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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 8-K

CURRENT REPORT

PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

Date of report (Date of earliest event reported): Aril 18, 2012

VMWARE, INC.

(Exact name of registrant as specified in its chaetr)

Delaware 001-33622

(State or Other Jurisdiction (Commission
of Incorporation) File Number)

94-3292913
(IRS Employer
Identification Number)

3401 Hillview Avenue, Palo Alto, CA
(Address of Principal Executive Offices,

94304
(Zip code)

Registrant’s telephone number, including area code(650) 427-5000
N/A

(Former Name or Former Address, if changed since & report)

Check the appropriate box below if the Form 8-kflis intended to simultaneously satisfy the §liobligation of the registrant under any of
the following provisions (see General Instructio? Abelow):

Written communications pursuant to Rule 425 unberSecurities Act (17 CFR 230.4z
Soliciting material pursuant to Rule -12 under the Exchange Act (17 CFR 240-12)
Pre-commencement communications pursuant to Rul-2(b) under the Exchange Act (17 CFR 240-2(b))
Pre-commencement communications pursuant to Rul-4(c) under the Exchange Act (17 CFR 240-4(c))




ltem 2.02  Results of Operations and Financial Condition

On April 18, 2012, VMware, Inc. (“VMwarelssued a press release announcing its financialtsefer the quarter ended March 31, 2(

The press release, which includes information diggrVMware’s use of non-GAAP financial measurssattached hereto as Exhibit 99.1 and
is incorporated by reference herein.

The information in this Item 2.02 and the Exhilithahed hereto shall not be deemed “filed” for msgs of Section 18 of the Securities
Exchange Act of 1934 (the “Exchange Act”) or othisevwsubject to the liabilities of that section, sball it be deemed incorporated by
reference in any filing under the Securities AciL883 or the Exchange Act, regardless of any géimerarporation language in such filing.

Iltem 9.01  Financial Statements and Exhibits
(d) Exhibits
99.1  Press release of VMware, Inc. dated April 18, 2
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Exhibit 99.1

vmware

VMware Reports First Quarter 2012 Results

- Year-over-Year Revenue Growth of 25% to $1.0Bil
- Operating Margin of 20.6%; Non-GAAP Operating Mar of 32.6%
- Trailing Twelve Months Operating Cash Flows Growf 64% to $2.12 Billion; Free Cash Flows Growfi68% to $2.07 Billion

PALO ALTO, Calif., April 18, 2012 — VMware, Inc. (NYSE: VMW), the global leader inrtialization and cloud infrastructure, today
announced financial results for the first quarte2@12:

* Revenues for the first quarter were $1.06 billian,ncrease of 25.1% from the first quarter of 2Giid 24.8% measured
constant currenc

* Operating income for the first quarter was $217iani| an increase of 41% from the first quarte6i1. Non-GAAP operating
income for the first quarter wi$344 million, an increase of 36% from the first gaaof 2011,

* Netincome for the first quarter was $191 million $0.44 per diluted share, compared to $126 millay $0.29 per diluted shal
for the first quarter of 2011. Non-GAAP net incofoe the quarter was $287 million, or $0.66 per @itlishare, compared to $204
million, or $0.48 per diluted share, for the figstarter of 2011

» Trailing twelve months operating cash flows werel®illion, an increase of 64%. Trailing twelve mtios free cash flows were
$2.07 billion, an increase of 53¢

» Cash, cash equivalents and s-term investments were $5.22 billion and unearngdmee was $2.81 billion as of March 31, 20
U.S. revenues for the first quarter of 2012 gre®ozt $485 million from 2011. International revengesw 28% to $570 million from 2011.

License revenues for the first quarter of 2012 v@2 million, an increase of 15% from 2011. Sexwievenues, which include software
maintenance and professional services, were $5li@mfior 2012, an increase of 35% from 2011.

“The quarter’s solid performance across our padfahderscores the value that VMware is providingtomers as they work to transform their
IT organizations,” said Paul Maritz, chief execetivfficer, VMware.

“VMware is well positioned for growth as the leadewirtualization and cloud infrastructuresaid Mark Peek, chief financial officer, VMwa
“Second quarter 2012 revenues are expected tothe irange of $1.10 and $1.12 billion. Annual 2@4Zenues are expected to be in the range
of $4.525 and $4.625 billion, an increase of 20%3&6 from 2011, and annual license revenues arectsq to grow between 12% and 16%.”

Recent Highlights & Strategic Announcements

* InJanuary 2012, VMware announced the availabilftthe VMware vCenter™ Operations Management™ Sait®mprehensiv
management portfolio designed to help customeigatdll as a service by simplifying and automatihg operations of virtual and
cloud environments. Updates to the VMware vCenfeer@ions Management Suite include deeper integrafi capacity and
configuration management capabilities and new ‘lappibn awareness” to enable customers to optiinizastructure operations
based on application neel



* In February 2012, VMware unveiled at VMware PartBechange new solution competencies, programsemdrds designed to
help partners guide their customers into the Clberal The event grew by approximately 20% over 2@ittacting 4,000 IT experts
from around the world to hear about the latestualization and cloud technology trends and leamdbeaon how they can become
the trusted advisers that will move customers ¢ortixt phase of IT as a servi

* VMware recently celebrated the anniversary of ClBodndry™, the industry’s open platform as a serwviith announcements of
new partnerships, a new system for managing oparcesoftware contributions, new tools for opeigtarge-scale services, and
additional mult-cloud deployment choice

* In April, VMware announced the availability of VMw&Accelerate Advisory Services. Addressing thedasing role I1
organizations play in the overall effectivenesdudiness outcomes, these new strategy consultimgss will target C-level
executives, introducing a method to help acceldiiasnd business transformation and deepen therstagheling of how cloud
computing can deliver business rest

VMware plans to host a conference call today téengvts first quarter 2012 results and to disctsdimancial outlook. The call is scheduled to
begin at 2:00 p.m. PT/ 5:00 p.m. ET and can bessetkvia the Web at http://ir.vmware.coithe webcast will be available live, and a replay
will be available following completion of the lileroadcast for approximately 60 days.

About VMware

VMware is the leader in virtualization and cloudrastructure solutions that enable businessegitgetin the Cloud Era. Customers rely on
VMware to help them transform the way they buildliver and consume Information Technology resouiit@smanner that is evolutionary ¢
based on their specific needs. With 2011 reventi$8.G7 billion, VMware has more than 350,000 costes and 50,000 partners. The
company is headquartered in Silicon Valley witha#é throughout the world and can be found onlingvew.vmware.com

HH#HH#

VMware, VMware vCenter Operations and Cloud Fourate/registered trademarks or trademarks of VMware,in the United States and/or
other jurisdictions. Other marks mentioned hereiteademarks, which are proprietary to VMware, lmrcanother company.

Use of Non-GAAP Financial Measures

Reconciliations of non-GAAP financial measures tdware’s financial results as determined in accocganith GAAP are included at the end
of this press release following the accompanyingttial data. For a description of these non-GAARrcial measures, including the reasons
management uses each measure, please see tha séttie tables titled “About Non-GAAP Financial kkures.”

Forward-Looking Statements

This press release contains forward-looking statgsni@cluding, among other things, statements tiggrVMware’s second quarter and
annual revenue and license revenue projections)qectations for growth and leadership in virtzagiion and cloud infrastructure, and
expected benefits to customers of newly availabMdre products and services, such as the VMwareteC®©perations Management Suite,
Cloud Foundry and VMware Accelerate Advisory SeegicThese forward-looking statements are subjetietsafe harbor provisions created
by the Private Securities Litigation Reform Actl®95. Actual results could differ materially frohose projected in the forward-looking
statements as a result of certain risk factorduding but not limited to: (i) adverse changes @mgral economic or market conditions;

(i) delays or reductions in consumer or informattechnology spending; (iii) competitive factorscluding but not limited to pricing pressur
industry consolidation, entry «



new competitors into the virtualization market, avedv product and marketing initiatives by our cotitpes; (iv) factors that affect timing of
license revenue recognition such as product anresnents and promotions and beta programs; (v) atomers’ ability to develop, and to
transition to, new products and computing strategiech as cloud computing and desktop virtualira(je) the uncertainty of customer
acceptance of emerging technology; (vii) changeblénwillingness of customers to enter into lontgem licensing and support arrangements;
(viii) rapid technological and market changes inualization software and platforms for cloud ams$ktop computing; (ix) changes to product
development timelines; (x) VMware’s relationshiglwviEMC Corporation and EMC's ability to control rreas requiring stockholder approval,
including the election of VMware’s board members) ¢ur ability to protect our proprietary techngig (xii) our ability to attract and retain
highly qualified employees; (xiii) the successfuleigration of acquired companies and assets intavid; and (xiv) fluctuating currency
exchange rates. These forward looking statemeatbased on current expectations and are subjeciciertainties and changes in condition,
significance, value and effect as well as othdwsridetailed in documents filed with the Securiies Exchange Commission, including our
most recent reports on Form 10-K and Form 10-Qcamcknt reports on Form 8-K that we may file frame to time, which could cause actual
results to vary from expectations. VMware assunwesbiigation to, and does not currently intendugpglate any such forward-looking
statements after the date of this release.

Contacts:

Michael Haase

VMware Investor Relations
mhaase@vmware.com
650-427-2875

Gloria Lee

VMware Investor Relations
glee@vmware.com
650-427-3267

Nick Fuentes

VMware Global Communications
nfuentes@vmware.com
650-427-1104




VMware, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(unaudited)
For the Three Months Ended
March 31,
2012 2011
Operating activities:
Net income $ 191,43t $ 125,81.
Adjustments to reconcile net income to net caskigea by operating activitie:
Depreciation and amortizatic 85,76¢ 80,94¢
Stoclk-based compensation, excluding amounts capita 81,80¢ 80,57:
Excess tax benefits from st-based compensatic (53,682 (50,00¢
Other (92§) 962
Changes in assets and liabilities, net of acqaisiti
Accounts receivabl 226,55( 81,34(
Other asset (47,706 (17,920
Due to/from EMC, ne 55,54¢ 60,70(
Accounts payabl 12,52¢ 9,39¢
Accrued expense (94,81 (68,569
Income taxes receivable from EN — 35,44
Income taxes payab 55,36¢ 32,92:
Deferred income taxes, r (34,95% (12,077
Unearned revent 99,69¢ 118,38t
Net cash provided by operating activit 576,60« 477,91
Investing activities:
Additions to property and equipme (33,67 (27,04¢)
Capitalized software development cc — (27,422)
Purchases of availal-for-sale securitie (701,46 (598,76
Sales of availab-for-sale securitie 422,31 153,09
Maturities of availabl-for-sale securitie 256,97 215,57¢
Purchase of strategic investme (5,750 (14,000
Business acquisitions, net of cash acqu — (14,950
Transfer of net assets under common cot — (12,490
Other investing 4,25 (42,48
Net cash used in investing activiti (57,33) (368,48()
Financing activities:
Proceeds from issuance of common si 111,04: 90,17:
Repurchase of common sta — (147,729
Excess tax benefits from st-based compensatic 53,68: 50,00¢
Shares repurchased for tax withholdings on vesifrrgstricted stoc (13,639 (21,917
Net cash provided by (used in) financing activi 151,08¢ (29,467)
Net increase in cash and cash equival 670,35: 79,96¢
Cash and cash equivalents at beginning of the g 1,955,751 1,628,96!

Cash and cash equivalents at end of the pi $2,626,100  $1,708,93.




Revenues
License
Services
Total revenue
Operating expenses (:
Cost of license revenus
Cost of services revenu
Research and developmt
Sales and marketir
General and administrati\
Operating incomi
Investment incom
Interest expense with EM
Other income, ne
Income before income tax
Income tax provisiol
Net income

VMware, Inc.

CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except per share amounts)
(unaudited)

Net income per weight-average share, basic for Class A and Cla
Net income per weight-average share, diluted for Class A and Cla
Weightec-average shares, basic for Class A and Cls
Weightec-average shares, diluted for Class A and Cla

(1) Includes stoc-based compensation as follov

Cost of license revenur
Cost of services revenu
Research and developmt
Sales and marketir
General and administrati

For the Three Months Ended
March 31,
2012 2011

$ 481,927 $418,99¢
573,25! 424,72.
1,055,18: 843,72:

56,74: 56,01¢
114,17: 93,87¢
222,39( 169,16:
363,41. 302,92

81,30 68,23
217,16t 153,50:
5,74¢ 3,40¢
(1,287) (95¢)
2,28¢ 16€
223,90 156,11
32,47 30,30:

&

191,43t  $125,81.

$ 04t $ 03¢
$ 04¢ $ 0.2¢
424,98¢ 417,44.
433,21: 429,24°

$ 44C % 46¢€

5,81¢ 5,58¢
39,371 41,88¢
25,23¢ 22,52:
10,93¢ 10,117



VMware, Inc.

CONSOLIDATED BALANCE SHEETS
(in thousands, except per share amounts)
(unaudited)

ASSETS
Current assett
Cash and cash equivalel
Shor-term investment
Accounts receivable, net of allowance for doub#fttounts of $2,734 and $3,7
Due from EMC, ne
Deferred tax asst
Other current asse
Total current asse
Property and equipment, r
Capitalized software development costs, net anelr
Deferred tax asst
Intangible assets, n
Goodwiill

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl
Accrued expenses and otl
Unearned revenue
Total current liabilities
Note payable to EM(
Unearned revenus
Other liabilities
Total liabilities
Commitments and contingenci
Stockholder equity:
Class A common stock, par value $.01; authoriz88@000 shares; issued and outstanding 126,85
123,610 share
Class B convertible common stock, par value $.0fha@rized 1,000,000 shares; issued and outstal
300,000 share
Additional paic-in capital
Accumulated other comprehensive inca
Retained earning
Total stockholder equity
Total liabilities and stockholde’ equity

March 31, December 31
2012 2011
$2,626,10¢ $1,955,75!
2,596,141 2,556,45I
657,24 882,85’
18,25! 73,79¢
139,67 128,47:
97,22 80,43¢
6,134,641 5,677,77.
523,68 525,49(
139,94 154,23t
179,98t 156,85
388,23 407,37t
1,759,03! 1,759,08!
$9,125,53(  $8,680,80:!
$ 62,74¢ $ 49,747
489,10( 587,65(
1,788,67! 1,764,10!
2,340,51. 2,401,50!
450,00( 450,00(
1,019,44. 944,30¢
119,93! 114,71
3,929,899 3,910,522
1,26¢ 1,23¢
3,00( 3,00(
3,442,99. 3,212,26.
4,33t 1,17¢
1,744,04. 1,552,601
5,195,64 4,770,28.
$9,125,53(  $8,680,80:




VMware, Inc.

RECONCILIATION OF GAAP TO NON-GAAP DATA
For the Three Months Ended March 31, 2012
(in thousands, except per share amounts)

(unaudited)
Employer Acquisition Capitalized
Payroll Taxes Related Software Tax
Stock-Based on Employee Intangible Items and Developmen Adjustment Non-GAAP,
GAAP Compensatior Stock Transaction: Amortization Other Costs (1) (2) as adjusted
Operating expense
Cost of license revenus $ 56,74: (440) (16) (13,279 — (21,839 — $ 21,17(
Cost of services revenu $114,17: (5,819 (454) (2,09¢) — — — $ 106,80:
Research and developme $222,39( (39,379) (1,929 (7517) — — — $ 180,33¢
Sales and marketir $363,41: (25,23¢) (1,999 (2,937) — — — $ 333,24
General and administratiy $ 81,30( (10,93¢) (382) — (39) — — $ 69,94:
Operating incom: $217,16! 81,80¢ 4,77¢ 18,06( 39 21,83¢ — $ 343,68.
Operating margir 20.6% 7.8% 0.4% 1.7% — 2.1% — 32.6%
Income before income tax $223,90¢ 81,80¢ 4,77¢ 18,06( 39 21,83¢ — $ 350,42
Income tax provisiol $ 32,47( 30,60¢ $ 63,07¢
Tax rate 14.5% 18.0%
Net income $191,43¢ 81,80¢ 4,77¢ 18,06( 39 21,83¢ (30,606 $ 287,34
Net income per weight-
average share, basic for
Class A and Class B (. $ 0.4t $ 0.1¢ $ 0.01 $ 0.04 $ — $ 0.0¢€ $ 0.0 $ 0.6¢
Net income per weight-
average share, diluted for
Class A and Class B (: $ 044 $ 0.1¢ $ 0.01 $ 0.04 $ — $ 0.0t $ 0.0 % 0.6€

(1) For the first quarter of 2012, no costs werngitedized for the development of software produétsiortization expense from previously capitalizedoants was $21.8 million for the
first quarter of 2012

(2) Non-GAAP financial information for the quarter is adfjed for a tax rate equal to our annual estimatedate on non-GAAP income. This rate is basedwrestimated annual GAAP
income tax rate forecast, adjusted to accountéons excluded from GAAP income in calculating t@+GAAP financial measures presented above. Oimatgd tax rate on non-
GAAP income is determined annually and may be aeguduring the year to take into account eventsenids that we believe materially impact the estannual rate including, but
not limited to, significant changes resulting fréew legislation, material changes in the geograpfiicof revenues and expenses and other signifieents. Due to the differences in
the tax treatment of items excluded from non-GA/APhengs, as well as the methodology applied toestimated annual tax rates as described abovestiorated tax rate on non-
GAAP income may differ from our GAAP tax rate amdrh our actual tax liabilities

(3) Calculated based upon 424,989 basic weic¢-average shares for Class A and Clas

(4) Calculated based upon 433,213 diluted weic-average shares for Class A and Clas



VMware, Inc.

RECONCILIATION OF GAAP TO NON-GAAP DATA
For the Three Months Ended March 31, 2011
(in thousands, except per share amounts)

(unaudited)
Stock-Based
Compensatior
Employer Capitalized Included in
Payroll Taxes Acquisition Software Capitalized Tax
Stock-Based on Employee Intangible Related  Developmen Software Adjustment Non-GAAP,
GAAP Compensatior ~ Stock Transactions  Amortization ltems Costs (1) Development (2) as adjusted
Operating expense
Cost of license revenus $ 56,01¢ (46€) (24) (9,040 — (28,465 — — % 18,02:
Cost of services revenu $ 93,87¢ (5,58¢) 377 (1,247) — — — —  $ 86,67
Research and developme $169,16: (41,889 (2,07)) (797) — 32,30« (4,882) — $ 151,83
Sales and marketir $302,92: (22,527) (1,05%) (2,089 — — — — $ 277,25¢
General and administratiy $ 68,23t (10,119) (239 (36) (172) — — — % 57,67¢
Operating incom: $153,50: 80,57¢ 3,764 13,20« 172 (3,839 4,882 — $ 252,25¢
Operating margir 18.2% 9.5% 0.4% 1.6% — -0.4% 0.6% — 29.9%
Income before income tax $156,11¢ 80,57! 3,76¢ 13,20 172 (3,839 4,882 — $ 254,87(
Income tax provisiol $ 30,30: 20,67: $ 50,97
Tax rate 19.4% 20.0%
Net income $125,81: 80,57¢ 3,764 13,20« 172 (3,839 4,88: (20,679 $ 203,89t

Net income per weight-

average share, basic for

Class A and Class B (. $ 03C $ 01¢ $ 001 $ 0.0 $ — 3 (0.01) $ 001 $ 0.09 $ 0.4¢
Net income per weight-

average share, diluted for

Class A and Class B (: $ 02¢ $ 01¢ $ 001 $ 0.0: $ — % (0.0)) $ 001 $ 0.09 $ 0.4¢

(1) For the first quarter of 2011, we capitaliz&2$B million (including $4.9 million of stock-basedmpensation) of costs incurred for the develogroéroftware products. Amortization
expense from capitalized amounts was $28.5 miftwrthe first quarter of 201:

(2) Non-GAAP financial information for the quarter is asfjed for a tax rate equal to our annual estimatedate on non-GAAP income. This rate is basedwrestimated annual GAAP
income tax rate forecast, adjusted to accountéons excluded from GAAP income in calculating t@+GAAP financial measures presented above. Oimatgd tax rate on non-
GAAP income is determined annually and may bealeulated during the year to take into accounh&ver trends that we believe materially impactebémated annual rate includii
but not limited to, significant changes resultingnfi tax legislation, tax audit closures, materk@mges in the geographic mix of revenues and ergearsd other significant events. C
to the differences in the tax treatment of itemsleded from non-GAAP earnings, as well as the mihagy applied to our estimated annual tax ratedeasribed above, our estimated
tax rate on nc-GAAP income may differ from our GAAP tax rate amdrh our actual tax liabilities

(3) Calculated based upon 417,444 basic weic¢-average shares for Class A and Clas

(4) Calculated based upon 429,247 diluted weic-average shares for Class A and Clas



Revenues
License
Services
Software maintenanc
Professional service

Total service:
Total revenue:

Percentage of revenue
License
Services
Software maintenanc
Professional service
Total service:

Total revenue

VMware, Inc.

REVENUE BY TYPE
(in thousands)
(unaudited)

For the Three Months Ended

March 31,
2012 2011
$ 481,92° $418,99¢
492,27( 363,80t
80,98¢ 60,91¢
573,25! 424,72
$1,055,18; $843,72:
45.7% 49.7%
46.€% 43.1%
7.7% 7.2%
54.2% 50.5%
100.(% 100.(%




VMware, Inc.

RECONCILIATION OF GAAP CASH FLOWS FROM OPERATING AC TIVITIES
TO FREE CASH FLOWS
(A NON-GAAP FINANCIAL MEASURE)
(in thousands)

(unaudited)
For the Three Months Ended
March 31,
2012 2011
GAAP cash flows from operating activities $ 576,60 $ 477,91
Capitalized software development cc — (27,422)
Excess tax benefits from st-based compensatic 53,68: 50,00¢
Capital expenditure (33,67)) (27,046

Free cash flow $ 596,61" $ 473,45




RECONCILIATION OF GAAP CASH FLOWS FROM OPERATING AC
TO FREE CASH FLOWS
(A NON-GAAP FINANCIAL MEASURE)

GAAP cash flows from operating activities
Capitalized software development cc

Excess tax benefits from st-based compensatic
Capital expenditure

Free cash flow

VMware, Inc.

(in thousands)
(unaudited)

TIVITIES

For the Trailing Twelve Months
Ended March 31,

2012 2011
$2,124,320 $1,297,35

(46,576) (69,710

228,17 249,54°

(236,71() (127,629
$2,069,20!  $1,349,56:




About Non-GAAP Financial Measures

To provide investors and others with additionabmfiation regarding VMware’s results, we have disetbin this press release the following
non-GAAP financial measures: non-GAAP operatinggine, non-GAAP net income, non-GAAP operating marfyge cash flows and trailing
twelve-month free cash flows. VMware has providedeonciliation of each non-GAAP financial measused in this earnings release to the
most directly comparable GAAP financial measureeSghnon-GAAP financial measures differ from GAARhat they exclude stock-based
compensation, employer payroll tax on employeekst@ansactions, amortization of intangible assatguisition related items and the net ef
of the amortization and capitalization of softwdevelopment costs.

VMware’'s management uses these non-GAAP financgguares to understand and compare operating rasudtss accounting periods, for
internal budgeting and forecasting purposes, fortsland long-term operating plans, to calculateusopayments and to evaluate VMware’s
financial performance, the performance of its ifdliial functional groups and the ability of operasdo generate cash. Management believes
these non-GAAP financial measures reflect VMwaogigoing business in a manner that allows for megdunimperiod-to-period comparisons
and analysis of trends in VMware’s business, ag #xelude expenses and gains that are not refeeofiongoing operating results.
Management also believes that these non-GAAP fiahmeasures provide useful information to investamd others in understanding and
evaluating VMware’s operating results and futurespects in the same manner as management and padamfinancial results across
accounting periods and to those of peer compaAuditionally, management believes information relijag free cash flows provides investors
and others with an important perspective on thé easilable to make strategic acquisitions andstments, to repurchase shares, to fund
ongoing operations and to fund other capital exjieres.

Management believes these non-GAAP financial measare useful to investors and others in asseSdiwgare’s operating performance due
to the following factors:

» Stock-based compensatioAlthough stock-based compensation is an importspéet of the compensation of VMwasedmployee
and executives, determining the fair value of éertdi the stockbased instruments we utilize involves a high degfgadgment an
estimation and the expense recorded may bearrisiemblance to the actual value realized upornektng or future exercise of t
related stock-based awards. Furthermore, unlike casipensation, the value of stock options, whécan element of our ongoing
stock-based compensation expense, is determined asiomplex formula that incorporates factorshsagmarket volatility, that
are beyond our control. Management believes is&ful to exclude stock-based compensation in dadbetter understand the long-
term performance of our core business and to fat#licomparison of our results to those of peerpaoies. In addition, we account
for stock-based compensation under GAAP, whichireguhat we report the excess income tax berrefin fstock-based
compensation as a financing cash flow rather tisaanaoperating cash flow. We have added this btelmadk to our calculation of
free cash flows in order to generally classify cistvs arising from income taxes as operating déshs.

« Employer payroll tax on employee stock transacticThe amount of employer payroll taxes on stock-basedpensation is
dependent on VMware’s stock price and other fadtwaisare beyond our control and do not correlathe operation of the
business

* Amortization of intangible assetA portion of the purchase price of VMware’s acqtiisis is generally allocated to intangible
assets, such as intellectual property, and is sttjeamortization. However, VMware does not acgjbiusinesses on a predictable
cycle. Additionally, the amount of an acquisitiopsrchase price allocated to intangible assetgtanterm of its related
amortization can vary significantly and are unigoeach acquisition. Therefore, VMware believes tha presentation of non-
GAAP financial measures that adjust for the amatiin of intangible assets provides investors ahdrs with a consistent basis
comparison across accounting peric

» Acquisition related itemsAcquisition related items include direct costs efjaisitions, such as transaction fees, which
significantly and are unique to each acquisitioddiionally, VMware does not acquire businesses @nedictable cycle

» Capitalized software development co§apitalized software development costs encompasgetalization of development costs
and the subsequent amortization of the capitalizsts over the usef



life of the product. Amortization and capitalizatiof software development costs can vary signifigasepending upon the timing
of products reaching technological feasibility d&ing made generally available. In addition, welgde the capitalization of
software from our free cash flows to better conm®nagemens view of operating cash flows. To the extent thatcapitalize cos!
under generally accepted accounting guidance, arease our GAAP operating cash flows due to theaed expense recognized
within net income and paid out in cash during theqal. Historically, the amount of software devetamt costs that we capitalized
during a given fiscal period was often significantwever, following the release of VMware vSpheransl the comprehensive st
of cloud infrastructure technologies in the thirdager of 2011, management determined that VMwageto-market strategy had
changed from single solutions to product suitetsahg. As a result of this change in strategy, tnedrelated increased importance
of interoperability between our products, the Iéngttime between achieving technological feadip#ind general release to
customers has significantly decreased. Given tleagxpect the majority of our product offerings eduites or to have key
components that interoperate with our other prodtferings, the costs incurred subsequent to aehni@nt of technological
feasibility are expected to be immaterial in futpeziods and we do not expect to record significapitalized software
development costs under our current strategy. Wedli record capitalized software development cdstsg the first quarter of
2012. We also expect amortization of previouslyitediged software development costs to steadiljide@s previously capitalized
software development costs become fully amorti

» Tax AdjustmentNon-GAAP financial information for the quarter idjasted for a tax rate equal to our annual estichtte rate on
non-GAAP income. This rate is based on our estichateual GAAP income tax rate forecast, adjusteattmunt for items
excluded from GAAP income in calculating our non-&RAincome. Our estimated tax rate on non-GAAP inedsrdetermined
annually and may be adjusted during the year te i@o account events or trends that we believerzdlty impact the estimated
annual rate including, but not limited to, sign#fit changes resulting from tax legislation, mateti@nges in the geographic mix of
revenues and expenses and other significant eu2uaésto the differences in the tax treatment ohgeexcluded from non-GAAP
earnings, as well as the methodology applied tcestimated annual tax rates as described abovestiorated tax rate on non-
GAAP income may differ from our GAAP tax rate amdr our actual tax liabilities

Additionally, we believe that the non-GAAP finanameasure, free cash flows, is meaningful to inmessbecause we review cash flows
generated from operations after taking into comsititen capital expenditures due to the fact thaséhexpenditures are considered to be a
necessary component of ongoing operations. As stistliabove, we also exclude capitalization of softvdevelopment costs and the excess
income tax benefit from stock-based compensatiom four measure of free cash flows.

The use of non-GAAP financial measures has celitaitations because they do not reflect all itethinoome and expense that affect
VMware’s operations. Specifically, in the case tofck-based compensation, if VMware did not payapbrtion of its compensation in the
form of stock-based compensation and related eraplpgyroll taxes, the cash salary expense inclidedsts of revenues and operating
expenses would be higher, which would affect VMwsoash position. VMware compensates for thesdditions by reconciling the non-
GAAP financial measures to the most comparable GAA&hcial measures. These non-GAAP financial messshould be considered in
addition to, not as a substitute for or in isolatfoom, measures prepared in accordance with GA#dPshould not be considered measures of
VMware’'s liquidity. Further, these non-GAAP measumeay differ from the non-GAAP information useddther companies, including peer
companies, and therefore comparability may be éichiManagement encourages investors and otheesitswr VMwares financial informatiol
in its entirety and not rely on a single financiadasure.

Revenue Growth in Constant Currency

We invoice and collect in the Euro, the British Rduthe Japanese Yen, and the Australian Dolltréir respective regions. As a result, our
total revenues are affected by changes in the Dbfar against these currencis



In order to provide a comparable framework for asgg) how our business performed excluding thecefieforeign currency fluctuations,
management analyzes year-over-year revenue grawdhconstant currency basis. Since all of ouriestitperate with the U.S. Dollar as their
functional currency, unearned revenues for ordeckéd in currencies other than U.S. Dollars areveded into U.S. Dollars at the exchange
rate in effect for the month in which each ordeb@sked. We calculate constant currency on liceegenues recognized during the current
period that were originally booked in currencigsestthan U.S. Dollars by comparing the exchangesrased to recognize revenue in the
current period against the exchange rates usesttmgnize revenue in the comparable period. We tloaloulate constant currency on services
revenues, which include software maintenance rea®and professional services reven



