April 3, 2021 compared to the six months ended
March 28, 2020. The increase was primarily due to $16.0 million incremental legal fees paid in connection with our IP litigation and higher personnel-related
expenses of $4.8 million due to higher bonus and stock-based compensation. These increases were partially offset by cost savings associated with the 2020
restructuring plan and a reduction of costs related to global travel restrictions and work-from-home policies due to COVID-19.
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Interest Income, Interest Expense and Other Income (Expense), Net
Comparison of the three months ended April 3, 2021 and March 28, 2020
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Other income (expense), net
Interest income
Interest expense
Other income (expense), net

$
$
$

44 $
(182) $
(1,578) $

Change
$

%

874 $
(374) $
(1,423) $

(830)
192
(155)

(95.0)%
(51.3)%
10.9 %

Interest income for the three months ended April 3, 2021 compared to the three months ended March 28, 2020 decreased due to lower yields on our cash and
cash equivalents. Interest expense for the three months ended April 3, 2021 compared to the three months ended March 28, 2020 decreased primarily due to a
lower principal balance. The decrease in other income, net for the three months ended April 3, 2021 compared to the three months ended March 28, 2020 was
due to foreign currency exchange losses.
Comparison of the six months ended April 3, 2021 and March 28, 2020
Six Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Other income (expense), net
Interest income
Interest expense
Other income (expense), net

$
$
$

80 $
(448) $
2,680 $

Change
$

1,873 $
(827) $
3,001 $

%

(1,793)
379
(321)

(95.7)%
(45.8)%
(10.7)%

Interest income for the six months ended April 3, 2021 compared to the six months ended March 28, 2020 decreased due to lower yields on our cash and
cash equivalents. Interest expense for the six months ended April 3, 2021 compared to the six months ended March 28, 2020 decreased primarily due to a lower
principal balance. The decrease in other income, net for the six months ended April 3, 2021 compared to the three months ended March 28, 2020 was due to
foreign currency exchange losses.
Provision for (Benefit from) Income Taxes
Comparison of the three months ended April 3, 2021 and March 28, 2020
Three Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Provision for (benefit from) income taxes
*not meaningful

$

(6,542) $

(1,810) $

Change
$

%
(4,732)

*

The benefit from income taxes increased from $1.8 million for the three months ended March 28, 2020 to $6.5 million for the three months ended April 3,
2021.
For the three-months ended April 3, 2021, we recorded a provision for income taxes by applying an estimated AETR to year-to-date earnings in accordance
with ASC 740 offset by a discrete income tax benefit for U.S. share-based compensation resulting in an overall benefit from income taxes of $6.5 million. For
the three-months ended March 28, 2020, we recorded a benefit from U.S. state income taxes of $1.8 million.
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Comparison of the six months ended April 3, 2021 and March 28, 2020
Six Months Ended
April 3, 2021
March 28, 2020
(In thousands, except percentages)
Provision for (benefit from) income taxes
*not meaningful

$

2,578

$

(153) $

Change
$

%
2,731

*

The provision for, benefit from income taxes changed from a benefit of $0.2 million for the six months ended March 28, 2020 to a provision of $2.6 million
for the six months ended April 3, 2021.
For the six months ended April 3, 2021, we recorded a provision for income taxes by applying an estimated AETR to year-to-date earnings in accordance
with ASC 740 offset by a discrete income tax benefit for U.S. share-based compensation resulting in an overall income tax provision of $2.6 million. For the six
months ended March 28, 2020, we recorded a provision for income taxes of $0.4 million for certain profitable foreign entities and an income tax benefit of $0.6
million due to a favorable release of uncertain tax positions in the U.S. coinciding with the issuance of the BEAT Regulations.
Liquidity and Capital Resources
Our operations are financed primarily through cash flows from operating activities and net proceeds from the sale of our equity securities. As of April 3,
2021, our principal sources of liquidity consisted of cash flows from operating activities, cash and cash equivalents of $638.9 million, including $88.0 million
held by our foreign subsidiaries, proceeds from the 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 April 3, 2021, as they are required to fund
needs outside of 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.
In response to the impacts of COVID-19, we implemented a number of initiatives to maintain our liquidity and rationalize our operating expenses and
initiated the 2020 restructuring plan during the third quarter of fiscal 2020. We believe our existing cash and cash equivalent balances, cash flows from
operations and committed credit lines will be sufficient to meet our long-term working capital and capital expenditure needs for at least 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 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 increased dilution to our stockholders. If we were to incur additional debt financing it 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.
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Debt Obligations
Our debt obligation consists of the Credit Facility. In January 2021, we repaid all of our outstanding principal balance of $24.9 million under the Term Loan
which had an original maturity date of October 2021. As of April 3, 2021 we did not have any remaining short- or long-term debt obligations, and as of
October 3, 2020 our short- and long-term debt obligations were as follows:
As of
October 3, 2020
(In thousands, except percentages)
Term Loan (1)
Unamortized debt issuance costs (2)
Total indebtedness
Less short-term portion

2.4 % $

$

Long-term debt

25,000
(82)
24,918
(6,667)
18,251

(1) Original maturity date of October 2021, bore interest at a variable rate equal to an adjusted LIBOR plus 2.25%, payable quarterly.
(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 quarterly 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 April 3, 2021
and October 3, 2020, we did not have any outstanding borrowings and had $2.9 million and $0.5 million, respectively, in undrawn letters of credit that reduce the
availability under the Credit Facility.
Debt obligations under the Credit Facility 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 April 3, 2021 and October 3, 2020, we were in compliance with all financial covenants. The Credit Facility is 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:
Six Months Ended
April 3,
2021
March 28, 2020
(In thousands)
Net cash provided by (used in):
Operating activities
Investing activities
Financing activities
Effect of exchange rate changes

$

$

Net increase in cash, cash equivalents and restricted cash

175,953 $
(19,927)
74,663
1,139
231,828 $

35,368
(62,089)
(28,560)
(107)
(55,388)

Cash flows from operating activities
Net cash provided by operating activities of $176.0 million for the six months ended April 3, 2021 consisted of net income of $149.5 million, non-cash
adjustments of $47.1 million and a net decrease in cash related to changes in operating assets and liabilities of $20.6 million. Non-cash adjustments primarily
consisted of stock-
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based compensation expense of $31.2 million, depreciation and amortization of $16.7 million, and other non-cash adjustments, partially offset by foreign
currency transaction gain and deferred income taxes. The net decrease in cash related to operating assets and liabilities was primarily due to decrease in accounts
payable and accrued expenses of $36.5 million driven by decrease in inventory; an increase in other assets of $22.0 million; and an increase in accounts
receivable of $13.3 million due to revenue growth driven by strong overall demand. The decrease in operating assets and liabilities was partially offset by a
decrease in inventory of $39.6 million due to the continuing impact of constrained product availability due to industry-wide supply chain challenges; an increase
in deferred revenue of $8.4 million; an increase in accrued compensation of $2.1 million; and an increase in other liabilities of $1.0 million.
Cash flows from investing activities
Cash used in investing activities for the six months ended April 3, 2021 of $19.9 million was due to payments for property, equipment, intangible and other
assets. These payments were primarily comprised of manufacturing-related tooling and test equipment to support the launch of new products, acquired
intellectual property, as well as other assets.
Cash flows from financing activities
Cash provided by financing activities for the six months ended April 3, 2021 of $74.7 million was due to proceeds from the exercise of stock options of
$119.2 million, offset by repayments of borrowings of $25.0 million related to our early repayment of all of our outstanding principal balance under the Term
Loan, payments for repurchases of common stock related to shares withheld for taxes associated with vesting of RSUs of $18.8 million, and payments for
repurchases of common stock.
Commitments and Contingencies
At April 3, 2021, we had $57.5 million in non-cancelable purchase commitments for inventory that we expect to purchase in the remainder of fiscal 2021.
For more additional information, see Note 7 - Commitments and Contingencies in the above notes to condensed consolidated financial statements and Part
II, Item 1, "Legal proceedings" of this Form 10-Q.
Off-Balance Sheet Arrangements
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
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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.
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 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.
For the three months ended April 3, 2021 and March 28, 2020, we recognized a loss from foreign currency of $1.6 million and $1.5 million, respectively.
For the six months ended April 3, 2021 and March 28, 2020, we recognized a gain from foreign currency of $2.6 million and $2.9 million, respectively. Based
on transactions denominated in currencies other than respective functional currencies as of April 3, 2021, a hypothetical adverse change of 10% would have
resulted in an adverse impact on Income (loss) before provision for (benefit from) income taxes of approximately $5.2 million for the three months ended and
$14.2 million for the six months ended April 3, 2021.
Item 4.

Controls and Procedures

Evaluation of Disclosure Controls and Procedures
Under the supervision and with the participation of our management, including the Chief Executive Officer and Chief Financial Officer, we have evaluated
the effectiveness of our disclosure controls and procedures as required under Rule 13a-15(b) under the Securities Exchange Act of 1934, as amended (“Exchange
Act”) as of April 3, 2021. Based on that evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that these disclosure controls and
procedures were effective at a reasonable assurance level as of the end of the period covered by this Quarterly Report on Form 10-Q.
Changes in Internal Control
There were no changes in our internal control over financial reporting in management's evaluation pursuant to Rule 13a-15(f) during the quarter ended
April 3, 2021 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
were not 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.
Economic, Industry and Strategic Risk
Our business has been, and could in the future be, adversely affected by the ongoing COVID-19 pandemic.
In December 2019, COVID-19 was reported in China and subsequently was declared a global pandemic in March 2020 by the World Health Organization. To
date, COVID-19 and related preventative and mitigation measures have negatively impacted the global economy, disrupted consumer spending and global supply
chains, and created significant volatility and disruption of financial markets. Our business and operating results have been affected by the COVID-19 pandemic as
a result of, among other things, challenges we and our retail partners face in anticipating the global demand for our products given uncertainties caused by the
pandemic, as well as the temporary closure of some of the retail stores in our end-markets. Although retail stores began to reopen in the third quarter of fiscal 2020
in some of our end-markets, many remain subject to operational restrictions which may impact customer purchasing behavior and, in the event of a COVID-19
resurgence in such end-markets, some such stores have and others may in the future close again.
The COVID-19 pandemic has also had certain adverse impacts on our supply chain. The pandemic has led to industry-wide supply chain challenges that have
resulted in delayed product availability. These industry-wide challenges included shipping and logistics challenges and significant limits on component supplies.
These impacts on our supply chain have resulted in delayed product availability and have adversely impacted, and may continue to adversely impact, our ability to
meet our product demand, result in additional costs, result in customer dissatisfaction in the event of continued inventory shortages, or may otherwise adversely
impact our business and results of operations. See "We depend on a limited number of third-party components suppliers and logistics providers" in this Item IA.
Risk Factors, for more information. These challenges have also further delayed our efforts to fully diversify our supply chain into Malaysia until fiscal 2022, which
we expect to impact us as long as the global supply chain is experiencing these challenges.
COVID-19 has negatively impacted the global economy to date and may cause further global economic disruption. While the duration and severity of the
economic impacts of COVID-19 are unknown, it is possible that such economic impacts may be prolonged and continue beyond the development and
administration of any vaccines or therapeutics. In particular, any recession, depression, or other sustained adverse market event resulting from COVID-19 may
result in high levels of unemployment and associated loss of personal income, decreased consumer confidence, and lower discretionary spending, which could
materially and adversely affect our business, results of operations, financial position and cash flows.
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The extent of the impact of the COVID-19 pandemic on our business and operating results is uncertain and difficult to predict. While vaccines have recently
been developed and have begun to be administered in certain of our end-markets, and the impact of COVID-19 may eventually be contained or mitigated, we
cannot predict the timing or effectiveness of the vaccine roll-out globally, the timing of easing of preventative or mitigation measures or mandates, or any impact
of a global vaccine roll-out on the global economy, our business or our suppliers. Moreover, we have experienced increased demand for our products during the
COVID-19 pandemic, particularly in our direct-to-consumer channel, and we cannot predict how or whether the easing of COVID-19 preventative or mitigation
measures or mandates will impact demand for our products or shift consumer spending habits in general.
The home audio and consumer electronics industries are highly competitive.
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. In addition, many of our current and potential partners have
business objectives that may drive them to sell their speaker products at a significant discount compared to ours. Amazon and Google, for example, both currently
offer their speaker products at significantly lower prices than Sonos One, Sonos Beam, Sonos Arc and Sonos Move. 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. 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 competitors have established, or may establish, cooperative relationships
among themselves or with third parties to increase the abilities of their products to address the needs of our prospective customers, and other companies may enter
our markets by entering into strategic relationships with our competitors. A failure to effectively 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, which 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 competitors were to acquire one of our content partners, the consolidated company 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.
To remain competitive and stimulate consumer demand, we must successfully manage frequent new product introductions and transitions.
Due to the quickly evolving and highly 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. For
example, in June 2020, we introduced Arc, our premium smart soundbar, Five and the next generation of our Sub and, in April 2021, we introduced Roam, our
portable smart speaker. The successful introduction of these products and any new products depends on a number of factors, such as the timely completion of
development efforts to correspond with limited windows for market introduction. We face significant challenges in managing the risks associated with new product
introductions and production ramp-up issues, including accurately forecasting initial consumer demand, effectively
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managing any third-party strategic alliances or collaborative partnerships related to new product development or commercialization, as well as the risk that new
products may have quality or other defects in the early stages of introduction or may not achieve the market acceptance necessary to generate sufficient revenue.
New and upgraded products can also affect the sales and profitability of existing products. Accordingly, if we cannot properly manage the introduction of 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 have a recent history of losses and expect to incur increased operating costs in the future, and we may not achieve or sustain profitability or consistent
revenue growth.
We have experienced net losses in our recent annual periods. In the fiscal years ended October 3, 2020, September 28, 2019 and September 29, 2018, we had
net losses of $20.1 million, $4.8 million and $15.6 million, respectively. We had an accumulated deficit of $228.5 million as of October 3, 2020. We expect our
operating expenses to increase in the future as we expand our operations and execute on our product roadmap and strategy. 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 and we cannot assure you that we will be able to increase our revenue,
particularly in a global recession or depression. For example, the COVID-19 pandemic and related disruptions and uncertainties in the global economy and in
consumer spending had certain adverse impacts on our revenue in fiscal 2020. Our ability to achieve revenue growth will depend in part on our ability to execute
on our product roadmap and our strategy and to determine the market opportunity for new products. New product introductions may adversely impact our gross
margin in the near to intermediate term due to the frequency of these product introductions and their anticipated increased share of our overall product volume. The
expansion of our business and product offerings also places a continuous and significant strain on our management, operational and financial resources. In the
event that we are unable to grow our revenue, or in the event that revenue grows more slowly than we expect, our operating results could be adversely affected and
our stock price could be harmed.
Our investments 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 successful in continuing to expand 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 have invested significant resources in our direct-to-consumer sales channel, primarily through our website, and our future growth relies, in part, on our
continued ability to attract consumers to this channel, which has and will require significant expenditures in marketing, software development and infrastructure. If
we are unable to continue to drive traffic to, and increase sales through, our website, our business and results of operations could be harmed, particularly during the
COVID-19 pandemic during which physical retail stores may be closed or significantly modify their retail experience. The continued success of direct-toconsumer sales through our website is subject to risks associated with e-commerce, many of which are outside of our control. Our inability to adequately respond
to
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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.
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 manufacturers; our ability to do so accurately could be affected by many
factors, including changes in customer demand, new product introductions, sales promotions, channel inventory levels, uncertainty related to the duration and
impact of COVID-19, and general economic conditions. 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 impair the strength of our brand. In addition, excess
inventory may result in 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 their purchases of our products in subsequent periods. If
demand exceeds our forecast, as it did in parts of fiscal 2020 and fiscal 2021, and we do not have sufficient inventory to meet this demand, we may experience
decreased revenue or customer dissatisfaction as a result of any continued inventory shortages or we may have to rapidly increase production which may result in
reduced manufacturing quality and customer satisfaction as well as higher supply and manufacturing costs that would lower our gross margin. Any of these
scenarios could adversely impact our operating results and financial condition.
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 to pursue such an expansion successfully. We may 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 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, services 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 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. 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 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.
The success of our business depends in part 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. We introduced our first voice-enabled speaker, Sonos One, in October 2017,
our first voice-enabled home theater speaker, Sonos Beam, in July 2018, our first Bluetooth-enabled portable speaker with voice control, Sonos Move, in
September 2019 and our portable smart speaker, Roam, in April 2021. In June 2020, we introduced Arc, our voice-enabled premium home theater speaker. If the
voice-enabled speaker 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
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voice-enabled speakers does continue to grow, 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, some of which have developed or may develop and sell voice-enabled speaker products of their own as further described
herein.
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. 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 TuneIn. If the streaming music market in general fails to expand or if the streaming services that we partner with are not successful, demand for our
products may suffer and our operating results may be adversely affected.
If we are unable to protect our intellectual property, the value of our brand and other intangible assets may be diminished, and our business 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 or 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, on January 7, 2020, we filed a complaint with the U.S. International Trade Commission against Alphabet and Google
and a lawsuit in the U.S. District Court for the Central District of California against Google, alleging patent infringement of certain Sonos patents related to our
smart speakers and related technology. In addition, on September 29, 2020, we filed a lawsuit against Google in the U.S. District Court for Western District of
Texas, alleging infringement of five Sonos wireless audio patents. 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. 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 or actions 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.
In addition, 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 may discover unauthorized products in the marketplace that are counterfeit reproductions of our products. 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.
We currently are, and may continue to 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, and as we introduce more products and services, including through acquisitions and through partners, the
possibility of intellectual property rights claims against us grows. 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 litigation and disputes, or we may be subject to an unfavorable judgment in a trial, and the terms of
a settlement or judgment against us may be
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unfavorable and require us to cease some or all 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. Further, if we are found to have engaged in practices that are
in violation of a third party’s rights, we may have to negotiate a license to continue such practices, which may not be available on reasonable or favorable terms, or
may have to develop alternative, non-infringing technology or discontinue the practices altogether. In the event that these practices relate to an acquisition or a
partner, we may not be successful in exercising any indemnification rights available to us under our agreements or in recovering damages in the event that we are
successful. Each of these efforts could require significant effort and expense and ultimately may not be successful.
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. Our brand and reputation are dependent on a number of factors, including our marketing efforts, product quality, and trademark
protection efforts, each of which requires significant expenditures.
The value of our brand could also be severely damaged by isolated incidents, which may be outside of our control. For example, 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. Any damage to our brand or reputation may adversely affect our
business, financial condition and operating results.
Conflicts with our channel and distribution 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 who have greater financial and technical resources than we do. To the extent products offered by our partners compete with our
products, they may choose to market and promote their own products over ours or could end our partnerships and cease selling or promoting our products entirely.
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 to promote our
products. If we are unable to effectively sell our products due to conflicts with our distribution partners or the inability to find alternative distribution channels, our
business would be harmed.
The expansion of our direct-to-consumer channel could alienate some of our channel partners and 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. 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.
Competition with our technology partners could harm our business and operating results.
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 products
that compete with 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. For example, we are currently manufacturing and developing voice-enabled speaker systems that are
enhanced with the technology of our partners, including those who sell competing products. We introduced One, Beam, Move, Arc, and Roam, which feature built
in voice-enabled speakers powered by Amazon’s Alexa or Google’s Google Assistant technology. One or more of our partners could disable their integration,
terminate or not renew their distribution agreement with us, or begin charging us for their integration with our voice-enabled products. For example, our current
agreement with Amazon allows Amazon to disable the Alexa integration in our voice-enabled products with limited notice. We cannot assure you that we will be
successful
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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 our technology 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 technology or developed such technology on our own, our sales may decline, our reputation may be harmed and our
business and operating results may suffer.
Competition with our content 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 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 as a result of our offering competing
services, to promote other partnerships or their products over our products, or to seek to charge us for this streaming. If this were to happen, demand for our
products could decrease, our costs could increase and our operating results could be harmed.
Operational Risks
We are dependent on a limited number of contract manufacturers to manufacture our products and our efforts to diversify manufacturers may not be
successful.
We depend on a limited number of contract manufacturers to manufacture our products, with our key manufacturer, Inventec Appliances Corporation
(“Inventec”), manufacturing a majority of our products. We have also historically manufactured our products in China and in early fiscal 2020 began to diversify
our supply chain through the addition of contract manufacturing in Malaysia. Our reliance on a limited number of contract manufacturers increases the risk that, in
the event that any or all of such manufacturers experience an interruption in their operations, fail to perform their obligation in a timely manner or terminate
agreements with us, we would not be able to maintain our production capacity without incurring material additional costs and substantial delays or we may be fully
prevented from selling our products. 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.
In addition, there is no guarantee that our efforts to diversify manufacturers will be successful. Identifying and onboarding a new manufacturer takes a
significant amount of time and resources. If we do not successfully coordinate the timely manufacturing and distribution of our products by such manufacturers, if
such manufacturers are unable to successfully and timely process our orders or if we do not receive timely and accurate information from such manufacturers, we
may have an insufficient supply of products to meet customer demand, we may lose sales, we may experience a build-up in inventory, we may incur additional
costs, and our financial performance and reporting may be adversely affected. By adding manufacturers in other countries, we may experience increased
transportation costs, fuel costs, labor unrest, impact of natural disasters and other adverse effects on our ability, timing and cost of delivering products, which may
increase our inventory, decrease our margins, adversely affect our relationships with distributors and other customers and otherwise adversely affect our operating
results and financial condition. In addition, any partial or full government-mandated shutdown resulting from COVID-19 has delayed and may further delay our
efforts to diversify our supply chain or may cause supply chain disruptions notwithstanding any supply chain diversification efforts.
We depend on a limited number of third-party components suppliers and logistics providers.
We are dependent on a limited number of suppliers for various key components used in our products, and we may from time to time have sole source
suppliers. The cost, quality and availability of these components are essential to the successful production and sale of our products. We are subject to the risk of
industry-wide shortages,
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price fluctuations and long lead times in the supply of these components and other materials, which risk may be increased by the impact of COVID-19. 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. 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. In the event we are unable to obtain components in sufficient
quantities on a timely basis and on commercially reasonable terms, our ability to sell our products in order to meet market demand would be affected and could
materially and adversely affect our brand, image, business prospects and operating results.
We also use a small number of logistics providers for substantially all our product delivery to both distributors and retailers. If one of these providers were to
experience financial difficulties or disruptions in its business, or be subject to closures or other disruptions as a result of COVID-19, our own operations could be
adversely affected. Because substantially all of our products are distributed from and into 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, including COVID-19 shutdowns. 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.
During the fourth quarter of fiscal 2020 and the first and second quarters of fiscal 2021, we saw certain constraints on the ability of our component suppliers
and logistics providers to timely meet commitments in an environment of increased demand for consumer electronics products during the COVID-19 pandemic,
including significant limits on component supplies, and port congestion, which has, and may continue to, adversely impact our ability to meet our product demand,
result in additional costs, or may otherwise adversely impact our business and results of operations. These challenges have also further delayed our efforts to fully
diversify our supply chain into Malaysia until fiscal 2022, which we expect to impact us as long as the global supply chain continues to experience these
challenges.
We have limited control over the third-party suppliers and logistics providers on which our business depends. If any of these parties fails to perform its
obligations to us, we may be unable 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. We may be unable to replace an existing supplier
or logistics provider or supplement a provider in the event we experience significantly increased demand. Accordingly, a loss or interruption in the service of any
key party could adversely impact our revenue, gross margin and operating results.
We sell our products through a limited number of key channel 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. Best Buy, one of our key channel partners, accounted for 12% of our
revenue in fiscal 2020. We compete with other consumer products for placement and promotion of our products in the stores of our channel partners, including in
some cases products of our channel partners. Our contracts with our channel partners allow them to exercise significant discretion in the placement and promotion
of our products, and such contracts do not contain any long-term volume commitments. If one or several of our channel partners do not effectively market and sell
our products, discontinue or reduce the inventory of our products, increase the promotions of or choose to promote competing products over ours, the volume of
our products sold to customers could decrease, and our business and results of operations would therefore be significantly harmed. As a result of the COVID-19
pandemic, many of our key channel partners have temporarily closed or reduced operations in their retail stores during fiscal 2020 and the first and second quarters
of fiscal 2021 and may continue to do so in the future, which has had, and may continue to have, a material effect on our business and results of operations.
Revenue from our channel partners also depends on a number of factors outside our control and may vary from period to period. One or more of our channel
partners may experience serious financial difficulty, particularly in light of store closures due to the COVID-19 pandemic, may consolidate with other channel
partners or may have limited or ceased operations. Our business and results of operations have been, and may continue to be, significantly harmed by retail store
closures by many of our key channel partners. Loss of a key channel partner would require us to identify alternative channel partners or increase our reliance on
our direct-to-consumer channel, which may be time-consuming and expensive or we may be unsuccessful in our efforts to do so.
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We have and may in the future continue to discontinue support for older versions of our products, resulting in customer dissatisfaction that could
negatively affect our business and operating results.
We have historically maintained, and we believe our customers may 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 as we continue to improve and enhance our software
platform, this backward compatibility will no longer be practical or cost-effective, and we may decrease or discontinue service for our older products. We
previously announced that certain legacy products will continue to work but will no longer receive software updates (other than bug fixes and patches) beginning in
May 2020. To the extent we no longer provide extensive backward capability for our products, we may damage our relationship with our existing customers, as
well as our reputation, brand loyalty and ability to attract new customers.
For these reasons, any decision to decrease or discontinue backward capability may decrease sales, generate legal claims 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 our products, except in the European Union ("EU") and select other countries where we provide a two-year
warranty on all our products. The occurrence of any material defects in our products could expose us to liability for 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, 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.
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 2020, 47.4% 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 and costs of imposing currency exchange controls;
political, social and/or economic instability, including related to the ongoing COVID-19 pandemic and the United Kingdom's withdrawal from the EU,
commonly known as "Brexit";
tariffs, trade barriers and duties;
protectionist laws and business practices that favor local businesses in some countries;
higher levels of credit risk and payment fraud and longer payment cycles associated with, and increased difficulty of payment collections from certain
international customers;
burdens and risks of complying with a number and variety of foreign laws and regulations, including the Foreign Corrupt Practices Act;
laws and regulations may change from time to time unexpectedly and may be unpredictably enforced;
potential negative consequences from changes in or interpretations of U.S. and foreign tax 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;
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•
•
•

reduced protection for intellectual property rights in some countries;
difficulties and associated costs in managing multiple international locations; and
delays from customs brokers or government agencies.

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. 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.
We have significant operations in China, where many of the risks listed above are particularly acute. China experiences high turnover of direct labor due to the
intensely competitive and fluid market for labor, and 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.
We will need to improve our financial and operational systems to manage our growth effectively and support our increasingly complex business
arrangements, 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, which requires management time and may result in significant additional expense. In particular, beginning in
fiscal 2020 and through our first and second quarters of fiscal 2021, we are undergoing activities to replace our legacy enterprise resource management system in
order to accommodate our expanding operations. We cannot be certain that we will institute, in a timely or efficient 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, inhibit our ability to expand or take advantage of market opportunities, 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.
A significant disruption in our websites, servers or information technology systems, or those of our third-party partners, could impair our customers’
listening experience or otherwise adversely affect our customers, damage our reputation 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, to manage operations and to store critical information and intellectual property. Accordingly, 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,
viruses, disruptions or shutdowns due to foreseeable and unforeseeable events. System failures and disruptions could impede the manufacturing and shipping of
products, functionality of our products, transactions processing and financial reporting, and result in the loss of intellectual property or data, require substantial
repair costs and damage 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. 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.
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
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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.
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.
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. In addition, a breach could require
expending significant additional resources related to the security of information systems and disrupt our operations.
The use of data by our business and our business associates is highly regulated in all our operating countries. Privacy and information-security laws and
regulations change, and compliance with them may result in cost increases due to, among other things, systems changes and the development of new processes. If
we or those with whom we share information fail to comply with laws and regulations, such as the General Data Protection Regulation (GDPR) and California
Consumer Privacy Act (CCPA), our reputation could be damaged, possibly resulting in lost business, and we could be subjected to additional legal risk or financial
losses as a result of non-compliance. Complying with such laws may also require us to modify our data processing practices and policies and incur substantial
expenditures.
Changes in how network operators manage data that travels across their networks or in net neutrality rules could harm our business.
We rely upon the ability of consumers to access our service through the internet. If network operators block, restrict or otherwise impair access to our service
over their networks, our service and business could be negatively affected. To the extent that network operators implement usage-based pricing, including
meaningful bandwidth caps, or otherwise try to monetize access to their networks by data providers, we could incur greater operating expenses. Furthermore, to the
extent network operators create tiers of internet access service and either charge us for or prohibit us from being available through these tiers, our business could be
negatively impacted.
Further, 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 ("FCC") effective June
2018. Although the FCC has preempted state jurisdiction on net neutrality, some states have taken executive action directed at reinstating aspects of the FCC’s
2015 order. Further, while many countries, including across the EU, have implemented net neutrality rules, in others, the laws may be nascent or non-existent. The
absence or 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. In addition, given uncertainty around
these rules, including changing interpretations, amendments or repeal, coupled with potentially significant political and economic power of local network
operators, we could experience discriminatory or anti-competitive practices that could impede our growth, cause us to incur additional expense or otherwise
negatively affect our business.
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Our use of open source software could negatively affect our ability to sell our products and 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 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.
Legal and Regulatory Risks
Changes in international trade policies, including the imposition of tariffs. have had, and may continue to have, an adverse effect on our business,
financial condition and results of operations.
The U.S. government has imposed significant new tariffs on China related to the importation of certain product categories, including under the August 2019
Section 301 Tariff Action (List 4A) ("Section 301 tariffs"), which Section 301 tariffs have increased our cost of revenue and adversely impacted our results of
operations. The Section 301 tariffs were imposed on our products effective September 2019 and were imposed at a rate of 15% which was reduced to a rate of
7.5% effective February 2020 as part of a “Phase One” agreement between the U.S. and China on trade matters. On May 13, 2020, we were granted a temporary
exclusion from the Section 301 tariffs for our components products and, on July 23, 2020, we were granted a temporary exclusion from the Section 301 tariffs for
our core speaker products. These exclusions eliminated the Section 301 tariffs on our core speaker and component products until August 31, 2020 and entitled us
to an estimated refund of approximately $30 million in Section 301 tariffs we have paid since September 2019. On August 28, 2020, the U.S. Trade Representative
granted an extension through December 31, 2020 of the exclusion for our core products. The exclusion for our component products was not extended past August
31, 2020, with the Section 301 tariffs for our component products automatically reinstating on September 1, 2020. The exclusion for our core products was not
extended past December 31, 2020, with the Section 301 tariffs for our core products automatically reinstating on January 1, 2021.
In the event that future tariffs are imposed on imports of our products, we do not successfully obtain the refund to which we are currently entitled, we are not
successful in any future exemption extension requests, the amounts of existing tariffs are increased, we experience prolonged COVID-19 shutdowns in Malaysia,
our supply chain diversification efforts are further delayed or 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. In response to the Section 301 tariffs (among other factors), in early fiscal 2020 we began to diversify our supply chain through the addition of contract
manufacturing in Malaysia. In response to future new tariffs, we may further 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 new supply chains, identifying substitute components and establishing new
manufacturing locations.
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 or change from time to
time, further increasing the cost of compliance
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and doing business. Our products may require regulatory approvals 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.
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 Internal Revenue Service ("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. 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 October 3, 2020, we had gross U.S. federal net operating loss carryforwards of $30.8 million, which expire beginning in 2035, and gross state net
operating loss carryforwards of $26.9 million, which expire beginning in 2027, as well as $52.2 million in foreign net operating loss carryforwards, of which $37.6
million have an indefinite life and $14.6 million will expire in 2027. As of October 3, 2020, we also had U.S. federal research and development tax credit
carryforwards of $41.8 million, and state research and development tax credit carryforwards of $31.8 million, which will expire beginning in 2025 and 2024,
respectively. Because of the change of ownership provisions of Sections 382 and 383 of the Code, use of a portion of the Company's domestic net operating losses
and tax credit carryforwards may be limited in future periods depending upon future changes in ownership. Further, a portion of the carryforwards may expire
before being applied to reduce future income tax liabilities if sufficient taxable income is not generated in future periods.
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 stock 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 $6.97 to $43.09 through April 3, 2021. The stock 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 or third parties 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;
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•
•
•
•
•

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;
sales of shares of our common stock by us or our stockholders particularly sales by our directors, executive officers and significant stockholders, or the
perception that these sales could occur; and
additional stock issuances that result in significant dilution to shareholders.

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 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.
We do not intend to pay dividends for the foreseeable 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 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.
Certain provisions in our corporate charter documents and under Delaware law may prevent or hinder attempts by our stockholders to change our
management or to acquire a controlling interest in us.
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:
• a classified 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 fill any vacancies and newly created directorships;
• a requirement that our directors may only be removed for cause;
• a prohibition 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
• a prohibition 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 of 1933, as amended.
Further, Section 203 of the DGCL may discourage, delay or prevent a change in control of our company. Section 203 imposes certain restrictions on mergers,
business combinations, and other transactions between us and holders of 15% or more of our common stock.
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General Risk Factors
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. Further, the market for highly skilled workers and leaders in our industry is extremely competitive. 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.
Natural disasters, geopolitical unrest, war, terrorism, pandemics, 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, including COVID-19, 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, 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 or Malaysia, 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 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 J.P. Morgan Chase Bank, N.A. Secured Term
Loan (the "Term Loan"), which was repaid in the second quarter of fiscal 2021, and the Secured Credit Facility with J.P. Morgan Chase Bank, N.A. (the "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 business, dilute
stockholder value and adversely affect our operating results.
As part of our business strategy, we have and may in the future make investments in complementary businesses, products, services or technologies. These
acquisitions and other transactions and arrangements involve significant challenges and risks, including not advancing our business strategy, receiving an
unsatisfactory return on our investment, difficulty integrating and retaining new employees, business systems, and technology, or distracting management from our
other business initiatives. If an arrangement fails to adequately anticipate changing circumstances and interests of a party, it may result in early termination or
renegotiation of the arrangement. The success of these transactions and arrangements will depend in part on our ability to leverage them to enhance our existing
products or develop compelling new ones. It may take longer than expected to realize the full benefits from these transactions and arrangements such as increased
revenue or enhanced efficiencies, or the benefits may ultimately be smaller than we expected. These events could adversely affect our consolidated financial
statements.
If we fail to maintain an effective system of internal controls in the future, we may experience a loss of investor confidence and an adverse impact to our
stock price.
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Pursuant to the Sarbanes-Oxley Act of 2002, we are required to document and test our internal control procedures and to provide a report by management on
internal control over financial reporting, including management’s assessment of the effectiveness of such control. We previously reported and remediated material
weaknesses in internal control over financial reporting. Completion of remediation does not provide assurance that our remediation or other controls will continue
to operate properly. If we are unable to maintain effective internal control over financial reporting or disclosure controls and procedures, our ability to record,
process and report financial information accurately, and to prepare consolidated financial statements within required time periods could be adversely affected,
which could subject us to litigation or investigations requiring management resources and payment of legal and other expenses, negatively affect investor
confidence in our consolidated financial statements and adversely impact our stock price.
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Item 2. Unregistered Sales of Equity Securities and Use of proceeds
Recent Sales of Unregistered Securities
None.
Issuer Purchases of Equity Securities
The following table presents information with respect to our repurchase of common stock during the quarter ended April 3, 2021.

Period
Jan 3 - Jan 30
Jan 31 - Feb 27
Feb 28 - Apr 3
Total

Total Number of
Shares Purchased (1)
—
4,432
15,115
19,547

Average Price Paid
per Share
$
—
$
34.89
$
34.85

Total Number of Shares
Purchased as Part of
Publicly Announced
Plans or Programs
—
4,432
15,115
19,547

Approximate Dollar
Value of Shares that
May Yet Be
Purchased Under the
Plans or Programs
$
50,000
$
49,845
$
49,318

(1) In November 2020, the Board of Directors authorized a common stock repurchase program of up to $50.0 million. See Note 9. Stockholders’ Equity for
further information. The Company withholds shares of common stock from certain employees in connection with the vesting of restricted stock unit
awards issued to such employees to satisfy applicable tax withholding requirements. Although these withheld shares are not issued or considered common
stock repurchases under our stock repurchase program and therefore are not included in the preceding table, they are treated as common stock repurchases
in our financial statements as they reduce the number of shares that would have been issued upon vesting.
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Item 6. Exhibit Index
Incorporated by reference
Exhibit
number
31.1
31.2
32.1*
32.2*
101

104

Exhibit title
Certification of Chief Executive Officer pursuant to Rules 13a14(a) and Rule 15d-14(a) of the Exchange Act
Certification of Chief Financial Officer pursuant to Rules 13a14(a) and Rule 15d-14(a) of the Exchange Act
Certification of Chief Executive Officer pursuant to Rule 13a14(b) of the Exchange Act and 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
Certification of Chief Financial Officer pursuant to Rule 13a14(b) of the Exchange Act and 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
The following financial statements from the Company's Quarterly
Report on Form 10-Q for the quarter ended April 3, 2021,
formatted in Inline XBRL: (i) Condensed consolidated balance
sheets, (ii) Condensed consolidated statements of operations and
comprehensive income, (iv) Condensed consolidated statements
of stockholders' equity, (v) Condensed consolidated statements of
cash flows and (vi) Notes to condensed consolidated financial
statements, tagged as blocks of text and including detailed tags
Cover Page Interactive Data File (formatted as Inline XBRL and
contained in Exhibit 101)

Form

File no.

Exhibit

Filing date

Filed or
furnished
herewith
X
X
X
X
X

X

*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: May 12, 2021

By:

Date: May 12, 2021

By:

/s/ Patrick Spence
Patrick Spence
Chief Executive Officer and Director
(Principal Executive Officer)
/s/ Brittany Bagley
Brittany Bagley
Chief Financial Officer
(Principal Financial Officer and Principal Accounting Officer)
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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.

I have 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)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

5.

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.

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c.

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

d.

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.

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: May 12, 2021

/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.

I have 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)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

5.

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.

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c.

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

d.

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.

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: May 12, 2021

/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 April 3,
2021 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: May 12, 2021

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 April 3,
2021 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: May 12, 2021

By:

/s/ Brittany Bagley
Brittany Bagley
Chief Financial Officer
(Principal Financial Officer and
Principal Accounting Officer)

