STONESOFT CORP. STOCK EXCHANGE RELEASE
STONESOFT CORP.’ S | NTERI M REPORT FOR JANUARY- MARCH 2005 AND CONVERSI ON TO | FRS

Stonesoft Corp. adopted IFRS (International Financial Reporting Standards)
conpliant financial reporting at the beginning of 2005. The 2004 conpari son
information is also | FRS-conpliant. The reconciliation between FAS (Finnish
Accounting Standards) and IFRS is presented at the end of the tables section.
The key accounting principles applied by Stonesoft group inits |IFRS reporting
are published in conjunction with this stock exchange rel ease. The infornation
provided in this release and its attachnents is unaudited. The figures in
parent heses are fromthe previous year’s correspondi ng peri od.

SUMVARY
January- Mar ch

- Net sales for the quarter totaled EUR 5.6 mllion, which was 10% nore than in
the previous year’'s correspondi ng quarter.

- The conpany's main product line is StoneGate, for which product sales
increased to EUR 1.8 mllion, an increase of 54 % conpared to correspondi ng
quarter of the previous year.

- The operating loss was EUR 1.3 million. The conparable |loss in the previous
year’s corresponding quarter was EUR 3.0 million.

- Earnings per share were EUR -0.02, conpared with EUR -0.05 for the |ast year’'s
corresponding quarter. The result inproved due to increased sal es and decreased
costs.

- Equity per share was EUR 0.36 (EUR 0.56).

- Liquid assets totaled EUR 21.6 nmillion at the end of the quarter.

- The conpany’s cash flow was EUR -0.6 nmillion, representing an inprovenment on
the previous quarter’s cash flow (EUR -0.7), even though the final quarter of
the year is typically the best quarter for the conpany and the entire industry.
Cash flow in the previous year’'s corresponding quarter was EUR -1.8 mllion.

"Sal es of the conpany’s StoneCGate product family continued strong perfornance in
the first quarter. The cash flow i nprovenent reflects not only increased sales
but al so successful cost managenent,” says || kka Hiidenhei no, CEO of the

conpany.
NET SALES AND PROFI T

January- March 2005

Stonesoft group’s net sales in January-March were EUR 5.6 million (EUR 5.0
mllion). Conpared with the previous year’s correspondi ng period, there was an
increase of EUR 0.6 mllion, or 10% The operating loss for the review period
was EUR 1.3 million (EUR 3.0 nillion).

The net sal es of the geographical segnents was as follows: Europe, M ddle East
and Africa 71% (74%, North and South Anmerica 22% (19%, and Asia-Pacific 7%

(79 .

The conpany’s operating result was up EUR 1.7 mllion conpared to the
correspondi ng period in the previous year. The loss for the first quarter after
taxes was EUR 1.3 million. The previous year’s loss was EUR 3.0 million.

Fi nance and i nvestnents

At the end of the review period, the group’s total assets were EUR 29.7 million
(EUR 41.6 nillion). The equity ratio was 80.2% (84.5% and gearing (the ratio of
net debt to shareholders' equity) was -1.01 (-0.79). Consolidated liquid assets
at the end of review period totaled EUR 21.6 million (EUR 26.4 million).
Investments in tangible and intangi ble assets totaled EUR 0.06 nillion (0.17
mllion).

DEVELOPMENT OF BUSI NESS OPERATI ONS
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Mai n busi ness events in the first quarter

- Recruitnment and initiation of new sal es resources.

- Introduction of a new sales control system The systeminproves the efficiency
of sal espersons’ activities and enables global, real-tinme nonitoring of sales
projects at a nore detailed | evel

- Juha Kivi koski, Marketing Director, who joined the conpany in |ate 2004, was
invited as a new nenber of the Managenent Team

REVI EW OF THE SCOPE OF R&D ACTI VI Tl ES

During the first quarter, the conmpany’s R&D focused on devel opi ng existing high
availability network security solutions, and updated versions of all the nmain
products were published.

The conpany’s R& investnents in the first quarter totaled EUR 1.14 mllion (EUR
1.25 nmillion).

R&D enpl oyed 62 (64) persons at the end of the review period.

SHARE CAPI TAL AND STOCK OPTI ON PROGRANS

St ock option prograns

During the first quarter of 2005 no subscriptions were nmade on the basis of the
stock option prograns for key personnel of the conpany.

At the end of the review period on March 31, 2005, Stonesoft's share capita
entered in the Trade Register was EUR 1, 146, 054. 64. The nunber of shares was
57,302,732 and the counter book val ue per share was EUR 0.02. No changes took
pl ace in the share capital

The subscription period for all stock options of Stonesoft Corp.’s 1999-2005
stock option programexpired on April 30, 2005. After this, the conpany’s valid
stock option prograns and their subscription prices are as foll ows:

- Stock Option program 2000- 2006, subscription price EUR 14.16

- Stock Option program 2001- 2006, subscription price EUR 2.43

- Stock Option program 2004-2010, subscription price EUR 0.56

PERSONNEL

At the end of the review period, Stonesoft’s personnel nunbered 236 (266).

MAJOR EVENTS AFTER THE REVI EW PERI OD

This InterimReport is published several weeks later than nornal, due to the
adoption of IFRS. Because of this, we exceptionally report also April sales
figures. The overall net sales for April were EUR 1.77 mllion (EUR 1.51
mllion). StoneGate product sales for April were EUR 0.64 nmillion (EUR 0. 28
mllion). Part of this substantial growth in StoneGate product sal es was
achi eved due to exceptionally low sales figure in April 2004.

FUTURE OUTLOCK

During the first quarter, Stonesoft recruited nore than ten new sal espersons for
key markets in line with strategy, and will increase the nunber of sal espersons
further during the current quarter. The additional sales resources are expected
to enhance sales after a 6-9 nonths’ tine |ag.

The conpany believes that, as a consequence of these changes, its core business,
sal es of StoneGate products, will continue to grow significantly faster than the
estinmated average annual growth of 20%in the network security market forecast
by the key research institutes. Due to seasonal variations, the growth



percentage may vary by quarter. According to the current plans of the company
the EBITA of the last quarter of the year will be positive. However, reaching
this target may be chall enging due to delays occurred in sales force
recruitnents.

St onesoft G oup

| ncone St at enent 1.1-31.3.2005 1.1-31.3.2004 1.1-31.12.2004
Euro 1000)

Net Sal es 5 573 5 045 22 490
O her operating income 92 175 545
Materi al s and services 369 426 1 859
Per sonnel costs 4 131 4 389 17 214
Depreci ation 313 399 1 603
O her operating expenses 2 133 2 986 11 348
Qperating Profit / Loss -1 280 -2 980 -8 988
Fi nanci al income and expenses 87 182 456
Profit / Loss before taxes -1 193 -2 798 -8 532
Di rect taxes 122 62 4 448
Profit / Loss for

t he accounting period -1 315 -2 860 -12 981
Ear ni ngs per share, EUR -0.02 -0.05 -0.23

Ear ni ngs per share
(diluted), EUR -0.02 -0.05 -0.23

St onesoft Group

Bal ance Sheet (Euro 1000) 31.3.2005 31.3.2004 31.12.2004
ASSETS

Non- Current Assets

Tangi bl e assets 1 145 2 028 1 340
Goodwi | | 1 507 1 507 1 507
I ntangi bl e assets 348 590 404
O her investnents 9 6 9
Recei vabl es 35 55 38
Deferred tax assets 0 4 310 0
Tot al 3 045 8 497 3 299
Current assets
I nventories 263 67 194
Trade and ot her receivables 4 836 6 687 5 992
Mar ket abl e securities 20 808 24 093 20 815
Cash on hand and on deposit 773 2 270 1 372
Tot al 26 680 33 118 28 373
Total assets 29 725 41 615 31 671
EQUI TY AND LI ABI LI TI ES
Shar ehol der”s equity
Share capital 1 146 1 146 1 146
Share prem um account 76 825 76 821 76 821
Conversion difference - 865 -929 - 892
Ret ai ned ear ni ngs -56 327 -44 892 -55 012
Tot al 20 779 32 146 22 063
Long-termliabilities
Deferred tax Iiabillty 86 185 59
Interest bearing liabilities 258 332 268
O her long-termliabilities 770 729 762

Tot al 1114 1 246 1 089



Short-termliabilities

Trade and ot her payabl es 7 558 7 829 8 172
Tax liability 44 35 109
Provi si ons 23 116 23
Short-terminterest

bearing liabilities 207 243 217
Tot al 7 832 8 223 8 520
Total liabilities 8 946 9 469 9 609
Total equity and liabilities 29 725 41 615 31 671

St onesoft G oup
Statenent of changes in equity

(Euro 1000) Shar e Share  Conversion Retained Tota
capital premumdifference earnings
account
Shar ehol ders' equity
at 31.12.2003 1146 76 821 -1 078 -41 768 35 121
Change in | FRS conversion 98 - 264 - 166
Shar ehol ders' equity
at 1.1.2004 1146 76 821 -980 -42 032 34 955
Conversion difference 52 52
Profit/loss for the period -2 860 2 860
Shar ehol ders' equity
at 31.3.2004 1 146 76 821 -929 -44 892 32 146
Shar e Shar e Conversion Retained Total
capital premium difference earnings
account

Shar ehol ders' equity

at 1.1.2005 1146 76 821 -892 -55 012 22 063
Share option 4 4
Conversion difference 27 27
Profit/loss for the period -1 315 -1 315
Shar ehol ders' equity

at 31.3.2005 1146 76 825 -865 -56 327 20 779

St onesoft Group
Cash fl ow st at enent 1.1-31.3.2005 1.1-31.3.2004 1.1-31.12.2004
(Euro 1000)

Cash flow from operations

Qperating Profit / Loss -1 280 -2 980 -8 988
Adj ust ment s 118 -123 1 830
Change in net working capital 400 802 1 654
I ncone taxes -95 -90 -292
Total cash flow from operations -857 -2 392 -5 795
Cash flow frominvesting activities
I nvestments in tangible assets -5 -92 -177
Investments in intangible assets -2 -19 -33
Investments in affiliated conpany-45 0 0
I nvestments in other shares 0 0 -3
Recei ved di vi dends 0 0 3
Total cash flow investing
Activities -51 -111 -210

Cash flow from financing activities

Payments of financial |easing

liabilities -56 - 60 -290
Total cash flow from financing
activities

Change in cash and cash equival ents
Cash and cash equi val ents

at begi nning of period 22 187 28 169 28 169
Conversion di fferences 27 52 88
Changes in the market

val ue of investnents 331 705 226

Total cash and cash equival ents
at end of period 21 581 26 363 22 187



St onesoft G oup
Ceogr aphi cal segments
(Euro 1000)

Net Sal es

EVEA

AMVER

APAC

Total net sales

Qperating profit
EMEA

AMER
APAC
Total operating profit

St onesoft Group

3 965

1 220
388

5 573

- 777
- 443
-60

-1 280

Contingent liabilities 1.1-31.3.2005

(Euro 1000)

Leasing liabilities
Rental liabilities
OQher liabilities

St onesoft G oup
Quarterly Devel opnent
(Euro MI1ions)

Security software

and appliances

Servi ces

O her products

Net sal es

Net sal es change-%

from previ ous year

Sal es Margin

Sales Margin %

Operati ve expenses

OQperating profit (EBITA)

before restructuring costs
% of net sales

OQperating profit (EBITA)
% of net sales

Profit / loss before taxes
% of net sales

St onesoft Group
Key Rati os
(Euro 1000)

Net Sal es

Net Sal es Change-%

Qperating profit / loss
% of Net Sal es

343
7 347
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Di vidend / Profit-% 0 0 0

For additional information, please contact:
Il kka Hiidenhei mo, CEOQ, Stonesoft Corp.
Tel . +358 9 476711

E-mail: il kka. hiidenhei nro@tonesoft.com

M kael Nyberg, CFO Stonesoft Corp.
Tel . +358 9 476711
E-mai |l : m kael . nyberg@t onesoft.com

St onesoft Corp.
Il kka Hi i denhei np
CEO

This rel ease and the presentation material related to the InterimReport are
al so avail able on Stonesoft’s web site at http://ww. st onesoft.com



http://www.stonesoft.com/

| npact of 1 AS/1FRS on Stonesoft group’s financial reporting

St onesoft adopted | FRS-conpliant financial reporting on January 1, 2005.
Previ ously, Stonesoft’s accounting principles were based on the Finnish
Accounting Standards (FAS).

The I FRS-conpliant financial information and accounting principles presented in
this rel ease may need to be nodified before being included as conparative
information in Stonesoft group’s first IFRS financial statenents prepared for
the financial year that ends on Decenber 31, 2005. This is due to the ongoing
changes in the IFRS that may affect the financial statenents of those conpanies
appl ying the I FRS as of 2005.

MOST SI GNI FI CANT CHANGES | N ACCOUNTI NG PRI NCI PLES AFFECTI NG THE FI NANCI AL
STATEMENTS

Goodwi | | anortization

According to IAS 3, goodwill will no I onger be anortized, but its possible
impairnment will be annually tested. Under FAS, goodwi |l was anortized during its
peri od of effect. The possible inmpairnment of Stonesoft Corp.’s goodw || has been
tested, and there was no need for wite-downs on either January 1, 2004 or
Decenber 31, 2004. The cancellation of goodw Il anortization inproves the | AS-
conpliant operating profit for the year 2004 by EUR 1.2 million and increases

t he year-end bal ance sheet total by the sane ampunt.

Fi nanci al | eases

According to I AS 17, |eases that essentially transfer the risks and rewards
incidental to ownership to the | essee are categorized as financial |eases. These
agreenents are entered in the bal ance sheet as assets at the commencenent of the
| ease period at the lower of the fair value of the | eased asset and the present
val ue of the mnimum| ease paynents at the tine the agreenent was nade. Assets
hel d under financial |eases and entered in the bal ance sheet are depreciated
over the shorter of the lease termand the life of the asset. The |ease
liability will be entered under interest-bearing liabilities in the bal ance
sheet .

Entering the lease liability and | eased equi pnent in the bal ance sheet increases
t he bal ance sheet total at the end of 2004 by EUR 0.5 nmillion. The depreciation
booked instead of the | ease paynents corresponds to the | eases, which neans they
have no material inpact on the year 2004 result.

Fi nanci al instrunments

According to | AS 39, financial assets can be categorized in several ways.
Stonesoft’s financial assets are categorized under |IAS so that they are neasured
at their current nmarket value. Under FAS, the equity invested mainly in noney
mar ket funds produced profit in the incone statement only when it was sol d.
Measurenment at current market val ue increases the bal ance sheet total at the end
of 2004 by EUR 0.2 nillion.

Research and devel opnent costs

Under |1 AS 38, R&D costs are capitalized when certain conditions are net.
Stonesoft currently has no ongoing projects that neet all of these criteria.
Thus all R&D costs have been entered as annual expenses.

However, if projects neeting all the capitalization criteria are initiated,
Stonesoft Corp. has the information systens capability to capitalize R&D costs.
A very large proportion of the conpany’s R&D costs consist of either research
work or further devel opnent of existing software versions, neither of which is
capitalized under 1AS 38. In order to justify capitalization related to the
devel opnent of new applications, it should be possible to estimte future cash
flows. This is difficult in Stonesoft’s |ine of business.

I ncone taxes



Under | AS 12, deferred taxes are recogni zed in the balance sheet with respect to
the taxabl e tenporary differences. Stonesoft Corp.’s |osses per Decenber 31

2004 are EUR 63.4 nmillion, 54,8 confirned and 8.6 still unconfirned, related to
fiscal year 2004. These will expire mainly in the years 2011-2015. The deferred
tax assets have been estinmated to the extent they can probably be utilized. No
such deferred tax assets were entered in the bal ance sheet on either January 1

2004 or Decenber 31, 2004. The situation will be re-evaluated in the future,
taki ng account of the group’s profit performance.

Segnment reporting

Under | AS 34, quarterly interimreports nmust report net sales and results of the

conpany’s various business segnents. Segnentation is based on the group’s
organi zation and the reporting of the Board of Directors and the executive
managenent . Stonesoft’s managenment nonitors the profitability of business by
mar ket area. The primary segnents in the consolidated reports are geographica

segnments, nanely Europe
Paci fic.

Stock Options
Under

t he bal ance sheet.

The above applies to only the nost

established in |ate 2004.
the 2005 first quarter

St onesoft Group

the Mddle East and Africa,

I FRS 2 the stock options granted by the conpany,
to purchase the conpany’s shares
over the option progranis subscription period or
period. This cost presented in the incone statenent

exceptionally,

the Anericas and Asi a-

entitling their
create a deferred cost which is distributed

recent of Stonesoft’s stock option prograns,
It has no inpact on the 2004 result and the | npact on
result was Euro 0,004 million

Reconciliation of equity 31.12.2003  31.3.2004 31.12.2004
(Eur o 1000)

Equity according to FAS 35 121 31 978 20 690
Goodwi | | 301 1 206
Unrealized change in val ue 38 46 226
Deferred tax effect -212 -184 -59
O her adj ustnents 8 5 0
Equity according to | FRS 34 955 32 146 22 063
St onesoft Group

Reconciliation of net profit 31. 3. 2004 31.12.2004
Net profit according to FAS -3 194 -14 519
Goodwi | | anortization 302 1 208
Unreal i zed change in val ue 8 188
Deferred tax effect 28 153
O her adj ustnents -4 -11
Net profit according to |IFRS -2 860 -12 981

its earnings
i s booked under equity in
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