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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

(Mark One)
XI QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2009

OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For transition period from to
Commission File Number 001-33622
VMWARE, INC.
(Exact name of registrant as specified in its chaetr)
Delaware 94-3292913
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification Number)

3401 Hillview Avenue
Palo Alto, CA 94304

(Address of principal executive offices) (Zip Code)

(650) 427-5000

(Registrant’s telephone number, including area code

Indicate by check mark whether the registrant @b filed all reports required to be filed by Sewti® or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requaodile such reports), and (2) has been
subject to such filing requirements for the pastl@s. Yes[X] No O

Indicate by check mark whether the registrant lidisnitted electronically and posted on its corpokieb site, if any, every Interactive

Data File required to be submitted and posted untsto Rule 405 of Regulation Seuring the preceding 12 months (or for such srgrerioc
that the registrant was required to submit and posh files). Yes[O No O

Indicate by check mark whether the registrantlexge accelerated filer, an accelerated filer, maccelerated filer, or a smaller reporting

company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act.

Large accelerated file Accelerated filel O

Non-accelerated file O (Do not check if a smaller reporting compa Smaller reporting compar [



Indicate by check mark whether the registrantseell company (as defined in Rule 12b-2 of the Bxge Act). Yes[ No

As of July 31, 2009, the number of shares of comstook, par value $.01 per share, of the regiswatgtanding was 396,361,325, of
which 96,361,325 shares were Class A common stedk380,000,000 were Class B common stock.
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PART I
FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

VMware, Inc.
CONSOLIDATED BALANCE SHEETS
(in thousands, except per share amounts)

(unaudited)

ASSETS
Current assett
Cash and cash equivalel
Accounts receivable, less allowance for doubtfulants of $1,460 and $1,6'
Deferred tax asset, current porti
Income taxes receivable from EN
Other current asse
Total current asse
Property and equipment, r
Capitalized software development costs, net anelr
Deferred tax asset, net of current por
Intangible assets, n
Goodwill

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY

Current liabilities:

Accounts payabl

Accrued expense

Due to EMC, ne

Income taxes payab

Deferred revenue, current porti
Total current liabilities
Note payable to EM(
Deferred revenue, net of current port
Deferred tax liability
Other liabilities

Total liabilities

Commitments and contingencies (see Nol
Stockholder’ equity:

Class A common stock, par value $.01; authoriz6@@000 shares; issued and outstanding 94,948@&Ad48

shares
Class B convertible common stock, par value $.0fh@ized 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

The accompanying notes are an integral part o€timsolidated financial statements.
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December 31

June 30,
2009 2008
$2,275,661 $1,840,81.
257,36! 338,01
51,231 44 57:
22,72¢ 111,05(
65,65¢ 55,63¢
2,672,633 2,390,08:
415,27 418,21:
178,33( 134,55:
76,53( 68,28(
50,40¢ 56,98¢
768,40¢ 771,08
$4,161,58. $3,839,20!
$ 3883 $ 74,70¢
214,97: 211,51¢
23,99¢ 33,407
24,79 15,76.
598,09: 544 35!
900,68 879,75(
450,00( 450,00(
336,15! 325,63
49,74 47,82t
77,821 65,92¢
1,814,400 1,769,133
95C 904
3,00( 3,00(
2,027,41° 1,836,51.
1,93¢ —
313,87 229,65(
2,347,17"  2,070,06
$4,161,58. $3,839,20!




Table of Contents

Revenues
License
Services

Operating expense
Cost of license revenus
Cost of services revenu
Research and developmt
Sales and marketir
General and administrati\
Operating incom
Investment incom
Interest expense with EMC, r
Other income (expense), r
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 Cla
Weightec-average shares, diluted for Class A and Cla

The accompanying notes are an integral part o€dmsolidated financial statements.
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For the Three Months Ended

For the Six Months Ended

June 30, June 30,

2009 2008 2009 2008
$ 227,96: $ 284,230 $484,96! $578,21:
227,71 171,89¢ 441,02( 316,09(
455,67! 456,12¢ 925,98! 894,30«
27,85: 21,63¢ 48,21: 44,49¢
53,29: 58,89: 107,93° 113,20:
121,38( 114,12¢ 226,78 233,38
167,42: 158,30° 321,56¢ 307,56
47,72¢ 42,16 96,58¢ 86,26¢
37,99¢ 61,00( 124,90: 109,39:
2,49¢ 6,31( 5,55¢ 14,31«
(1,999 (3,579 (4,679 (9,399
37E 37C (1,449 824
38,87: 64,10: 124,33t 115,13:
6,33¢ 11,76¢ 21,86¢ 19,74(
$ 32538 $ 52,33 $102,47( $ 95,39:
$ 0.0 % 014 $ 026 $ 0.2t
$ 008 $ 01z $ 02 $ 0.2¢
391,84: 382,93: 390,85! 381,97¢
395,82¢ 398,97¢ 393,17¢ 398,25¢
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VMware, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(unaudited)
For the Three Months Ended For the Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Cash flows from operating activities:
Net income $ 3253 $ 52,33 $ 102,47( $ 95,39
Adjustments to reconcile net income to net cashigeal by operating activitie:
Depreciation and amortizatic 44,927 39,45¢ 86,31( 76,89:
Stock-based compensation, excluding amounts capita 51,45¢ 42,07 101,27: 84,23:
Excess tax benefits from st-based compensatic (4,247%) (56,73%) (4,479 (79,427
Other 141 (278) 634 1,05¢
Changes in assets and liabilities, net of acqoissti
Accounts receivabl 6,53( (25,139 80,69: (24,28¢)
Other asset (9,319 (4,687) 89¢ (13,287)
Due to/from EMC, ne 5,97: 23,04( (9,417 40,28t¢
Accounts payabl (8,92%) (19,319 (28,382 (15,579
Accrued expense 26,31¢ 12,06( 13,88¢ 48¢
Income taxes receivable from EN 87,89¢ (107,51 87,89¢ (107,51
Income taxes payab 733 32,10 21,11( 10,50¢
Deferred income taxes, r (7,75%) 83,06: (14,599 46,71¢
Deferred revenu 17,04¢ 80,16 64,25" 168,32:
Net cash provided by operating activit 243,32( 150,63¢ 502,55¢ 283,81«
Cash flows from investing activities:
Additions to property and equipme (29,849 (51,899 (65,669 (100,92)
Capitalized software development cc (14,745 (11,770 (44,680 (15,939
Purchase of investmer (25,000 (1,750 (25,744 (1,750
Business acquisitions, net of cash acqu — — — (33,289
Decrease in restricted ca 54¢ — 54¢ 89¢
Net cash used in investing activiti (69,039 (65,419 (135,549 (150,999
Cash flows from financing activities:
Proceeds from issuance of common si 77,10: 109,65¢ 81,60¢ 133,32
Excess tax benefits from st-based compensatic 4,247 56,73 4,47 79,42°
Shares repurchased for tax withholdings on vesifrrgstricted stoc (11,449 (17,359 (18,24¢) (36,479
Net cash provided by financing activiti 69,891 149,03 67,83: 176,27t
Net increase in cash and cash equival 244,17¢ 234,24¢ 434,84 309,09:
Cash and cash equivalents at beginning of the ¢b 2,031,48. 1,306,011 1,840,81; 1,231,16!
Cash and cash equivalents at end of the pi $2,275,661  $1,540,26(  $2,275,66!  $1,540,26!
Non-cash items:
Changes in capital additions, accrued but not $ (6520 $ (6,919H $ (16,47) $ 12,19¢

The accompanying notes are an integral part o€dimsolidated financial statements.
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VMWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

A. Overview and Basis of Presentation
Company and Background

VMware, Inc. (“VMware” or the “Company’js the leading provider of virtualization infrastture software solutions from the deskto|
the data center. VMware’s virtualization infrastiwe software solutions run on industry-standarskttes and servers and support a wide
range of operating system and application enviraimyas well as networking and storage infrastnestu

Accounting Principles

The financial statements and accompanying noteprapared in accordance with accounting princigkserally accepted in the United
States of America (“U.S. GAAP").

Unaudited Interim Financial Information

These accompanying unaudited consolidated finastagéments have been prepared pursuant to theamderegulations of the Securit
and Exchange Commission (the “SEC”) for interimaficial reporting. In the opinion of managementséhenaudited consolidated financial
statements include all adjustments, consistingoofiial recurring adjustments and accruals, for asfaitement of VMware’s consolidated
financial condition, results of operations and cfgivs for the periods presented. Results of of@natare not necessarily indicative of the
results that may be expected for the full year 2@rtain information and footnote disclosuresagly included in annual consolidated
financial statements have been condensed or omaezbrdingly, these unaudited interim consoliddiedncial statements should be read in
conjunction with the consolidated financial statetseand related notes included in VMware’s 2008 #airReport on Form 10-K.

VMware historically has received, and continuessiteive, certain administrative services from EM@gdration (“EMC”),and VMware
and EMC engage in certain intercompany transactiéosts incurred by EMC for the direct benefit dfiware, such as rent, salaries and
benefits, plus a mark-up intended to approximaitel{barty costs, are included in VMware’s financthtements. Management believes the
assumptions underlying the financial statementseasonable. However, given that these intercompamgactions did not arise from
transactions negotiated at arm’s-length with arelated third party, the financial statements inellitierein may not necessarily reflect the
results of operations, financial position, and ciaivs had VMware engaged in such transactions waitlunrelated third party during all peri
presented. Accordingly, VMware’s historical finaalcinformation is not necessarily indicative of wkiae Company’s results of operations,
financial position, or cash flows will be in thetdive if and when VMware contracts at arm’s-lengtthvindependent third parties for services
the Company has received and currently receives EMC.

Prior period financial statements have been reified4o conform to current period presentation.

Principles of Consolidatior

The consolidated financial statements include to®ants of VMware and its subsidiaries. All interquany transactions and balances
between VMware and its subsidiaries have been wditad. All intercompany transactions with EMC ie ttonsolidated statements of cash
flows will be settled in cash, and changes in tttercompany balances are presented as a compdreagioflows from operating activities.

Use of Accounting Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make
estimates and assumptions that affect the repartexiints of assets and liabilities, the reporteduantsoof revenues and expenses during the
reporting periods, and the disclosure of contingessets and liabilities at the date of the findrst@ements. Estimates are used for, but not
limited to, capitalized software development costsgivable valuation, certain accrued liabilitieseful lives of fixed assets, valuation of
acquired intangibles, revenue reserves, incomestateck-based compensation, and contingenciesalesults could differ from those
estimates.
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VMWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (conti nued)
(unaudited)

Subsequent Event

The Company evaluated events and transactionsticatred after the balance sheet date through AGg@009, the date the financial
statements were issued, for potential recognitiogigclosure in the Company'’s financial statemeNtsadditional disclosure in this filing is
required.

New Accounting Pronouncemen

In June 2009, the Financial Accounting Standardsr@¢‘FASB”) issued FAS No. 167, “Amendments to BABiterpretation No. 46
(R)" (“FAS No. 167"), which amends the consolidatiguidance applicable to variable interest entifléee amendments will significantly
affect the overall consolidation analysis under BABterpretation No. 46(R). This statement is difexas of the beginning of each reporting
entity’s first annual reporting period that begafter November 15, 2009. VMware is currently eviahgthe potential impact of FAS No. 167
on the Company’s financial statements.

In June 2009, the FASB issued FAS No. 168, “AccimgnStandards Codification and Hierarchy of Gerngratcepted Accounting
Principles”( the “Codification”), which will be the single sowof authoritative nongovernmental U.S. GAAP begigriuly 1, 2009. The
Coadification will be effective for financial statemts that cover interim and annual periods enditey September 15, 2009. Other than
resolving certain minor inconsistencies in curtgdr. GAAP, the Codification is not intended to chat).S. GAAP, but is anticipated to make
it easier to find and research U.S. GAAP applicable particular transaction or specific accountgaye. Although the adoption of the
Cadification is not expected to have an impactten@ompany’s financial position and results of agiens, all future references to
authoritative accounting literature in the Comparfinancial statements will be consistent with @elification.

B. Significant Accounting Policies
Revenue Recognitio

VMware derives revenues from the licensing of safevand related services. VMware recognizes rewefunesoftware products and
related services in accordance with the Americatitlite of Certified Public Accountants’ StatemehPosition 97-2, “Software Revenue
Recognition,” as amended. VMware recognizes revemien persuasive evidence of an arrangement edédigery has occurred, the sales
price is fixed or determinable, and collectibilisyprobable.

The following summarizes the major terms of VMwareodntractual relationships with customers andrieaner in which VMware
accounts for sales transactions.

License revenue
VMware recognizes revenues from the sale of sofwaren risk of loss transfers, which is generafipruelectronic shipment.

VMware licenses its software under perpetual liesrtirough its channel of distributors, resellg8§ system vendors, and systems
integrators and through its direct sales force. \@kwvdefers revenues relating to products that Baigped into its channel until its products
sold through the channel. VMware obtains sell-tigioinformation from distributors and certain resedlon a monthly basis. For VMware’s
channel partners who do not report sell-througlh,ddMware determines sell-through based on paymwiesich distributors’ and certain
resellers’ accounts receivable balances and otievant factors. For software sold by x86 systendees that is bundled with their hardware,
unless the Company has a separate license agreetitietite end user, revenue is recognized in asrepon the receipt of binding royalty
reports.

For all sales, VMware uses one of the followingémstitute evidence of an arrangement:
* apurchase order or equivale
» alicense agreement and a purchase order or egoity
» alicense agreement which includes language tleagheement also serves as the purchase orc
* amaster agreement and a binding royalty re|

Sales through distributors and resellers are eciglbby a master distribution agreement, togethdr purchase orders or equivalent, on a
transaction-by-transaction basis.

With the exception of one of VMware’s desktop prody VMware's return policy does not allow end gserreturn products for a
refund. Certain distributors and resellers mayteoséock when new versions of a product are reteagglware estimates future product retu
at the time of sale. VMware’s estimate is basegiistorical return rates, levels of inventory hejddistributors and resellers, and other relevant
factors. Returns have not been material to datehamd been in line with the Company’s expectations.

VMware offers rebates to certain channel partidfisen rebates are based on a set percentage of sales VMware recognizes the
amount of the rebates as a reduction of revenues Wie underlying revenue is recognized. When esteate earned only if a cumulative le



of sales is achieved, VMware recognizes the amolihte rebates as a reduction of revenues propadtiofor each sale that is required
to achieve the target.
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VMWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (conti nued)
(unaudited)

VMware also offers marketing development fundsddain channel partners. VMware records the amofitite marketing development
funds, based on the maximum potential liabilityaagduction of revenues at the time the underly@vgnue is recognized.

Services revenues

Services revenues consist of software maintenamt@uefessional services. VMware recognizes softwaaintenance revenues ratably
over the contract period. Professional servicelsideedesign, implementation, and training. Profasal services are not considered essential to
the functionality of VMware’s products as thesevgass do not alter the product capabilities and layperformed by customers or other
vendors. Professional services engagements peroiona fixed fee, for which VMware is able to maleasonably dependable estimates of
progress toward completion, are recognized on pgtimnal performance basis based on hours incuReafessional services engagements
are on a time and materials basis are recognizeetlhgon hours incurred. Revenues on all otheegsiainal services engagements are
recognized upon completion.

Multiple element arrangemen

VMware's software products are typically sold wathftware maintenance and/or professional serniéesdor-specific objective
evidence (“VSOE") of fair value for professionahgees is based upon the standard rates VMwaregekdor such services when sold
separately. VSOE of fair value for software maiaigre services is established by the rates changgdmnd-alone sales of software
maintenance contracts or the stated renewal ratoftware maintenance included in the licenseegent. The revenues allocated to the
software license included in multiple element cacts represent the residual amount of the coraifgat the fair value of the other elements
been determined.

Customers under software maintenance agreemengsititfed to receive updates and upgrades on a-&hdrif-available basis, and
various types of technical support based on thel lef'support purchased. In the event specificuiest or functionality, entittements, or the
release number of an upgrade or new product haete drenounced but not delivered, and customergedéive that upgrade or new product as
part of a current software maintenance contraspezified upgrade is deemed created and produehues are deferred on purchases made
after the announcement date until delivery of thgrade or new product. The amount and elements tteferred are dependent on whether the
company has established VSOE of fair value foruppgrade or new product. VSOE of fair value of theggrades or new products is
established based upon the price set by managexidiatare has a history of selling these upgradesesy products on a stand-alone basis.

Deferred revenues include unearned software maintanfees, professional services fees, and lideese

Research and Development and Capitalized Softwaey&opment Cosi

Costs related to research and development (“R&D8)generally charged to expense as incurred. Qizpiian of material development
costs of software to be sold, leased, or othermiaeketed are subject to capitalization beginningmvtechnological feasibility has been
established and ending when the product is availfiislgeneral release, in accordance with the prows of FAS No. 86, “Accounting for the
Costs of Computer Software to be Sold, Leased tbei@ise Marketed” (“FAS No. 86”). Judgment is regqd in determining when
technological feasibility is established. Changegidgment as to when technological feasibilitgssablished, or changes in the Company’s
business, including VMware’s go-to-market strategguld likely materially impact the amount of costgitalized. For example, if the length
of time between technological feasibility and gahawailability is less in the future, the amouftosts capitalized would likely decrease. In
addition, VMware’s R&D expenses and amounts capédlas software development costs may not be cahlgato VMware’s peer
companies due to differences in judgment as to vilaemological feasibility has been reached owedéfices in judgment regarding when the
product is available for general release. FAS MNoreBjuires annual amortization expense of capédlsoftware development costs to be the
greater of the amounts computed using the ratouofnt gross revenue to a products’ total curaeit anticipated revenues, or the straigte-
method over the product’s remaining estimated egondife. To date, VMware has amortized these casisg the straight-line method as it is
the greater of the two amounts. The costs are &adrover periods ranging from 18 to 24 months clvhiepresent the product’s estimated
economic life. The ongoing assessment of the readiléy of these costs requires considerable juelgihiby management with respect to
certain external factors such as anticipated futewenue, estimated economic life, and changesftware and hardware technologies. Mate
differences in amortization amounts could occua assult of changes in the periods over which VMaeattually generates revenues or the
amounts of revenues generated.

Unamortized software development costs were $158I®n and $128.8 million as of June 30, 2009 &etember 31, 2008,
respectively, and are included in capitalized safendevelopment costs, net and other on the calasetl balance sheet.
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VMWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (conti nued)
(unaudited)

In the three months ended June 30, 2009 and 20@8&;ave capitalized $18.4 million (including $3.6 figh of stock-based
compensation), and $14.8 million (including $3.0lio of stock-based compensation), respectivelyzosts incurred for the development of
software products. In the six months ended Jun@@@9 and 2008, VMware capitalized $54.8 milliamc{uding $10.1 million of stock-based
compensation), and $19.9 million (including $3.9lio of stock-based compensation), respectivelyzosts incurred for the development of
software products. These amounts have been excfuol@dR&D expenses on the Company’s accompanyimgai@ated statements of
income. Amortization expense from capitalized antsuvas $17.6 million and $14.3 million in the threenths ended June 30, 2009 and 2
respectively. Amortization expense from capitalizedounts was $28.3 million and $29.1 million in #ite months ended June 30, 2009 and
2008, respectively. Amortization expense is inctldecost of license revenues on the Company’srapemying consolidated statements of
income.

Long-Lived Assets

Intangible assets, other than goodwill, are amedtiaver their estimated useful lives, during whiod assets are expected to contribute
directly or indirectly to future cash flows, and iefn range from one to eleven years. In the threethsoended June 30, 2009 and 2008,
VMware amortized $3.3 million and $3.8 million, pextively, for intangible assets. The amortizagapense for the six months ended Juni
2009 and 2008 was $6.6 million and $7.7 milliorspectively.

VMware reviews long-lived assets for impairmenaactordance with FAS No. 144 “Accounting for Impaémh or Disposal of Long-
Lived Assets.” VMware reviews for impairment if ee or changes in business circumstances indicatahe carrying amounts of the assets
may not be fully recoverable or that the usefubdivf these assets are no longer appropriate.

Goodwill is carried at its historical cost. VMwatests goodwill for impairment in accordance with$No. 142 “Goodwill and Other
Intangible Assets,” in the fourth quarter of eaelaryor more frequently if events or changes inutitstances indicate that the asset might be
impaired.

To date, there have been no impairments of goodwilither intangible assets.

Investments

For investments in public companies that have headiterminable fair values, the Company classifiegquity investments as available-
for-sale and, accordingly, records these investsantheir fair values in “Other current assets'ttoe consolidated balance sheet. Unrealized
gains and losses on these investments, net catexncluded in “Accumulated other comprehensiw®ine,” a separate component of
stockholders’ equity. Other equity investmentsirivgte companies, which consist of investmentsafbich the Company does not have the
ability to exercise significant influence, are agoted for using the cost method of accounting. Wtigke cost method, investments in private
companies are carried at cost and are adjustedfemdther-than-temporary declines in fair valustributions of earnings, and additional
investments. The Company’s investments were no¢riaatis of June 30, 2009.

The Company periodically evaluates whether declindair values of its investments below their cast other-than-temporary. This
evaluation consists of several qualitative and tjtative factors regarding the severity and duratid the unrealized loss as well as the
Company'’s ability and intent to hold the investmentil a forecasted recovery occurs. Factors cemsitlinclude quoted market prices; recent
financial results and operating trends; other mlpkvailable information; implied values from argcent transactions or offers of investee
securities; or other conditions that may affectuhkie of the investments.

Comprehensive Income

The components of comprehensive income includéeetne adjusted for unrealized gains (losses) ailable-for-sale securities, net of
tax. See Note L to the consolidated financial stetets for more information.

Concentrations of Risks

Financial instruments, which potentialljpgect VMware to concentrations of credit risk, sish principally of cash and cash equivalents
and accounts receivable. Cash on deposit with baxdeseds the amount of insurance provided on sepbdits. These deposits may be
redeemed upon demand. VMware places cash and gasfalents primarily in money market funds and tgithe amount of investment with
any one issuer. As of June 30, 2009, VMware hatléf25 million in money market securities. Of thisaunt, $756.7 million or 35% were
participating in the Temporary Guarantee ProgranMoney Market Funds, which is backed by the U.&a8ury Department but limited to
the balance in the money market funds as of Semedfh 2008. The Temporary Guarantee Program fordfidlarket funds expires on
September 18, 2009. VMware holds a diversifiedfpba of money market funds, which invest in mupiai bonds and notes, government
agency debt, time deposits, corporate bonds, aminescial paper. In addition, VMware monitors theetrparty risk to ensure adequate
diversification amongst the financial institutiomslding the Company’s funds.
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VMWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (conti nued)
(unaudited)

VMware provides credit to distributors, reselleasd certain end user customers in the normal cafrsesiness. Credit is generally
extended to new customers based upon a creditagiaru Credit is extended to existing customergdas) ongoing credit evaluations, prior
payment history, and demonstrated financial stgbiGiven the current economic downturn, VMware tgmmes to apply scrutiny and analysis
around the collectibility of transactions with @nt customers, including but not limited to thosstomers in the financial services, insurance,
and automotive industries, and the Company congina@nonitor the appropriateness of establishetbmes credit limits. VMware does not
record accounts receivable or deferred revenueamgnize revenue relating to transactions wheieatdility is not probable. The Company
recognizes such transactions upon cash collectidmecognizes revenue as earned in accordancehgitiompany’s revenue recognition
policies.

C. Net Income per Share

Basic net income per share is computed by dividieigincome by the weighted-average number of comshanes outstanding during the
period. For purposes of computing basic net incpereshare, the weighted-average number of outstgratiares of common stock excludes
potentially dilutive securities. Diluted net incomper share is computed by dividing net income Bmieighted-average number of common
shares outstanding and potentially dilutive semgibutstanding during the period. Potentially tillel securities include stock options, unves
restricted stock units, unvested restricted stockrds, and other unvested restricted stock, usiagreasury stock method. Securities are
excluded from the computations of diluted net inegmer share if their effect would be anti-dilutives of June 30, 2009, VMware had
94.5 million shares of Class A common stock and @ddillion shares of Class B common stock outstagdiat were included in the
calculation of basic earnings per share. For pwpo$ calculating earnings per share, VMware useswo<lass method. As both classes sl
the same rights in dividends, basic and dilutediags per share are the same for both classes.

The following table sets forth the computationdasic and diluted net income per share (in thousastept per share data):

For the Three Months Ended For the Six Months Ended

June 30, June 30,
2009 2008 2009 2008
Net income $ 3253 $ 52,33 $102,47( $ 95,39
Weighte(-average shares, basic for Class A and Cla 391,84 382,93: 390,85! 381,97t
Effect of dilutive securitie 3,98t 16,04¢ 2,328 16,28:
Weightec-average shares, diluted for Class A and Cla 395,82t 398,97¢ 393,17¢ 398,25t
Net income per weight-average share, basic for Class A and Cla $ 0.0¢ $ 014 $ 02 $ 0.2t
Net income per weight-average share, diluted for Class A and Cla $ 0.0¢ $ 01z $ 026 $ 0.2¢

For the three and six months ended June 30, 2@08,illion and 27.3 million stock options to acguVMware Class A common stock
and 5.5 million and 7.0 million shares of restrit&tock, respectively, were excluded from the diliiearnings per share calculations because
their effect would have been anti-dilutive. For theee and six months ended June 30, 2008, 4.®mdind 4.3 million stock options,
respectively, to acquire VMware Class A commonlstoere excluded from the diluted earnings per shateulations because their effect
would have been anti-dilutive.

D. Fair Value Measurements

FAS No. 157 “Fair Value Measurements” clarifiesttfar value is an exit price, representing the antdhat would be received to sell an
asset or paid to transfer a liability in an orderjnsaction between market participants. As siathyalue is a market-based measurement that
should be determined based on assumptions thaeir@ekticipants would use in pricing an assetatility. As a basis for considering such
assumptions, FAS No. 157 establishes a three-dieevhierarchy, which prioritizes the inputs usediieasuring fair value as follows: (Level 1)
observable inputs such as quoted prices in actas&ats, (Level 2) inputs other than the quotedasrio active markets that are observable
either directly or indirectly, and (Level 3) unobsable inputs in which there is little or no markktta, which requires VMware to develop its
own assumptions. This hierarchy requires VMwares® observable market data, when available, armdrimize the use of unobservable
inputs when determining fair value.

VMware's cash and cash equivalents as of June 30, 20@9%2e275.7 million, and included $2,167.5 millidmaoney market securitie
which are classified within Level 1 of the fair ualhierarchy because the securities are valued asioted prices in active markets for ideni
assets. There were no other material financiatassdiabilities carried at fair value as of JuB 2009.
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E. Goodwill
Changes in the carrying amount of goodwill for éilemonths ended June 30, 2009 consist of theviidig (table in thousands):

Balance, January 1, 20! $771,08t¢

Goodwill acquirec —

Adjustments to purchase price allocatit (2,679
Balance, June 30, 20! $768,40!

F. Property and Equipment, net
Property and equipment, net, as of June 30, 200®Dacember 31, 2008 consist of the following (tablhousands):

December 31
June 30,

2009 2008
Equipment and softwa $ 321,64! $ 284,45¢
Buildings and improvemen 255,21: 182,11¢
Furniture and fixture 47,57¢ 45,904
Construction in progres 1,732 66,66:
Total property and equipme 626,16¢ 579,14:
Accumulated depreciatic (210,89) (160,93)
Total property and equipment, r $ 415,27: $ 418,21:

In the first quarter of 2009, the Company occupheicompleted portions of its data center faciltgditionally, construction was
completed on the Company’s headquarters faciliiee. related costs for each were transferred fronsttuction in progress to the appropriate
categories. As of December 31, 2008, constructiag still in process on these facilities.

Depreciation expense was $24.0 million and $21Manmifor the three months ended June 30, 20092948, respectively, and $51.4
million and $40.1 million for the six months end&ghe 30, 2009 and 2008, respectively.

In conjunction with the completion of its data aamfiacility, VMware reviewed and revised the usdfigs of certain fixed assets after
considering (i) the estimated future benefits tlmen@any expects to receive from those assetsh@ipattern of consumption of those benefits
and (iii) the information available regarding thdmefits. As a result of the review, VMware inaged the estimated useful lives of certain
fixed assets from 3 to 5 years during the threethmanded June 30, 2009. This change in estimaguspectively applied beginning on
April 1, 2009. For the three months ended June&809, this change in estimate reduced depreciatipense by $3.7 million. After
considering the tax effect on the reduction in de@tion expense, there was no impact on basicéumed earnings per share for the three and
six months ended June 30, 2009.

G. Accrued Expenses
Accrued expenses as of June 30, 2009 and Decerhp20@3 consist of the following (table in thousshd

December 31

June 30,
2009 2008
Salaries, commissions, and bene $107,58° $ 105,52¢
Accrued partner liabilitie 46,15! 52,91«
Other 61,23 53,07¢
Total $214,97: $ 211,51¢

Accrued partner liabilities referenced in the tadib®ve relate to rebates and marketing developfaadtaccruals for channel partners,
x86 system vendors, and system integrators.

H. Long-Term Debt
Note Payable to EM(

As of June 30, 2009, $450.0 million wasstanding on the consolidated balance sheet itigrléo the note payable to EMC. The
annualized interest rate for the three months edded 30, 2009 and 2008 was 1.76% and 3.24%, taésgg@nd the annualized interest rate
for the six months ended June 30, 2009 and 2008.v8386 and 4.26%, respectively. For the three noeatided June 30, 2009 and 2008, $2.0
million and $3.6 million, respectively of interestpense was recorded related to the note payatniéh& six months ended June 30, 2009 and
2008, $4.2 million and $9.4 million, respectiveliyiloterest expense was recorded related to thepeatable
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I. Income Taxes

Although VMware files a federal consolidated tatura with EMC, VMware has calculated its income pa®vision on a stand-alone
basis. The Company’s effective tax rate in thequiripresented is the result of the mix of inconmraexzhin various tax jurisdictions that apply a
broad range of income tax rates. The provisionirfoome taxes differs from the tax computed at tt. federal statutory income tax rate due
primarily to the foreign income being taxed in thdgwer tax rate jurisdictions and the fact thaisthearnings are considered as indefinitely
reinvested in foreign operations.

VMware’'s effective income tax rate was 16.3% andl%8 respectively for the three months ended Jn@@09 and 2008. The effective
income tax rate was 17.6% and 17.1% for the sixthmanded June 30, 2009 and 2008, respectivelydétiease in the effective rate for the
three months ended June 30, 2009 compared tore tonths ended June 30, 2008, was mainly atibeito an increase in tax benefits fr
tax credits, primarily the research and developrteentredit, relative to income before tax and éasted shift of earnings from the U.S. to low-
tax non-U.S. jurisdictions, partially offset by srtrease in unrecognized tax benefits from unaeteai positions relative to income before tax.
Income earned abroad is considered indefinitelyvested in the Company’s foreign operations angrowision for U.S. taxes has been
provided with respect thereto. The effective tarsdor the six months ended June 30, 2009 comparte six months ended June 30, 2008
were not materially different.

As of June 30, 2009, VMware had $58.3 million adgg unrecognized tax benefits and $55.4 millionadfunrecognized tax benefits.
VMware reports interest and penalties related tecognized tax benefits in income tax expensett®three months ended June 30, 2009,
VMware recognized approximately $0.4 million inér¢st and penalties and had approximately $2.4omidif interest and penalties accrued at
June 30, 20009. If the total amount of net unrecogphiax benefits had been recognized, $52.7 miiould be a reduction to income tax
expense impacting the effective income tax rate&hd million would be a reduction to goodwillrécognized within the measurement per
If this amount is recognized outside the measureiperiod, it will be a reduction to tax expensdslieasonably possible that VMware may
pay an immaterial amount of the $55.4 million of nerecognized tax benefits within the next 12 rhenHowever, based on the status of a
examinations and the protocol of finalizing auditss not possible to accurately estimate the améaibe paid within the next 12 months. Of
the $55.4 million of net unrecognized tax benef3.8 million were classified as a non-currertility on the consolidated balance sheet as of
June 30, 2009. During the three months ended Jon20®9, the Company concluded its 2005 and 200ér& income tax audit.

As of June 30 2009, VMware had an income tax retgé/from EMC of $22.7 million and at December 3008 VMware had an incon
tax receivable of $111.1 million. The receivablesa# as a result of the Company’s stand-alone texabs$ for the year ended December 31,
2008, which was primarily attributable to tax detilres arising from both nogualified stock option exercises and from the vegtf restrictes
stock. Under the tax sharing agreement with EMC (B obligated to pay VMware an amount equal totéixebenefit generated by VMware
that EMC will recognize on its consolidated taxurat As a result, EMC paid VMware $87.9 milliontb& income tax receivable during the
three months ended June 30, 2009 for the 2008 &etdeable loss that EMC will recognize on its 2@@#leral consolidated tax return and for
a refund of an overpayment related to VMware’siparof EMC’s 2007 federal consolidated tax retdrhe remainder of the income tax
receivable is expected to be received during theetinonths ended December 31, 2009, after the Edi€atidated Federal income tax return
is filed. During the three and six months endedeJ8®, 2009, VMware paid EMC for VMwareportion of their 2007 consolidated state inc
taxes. The timing of the tax payments due to aochfEMC is governed by the tax sharing agreemetit BMIC.

J. Commitments and Contingencies
Litigation

VMware is named from time to time as a party todaits in the normal course of its business. In suades it is the Company’s policy to
defend against such claims, or if considered apjatep negotiate a settlement on commercially nealle terms. However, no assurance ct
given that the Company will be able to negotiatdesments on commercially reasonable terms, ol abrathat any litigation resulting from

such claims would not have a material adverse effiethe Company’s consolidated results of openatifinancial position, and cash flows, or
consolidated financial statements taken as a whole.
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Operating Lease Commitments

VMware leases office facilities and equipment undsious operating leases. Facility leases generatlude renewal options. VMware’
future lease commitments at June 30, 2009 arellasvfo(table in thousands):

2009 $ 16,70:
2010 30,33(
2011 26,49¢
2012 16,34
2013 12,37¢
Thereaftel 278,30t

Total minimum lease paymer $380,55¢

The amount of the future lease commitments aftéBa8 primarily for the ground lease on VMware’ddAlto, California headquarters
facilities, which expires in 2057. As several of Mslre’s operating leases are payable in foreigrecuies, the amount of operating lease
commitments may fluctuate in response to chang#eirxchange rate between the U.S. Dollar anébtieggn currencies in which the
commitments are payable.

K. Stockholders’ Equity
VMware Equity Plan

In May 2009, VMware amended its 2007 Equity ancehiive Plan (2007 Plan”) to increase the numbeshafres available for issuance
by 20.0 million shares. This amendment increasesrthximum number of shares of the VMware Classroon stock reserved for the grant
or settlement of awards under the 2007 Plan toOL@dlion.

VMware Employee Stock Purchase Plan

For the purchase period ended June 30, 2009, esgdqyurchased 0.9 million shares under the VMwarpl&ee Stock Purchase Plan
(“ESPP") at a purchase price per share of $20.44h@roceeds from the purchase of shares und&SRe for the six months ended June 30,
2009 were $18.3 million. This purchase was compl@ieJune 2009.

VMware Stock Options
The following table summarizes option activity sntanuary 1, 2009 for VMware stock options (sharg¢isousands):

Weighted-

Average
Number of Exercise Price

Shares (per share)
Outstanding, January 1, 20 42,43¢ $ 26.5¢
Granted 6,42 28.92
Forfeited (1,787) 27.3¢
Expired (107) 33.4¢
Exercisec (2,909 21.81
Outstanding, June 30, 20 44,06 27.1¢

Of the 6.4 million stock options to purchase VMw@&iass A common stock granted in the six monthedrdine 30, 2009,
approximately 4.1 million were granted through esfr awards to the Company’s existing employees.

Cash proceeds from the exercise of stock optionghtosix months ended June 30, 2009 were $631Bmillhe options exercised during
the six months ended June 30, 2009 had a pre-iamsic value of $23.6 million.

VMware Restricted Stock

VMware restricted stock includes restricted stoskm@ls, restricted stock units, and other restristedk. Other restricted stock includes
options exercised by non-employee directors thaeweqguired to be exercised within one year of giaumt are subject to a three-year vesting
provision. The exercise of those options priorégting resulted in the outstanding shares beingsuto repurchase and hence restricted until
such time as the respective options vest.
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The following table summarizes restricted stochkvitgtsince January 1, 2009 for VMware restrictéalck (shares in thousands):

Weighted-
Average Grant

Number of Date Fair

Value

Shares (per share)
Outstanding, January 1, 20 7,62¢ $ 32.3¢
Granted 2,91« 29.7¢
Vested (1,827) 30.7¢
Forfeited (376) 35.8(
Outstanding, June 30, 20 8,34: 31.6¢

Of the 2.9 million restricted stock units grantadhe six months ended June 30, 2009, approximat2lynillion were granted through
refresh awards to the Company’s existing employees.

The total fair value of restricted stock that vestethe six months ended June 30, 2009 was $48lidrmAs of June 30, 2009,
8.3 million shares of VMware restricted stock wetgstanding, with an aggregate intrinsic value 2266 million based on the share price as
of June 30, 2009. These shares are scheduledttthvesgh 2013.

Shares Repurchased for Tax Withholdin

During the three months ended June 30, 2009 an8, 20dware repurchased 353,707 and 283,839 shar€tass A common stock for
$11.4 million and $18.9 million, respectively, tover tax withholding obligations. During the six nibs ended June 30, 2009 and 2008,
676,478 and 647,176 shares of Class A common steck repurchased for tax withholdings for $18.2iorland $39.2 million, respectively.
Pursuant to the respective agreements, these sharesepurchased in conjunction with the net skatdement upon the vesting of restricted
stock and restricted stock units during the peridte amount of repurchased shares was recordededsiction to retained earnings as of
June 30, 2009.

Stock-Based Compensation Expense

The following table summarizes the components @&l tstock-based compensation expense included iw&i's consolidated stateme
of income for the three and six months ended JOn2@09 and 2008 (table in thousands):

For the Three Months Ended For the Six Months Ended

June 30, June 30,
2009 2008 2009 2008

Cost of license revenui $ 31z % 27¢ % 64 $ 53¢
Cost of services revenu 3,462 3,79 6,93¢ 7,05¢
Research and developmt 26,43: 19,47¢ 50,33 40,57¢
Sales and marketir 13,31 11,69¢ 27,14¢ 23,00(
General and administrati\ 7,93¢ 6,82: 16,20¢ 13,06:
Stock-based compensation expel 51,45¢ 42,07 101,27: 84,23:
Income tax benefi 9,852 9,91: 19,787 18,41
Total stocl-based compensation expense, net o $ 41600 $ 32,15¢ $ 81,48 $ 65,82

For the three months ended June 30, 2009 and 2008are capitalized $3.6 million and $3.0 milliorgspectively, of stock-based
compensation expense associated with capitaliZzégdae development in accordance with FAS No. 88.tRe six months ended June 30,
2009 and 2008, VMware capitalized $10.1 million &3d9 million, respectively, of stock-based compeiosn expense associated with
capitalized software development in accordance ®#B5 No. 86.
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Fair Value of VMware Options

The fair value of each option to acquire VMwaregsld common stock granted during the three andhsinths ended June 30, 2009 and
2008 was estimated on the date of grant using hekBScholes option-pricing model with the followimeighted-average assumptions:

For the Three Months Ended For the Six Months Ended
June 30, June 30,
VMware Stock Option: 2009 2008 2009 2008
Dividend yield None None None None
Expected volatility 36.(% 37.€% 36.€% 37.€%
Risk-free interest rat 2.2% 2.€% 2.0% 2.4%
Expected term (in year 3.9 3.4 3.9 34
Weightet-average fair value at grant d; $ 9.4¢ $ 18.3i $ 9.0C $ 17.6¢
For the Six Months Ended
June 30,
VMware Employee Stock Purchase Pli 2009 2008
Dividend yield None None
Expected volatility 59.2% 37.2%
Risk-free interest rat 0.2% 3.4%
Expected term (in year 0.5 0.5
Weightec-average fair value at grant di $ 7.4¢ $ 22.1C

VMware's expected dividend yield input was zerdles Company has not historically paid, nor expéetthe future to pay, cash
dividends on its common stock. Volatility was basedan analysis of historical stock prices and ietpl/olatilities of publicly-traded
companies with similar characteristics, includingdustry, stage of life cycle, size, and finano@aldrage. Starting in 2009, volatility was also
based upon the implied volatilities of VMware’s 88aA common stock. In 2008, the expected term wbsilated based on the historical
experience that VMware employees have had with EWCk option grants as well as the expected tersinofar grants of comparable
companies. Starting in 2009, the expected termoaksilated based only upon the expected term dfesigrants of comparable companies.
The risk-free interest rate was based on a zerpaW.S. Treasury instrument whose term is condistéh the expected term of the stock
options.

L. Comprehensive Income

The following table sets forth the components ahpeehensive income, for the three and six montde@dune 30, 2009 and 2008,
respectively (in thousands):

For the Three Months Ended For the Six Months Ended

June 30, June 30,
2009 2008 2009 2008
Net income $ 3253t $ 52,336 $ 102,47 $ 95,39
Comprehensive income
Unrealized gains on available-for-sale securities,of taxes of $1,185, $0, $1,18
and $C 1,93« — 1,934 —
Total comprehensive income, net of ta $ 3446¢ $ 52,33t $ 104,40 $ 95,39:

M. Related Party Transactions
Transactions with EMC

Pursuant to a reseller arrangement with EMC, whamenced in the first three months of 2009, EMGdbes VMware’s products with
EMC'’s hardware and sells them to end users. In the #d six months ended June 30, 2009, VMware réezegmevenues of $0.5 million a
$2.6 million, respectively, from products sold puast to VMware’s reseller arrangement with EMC.o&dune 30, 2009, $1.4 million of
revenues from products sold under the resellengement were included in deferred revenue.

In the three months ended June 30, 2009 and 20@8&;ave recognized professional services revenu&s & million and $3.8 million,
respectively, for services provided to EMC'’s custospursuant to VMware’s contractual agreements BMIC. In the six months ended
June 30, 2009 and 2008, VMware recognized $10.lomiand $7.1 million, respectively, from such aatual arrangements with EMC. As
June 30, 2009, $2.5 million of revenues from prsif@sal services to EMC customers were includeckiierded revenue.
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In the three months ended June 30, 2009 and 20@&;ave recognized revenues from server and deskimupts and services purcha
by EMC for internal use of $0.7 million and $3.6llion, respectively, pursuant to VMware’s contraadtagreements with EMC. In the six
months ended June 30, 2009 and 2008, VMware repedi$il.3 million and $3.6 million, respectivelygrin such contractual arrangements
with EMC. As of June 30, 2009, $3.0 million of renes from server and desktop products and serpicehiased by EMC for internal use
were included in deferred revenue.

VMware purchased storage systems and software E#@ for $2.1 million and $6.1 million in the thregonths ended June 30, 2009
and 2008, respectively, and $7.2 million and $16ilion in the six months ended June 30, 2009 &B@B2respectively. Purchases from EMC
were at a discount off of EMC's list price.

In certain geographic regions where VMware doeshast an established legal entity, VMware contraitls EMC subsidiaries for
support services and EMC employees who are manag¥#iware personnel. The costs incurred by EMC divéare’s behalf related to the
employees are passed on to VMware and VMware iggeldea mark-up intended to approximate costs tloatdvhave been charged had such
arrangements been with an unrelated third partgséltosts are included as expenses in VMware'otidated statements of income. These
costs primarily include salaries and benefits,étagnd rent. Additionally, EMC incurs certain sh VMware’s behalf in the U.S., which
primarily relate to a shared system for travel. Tdtal of these costs were $28.6 million and $3bidion for the three months ended June 30,
2009 and 2008, respectively, and $53.1 million $ndl.8 million for the six months ended June 30,280d 2008, respectively.

As calculated under VMware’s tax sharing agreemsétit EMC, VMware paid $2.5 million during the thraed six months ended
June 30, 2009 for VMware's portion of their 200'hsolidated state income taxes. VMware paid $621Bomiduring the six months ended
June 30, 2008 for VMware’s portion of EMC’s 200/solidated federal income taxes. No payments waenduring the three months ended
June 30, 2008. Under the same tax sharing agredahd@tpaid VMware $87.9 million during the three aid months ended June 30, 2009
the VMware stand-alone federal taxable loss foffigeal year ended December 31, 2008 and for ancefifi an overpayment related to
VMware’s portion of EMC’s 2007 federal consolidatea return. The amounts that VMware pays to EMCiblware’s portion of federal
income taxes on EMC's consolidated tax return dififem the amounts VMware would owe on a stand-albasis and the difference is
presented as a component of stockholders’ equitthd three and six months ended June 30, 2002@0®] the difference between the amount
of tax calculated on a stand-alone basis and tleiahof tax calculated as VMware’s portion of fealéncome taxes on EMC's consolidated
tax return was recorded in stockholders’ equity. &bperiods presented, the difference was natiggnt.

Interest expense with EMC, net, primarily consigtgterest expense on the note payable to EMGgbffy interest income that has been
earned on VMware's intercompany balance with EMCthle three months ended June 30, 2009 and 20@Bn#ion and $3.7 million,
respectively, of interest expense was recordede@dka the note payable to EMC and included inregeexpense with EMC, net, recorded on
the consolidated statements of income. In the sirths ended June 30, 2009 and 2008, $4.2 million$&ri7 million, respectively, of interest
expense was recorded related to the note payaMeiave’s interest income and VMware’s expenses separate, stand-alone company may
be higher or lower than the amounts reflected éfitmancial statements.

As of June 30, 2009, VMware had $32.1 million da&MC, which was partially offset by $8.1 milliome from EMC. The net amount
due to EMC as of June 30, 2009 was $24.0 millichr@sulted from the related party transactionsrilesd above. As of June 30, 2009,
VMware had $22.7 million of income taxes receivatile from EMC and $17.8 million of income taxesadalg due to EMC. Balances due to
or from EMC which are unrelated to tax obligati@me generally settled in cash within 60 days ohepgarter-end. The timing of the tax
payments due to and from EMC is governed by theskexing agreement with EMC.

N. Segment Information

VMware operates in one reportable segment in aeomel with the provisions of FAS No. 131, “Disclessiabout Segments of an
Enterprise and Related Information.” Operating segi® are defined as components of an enterpriag altiich separate financial information
is evaluated regularly by the chief operating deaisnaker in deciding how to allocate resourcesasmtssing performance. VMware operates
in one segment, therefore all financial segmermtrmétion required by FAS No. 131 can be found edbnsolidated financial statemer



Revenues by geographic area are as follows (talifousands):
For the Six Months Ended

For the Three Months Ended
June 30, June 30,
2009 2008 2009 2008
$ 233,65! $ 239,90t $477,73: $ 465,08:;

448,25: 429,22.

United State:
International 222,02( 216,22:
Total $ 455,67 $ 456,12¢ $ 925,98' $ 894,30:
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Long-lived assets, which primarily include propeaityd equipment, net in the United States at Jun2@I and December 31, 2008 were
$309.7 million and $325.4 million, respectively.igslived assets internationally at June 30, 20@PRecember 31, 2008 were $43.0 million
and $44.5 million, respectively. No country othieait the United States accounted for 10% or moteesie assets at June 30, 2009 or
December 31, 2008.
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

This Management’s Discussion and Analysis of Firer@ondition and Results of Operations (“MD&A”) shld be read in conjunction
with our quarterly consolidated financial statemeand notes thereto which appear elsewhere inQligrterly Report on Form 10-Q.

This section and other parts of this Quarterly Repo Form 10-Q contain forward-looking statementihin the meaning of the federal
securities laws, about our business and prospBetsforward-looking statements do not include theeptial impact of any mergers,
acquisitions, divestitures, securities offeringbosiness combinations or other developments irbosiness that may be announced or
consummated after the date hereof. Any statememtainied herein that are not statements of histbféct may be deemed to be forward-
looking statements. Without limiting the foregoirtige words “outlook,” “believes,” “plans,” “intends‘expects,” “goals,” “potential,”
“continues,” “may,” “will,” “should,” “seeks,” “prelicts,” “estimates,” “anticipates” and similar eggsions are intended to identify forward-
looking statements, although not all forward-logkstatements contain these words. Our future emudty differ materially from our past
results and from those projected in the forwimmking statements due to various uncertaintiesraskd, including those described in Item 1/
Part Il (Risk Factors). The forwatdeking statements speak only as of the date ef@iarterly Report and undue reliance should nqideec
on these statements. We disclaim any obligatiarpttate any forward-looking statements containediheafter the date of this Quarterly
Report.

”u LI ”

All dollar amounts expressed as humbers in this MD& (except per share amounts) are in millions.
Certain tables may not add due to rounding.

Overview

Our primary source of revenues is the licensingifialization infrastructure software solutiondaelated support and services through
a variety of distribution channels for use by bes#es and organizations of all sizes and acrosenousiindustries in their information
technology (“IT”) infrastructure. Our solutions rem industry-standard desktops and servers andsuppvide range of operating system and
application environments, as well as networking stodage infrastructures. Our virtualization softevaolutions help eliminate the complexity
of maintaining and managing IT infrastructures,ueglboth capital and operating costs, and provite flexible and dynamic IT
environment to better support the needs of busiiih our latest platform, VMware vSphere 4, we helping companies towards the path of
cloud computing by providing compatible IT infrasttures for both businesses and cloud service geosi

We have developed a muttihannel distribution model to expand our presemckta reach various segments of the industry. énstcons
guarter and first half of 2009 we derived over 78%6ur revenues from our channel partners, whiclugte distributors, resellers, x86 system
vendors and system integrators. We have also dasela network of indirect channel partners whalfufders through our direct channel
partners. The majority of our revenues result famtracts that include both perpetual softwarenbes and ongoing software maintenance
contracts. License revenues are recognized whegl¢hgents of revenue recognition are completew&oét maintenance revenues are
recognized ratably over the term of the softwarénteaance period, and include renewals of softwaaetenance sold after the initial softw
maintenance period expires. We also recognize tmsfiom professional services provided to ourasts primarily as services are
performed.

Our current financial focus is on lorigrm revenue growth to generate cash flows to fwrdexpansion of industry segment share anc
development of virtualizatiobased products for data centers, desktops and climguting. We expect to grow our business by benad) ou
virtualization infrastructure software solutionsheology and product portfolio, increasing prodasreness, promoting the adoption of
virtualization, and building long-term relationskigith our customers through the adoption of emisedicense agreements (“ELAS”). In the
second quarter of 2009, VMware vSphere 4, the gereration of VMware Infrastructure which is owgship virtual data center operating
system (“VDC-0S") product, became generally avddalVe expect to continue to introduce products lild on the vSphere foundation
through 2009 and 2010.

Since mid-2008 we have observed that customensdreing their IT spending in order to preservehcés a result, customers are
subjecting larger orders, such as ELAs, to a longeiew process and in certain cases are purchasiaycts to meet their immediate needs,
foregoing larger discounts offered under ELAs. Védve this trend primarily correlates to the glloseonomic downturn and we expect thi:
continue throughout the remainder of 2009 and eyianger.

Although we are currently the leading provider fualization infrastructure software solutions, faee competitive threats to our
leadership position from a number of companies,esofiwhich have significantly greater resourcestive do, which could result in increased
pressure to reduce prices on our offerings. Asaltewe believe it is important to continue toestin strategic initiatives related to product
research and development, market expansion andiatsbsupport functions to expand our industrdéeahip. These investments could result
in contracting operating margins as we invest infature. We believe that we will be able to congrto meet our product development
objectives through continued investment in our Canyp supplemented with strategic hires and acguisit funded through the operating cash
flows generated from the sale of our existing patgland services. We believe this is the apprappebrity for the long-term health of our
business.
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In evaluating our results, we also focus on opegathargin excluding stock-based compensation, eyeplaxes on employee stock
transactions, amortization of intangible assetswhite-off of in-process research and developmemd, the net effect of the amortization and
capitalization of software development costs adeleeve this measure reflects our ongoing busiiteasmanner that allows meaningful
period-to-period comparisons. We are not currefattyised on short-term operating margin expansiotrdiher on investing at appropriate
rates to support our growth and future productroffes in what may be a substantially more competiinvironment; as a result, our future
operating margins may decline from current levels.

Our maintenance-related services revenues areatlypiecognized ratably over periods from one & fyears subsequent to the initial
contract, whereas most of our license revenuegenrerally recognized upon electronic shipment efsbftware. As a consequence, variability
in operating margin can result from differencesviren we quote and contract for our services anchwie cost is incurred. Historically, most
of our revenue contracts with international champaetners were in U.S. Dollars. A portion of ouegting expenses are in currencies other
than the U.S. Dollar. This currency difference lestw our revenues and operating expenses has carsaullity in our operating margins due
to fluctuations in the U.S. Dollar compared to otbarrencies. In conjunction with the general rekeaf VMware vSphere 4 in the second
quarter of 2009, we started to invoice and colilet¢he Euro, the British Pound, the Japanese Ymahttae Australian Dollar. Due to the timing
of the release of VMware vSphere 4, which occulagel in the quarter, invoicing in local currenciég not have a significant impact on our
revenues. While variability in operating margin ntsy/reduced in future periods as a result of inmgiin certain local currencies, increased
exposure to foreign currency fluctuations will sduce additional risk for variability in revenudated components of our financial statements.
In order to manage our exposure to foreign currdlucyuations, we started a program to enter inteifjn currency hedges related to
outstanding monetary assets and liabilities. A3udy 1, 2009, we entered into forward contractsddge certain net monetary asset positions.
The changes in value will be recorded in our cddated statements of income and are expected $etadf partially offset the remeasurement
of foreign currency denominated items on the cadat#d balance sheets. For additional financiarmftion, refer to Item 3 Quantitative and
Qualitative Disclosures About Market Risk.

Our Relationship with EMC

As of June 30, 2009, EMC owned 27,000,000 shar€dasfs A common stock and all 300,000,000 shar€dasfs B common stock,
representing approximately 83% of our total outdilag shares of common stock and 98% of the combieédg power of our outstanding
common stock.

Pursuant to a reseller arrangement with EMC, wh@mhmenced in the first quarter of 2009, EMC bundiasproducts with EMC’s
hardware and sells them to end users. In the semeenrder and the first half of 2009, we recognimcenues of $0.5 and $2.6, respectively,
from products sold pursuant to our reseller arremayg with EMC. As of June 30, 2009, $1.4 of reveriuem products sold under the reseller
arrangement were included in deferred revenue.

In the second quarter of 2009 and 2008, we recegdrpizofessional services revenues of $5.6 and &3&Bectively, for services provided
to EMC's customers pursuant to our contractual egents with EMC. In the first half of 2009 and 20@@ recognized $10.1 and $7.1,
respectively, from such contractual arrangementts &MC. As of June 30, 2009, $2.5 of revenues fpoafessional services were included in
deferred revenue.

In the second quarter of 2009 and 2008, we recedmievenues from server and desktop products awiteg purchased by EMC for
internal use of $0.7 and $3.6, respectively, purst@our contractual agreements with EMC. In iihgt half of 2009 and 2008, we recognized
$1.3 and $3.6, respectively, from such contracima@ngements with EMC. As of June 30, 2009, $31@weénues from server and desktop
products and services purchased by EMC for intarsalwere included in deferred revenue.

We purchased storage systems and software from BM&2.1 and $6.1, in the second quarter of 20@P2008 respectively, and $7.2
and $16.8 in the first half of 2009 and 2008, resipely. Purchases from EMC were at a discounbdEMC's list price.

In certain geographic regions where we do not fzewvestablished legal entity, we contract with EMBsidiaries for support services ¢
EMC employees who are managed by our personnelcdsts incurred by EMC on our behalf related taéhemployees are passed on to us
and we are charged a mark-up intended to approgiowsts that would have been charged had suchgamants been with an unrelated third
party. These costs are included as expenses icomsplidated statements of income. These costsaphninclude salaries and benefits, travel,
and rent. Additionally, EMC incurs certain costsaur behalf in the U.S., which primarily relateashared system for travel. The total of these
costs were $28.6 and $35.4 in the second quar@0@d and 2008, respectively, and $53.1 and $1ti&i first half of 2009 and 2008,
respectively.

As calculated under our tax sharing agexgrwith EMC, we paid $2.5 during the second quaatel first half of 2009 for our portion of
the 2007 consolidated state income taxes. We @#dB%luring the first half of 2008 for our portiohEMC’s 2007 consolidated federal incc
taxes. No payments were made during the secondequdr2008. Under the same tax sharing agreemé@ gaid us $87.9 during the second
quarter and first half of 2009 for our stand-aléederal taxable loss for the fiscal year endingédelser 31, 2008 and for a refund of an
overpayment related to our portion of EMC’s 200def@l consolidated tax return. The amounts thapayeto EMC for our portion of federal
income taxes on EMC'’s consolidated tax return dififem the amounts we would owe on a stand-alomséskand the difference is presented as
a component of stockholders’ equity. In the secguakter and first half of 2009 and 2008, the défere between the amount of tax calculated
on a stand-alone basis and the amount of tax eaézlihs our portion of federal income taxes on Ed@nsolidated tax return was recorded in
stockholders’ equity. For all periods presenteddifierence was not significant.
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Interest expense with EMC, net, primarily consigtgterest expense on the note payable to EMGgbffy interest income that has been
earned on our intercompany balance with EMC. Instheond quarter of 2009 and 2008, $2.0 and $3pentively, of interest expense was
recorded related to the note payable to EMC anddied in interest expense with EMC, net, recordethe consolidated statements of inco
In the first half of 2009 and 2008, $4.2 and $®e8pectively, of interest expense was recordedeci® the note payable. Our interest income
and our expenses as a separate, stand-alone compgriye higher or lower than the amounts refletetie financial statements.

As of June 30, 2009, we had $32.1 due to EMC, whiah partially offset by $8.1 due from EMC. The aetount due to EMC as of June
30, 2009 was $24.0 and resulted from the relatety pansactions described above. As of June 309 2@e had $22.7 of income taxes
receivable due from EMC and $17.8 of income taxasple due to EMC. Balances due to or from EMC Wiaie unrelated to tax obligations
are generally settled in cash within 60 days oheperter-end. The timing of the tax payments duand from EMC is governed by the tax
sharing agreement with EMC.

Given that the amounts we recorded for our integamy transactions with EMC did not arise from teat®ns negotiated at armisnagtt
with an unrelated third party, the financial stagens included herein may not necessarily reflecfioancial condition, results of operations
and cash flows had we engaged in such transadtithsin unrelated third party during all periodegented. Accordingly, our historical rest
should not be relied upon as an indicator of oturiperformance as a stand-alone company.

Income Statement Presentation
Sources of Revenue
License revenues

Our license revenues consist of revenues earnadtfre licensing of our software products. Theselpets are generally licensed on a
perpetual basis and are generally priced based tilygomumber of physical desktops or server proeessowhich our software runs.

Software maintenance revenues

Software maintenance revenues are recognized yatabl the contract period. Typically, our contrpetiods range from one to five
years. Customers receive various types of techsiggport based on the level of support purchasestothers who are party to softwi
maintenance agreements with us are entitled tovepeoduct updates and upgrades on a when-angzifable basis.

Professional services revenues

Professional services include design, implememniatind training. Professional services are not demsd essential to the functionality of
our products, as these services do not alter iheugt capabilities and may be performed by ourarusts or other vendors. Professional
services engagements performed for a fixed feeyfich we are able to make reasonably dependatiteatss of progress toward completion,
are recognized on a proportional performance Wmsied on hours incurred. Professional servicesgengants that are on a time and materials
basis are recognized based on hours incurred. Resem all other professional services engagenaeatecognized upon completion.

Operating Expenses
Cost of license revenues

Our cost of license revenues principally consi$tsmortization of capitalized software developmewdts, royalty costs in connection
with products licensed from third-party providemad the cost of fulfillment of our software. Thestof fulfillment of our software includes
product packaging, personnel costs and relatecheadrassociated with the physical and electroriieaty of our software products.

Cost of services revenues

Our cost of services revenues includes the cogtersionnel and related overhead to deliver techsiggport on our products and to
provide our professional services.

Research and development expenses

Our research and development (“R&D”) expenses tielilhe personnel and related overhead, which iesldépreciation expense,
associated with the research and development ofpneduct offerings and the enhancement of our iegsoftware offerings.
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Sales and marketing expenses

Our sales and marketing expenses include personstd, sales commissions, and related overheadiassbwith the sale and marketing
of our license and services offerings, as welhascost of product launches and certain marketiitigiives, including our semi-annual
VMworld conference.

General and administrative expenses

Our general and administrative expenses includeopeel and related overhead costs to support thealbbusiness. These expenses
include the costs associated with our financelifes, human resources, IT infrastructure, analegpartments.

Revenues
Our revenues for the second quarter and firstdfa2009 and 2008 are as follows:

For the Three Months Ended For the Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Revenues
License $ 228.( $ 284.. $ 485.( $ 578.2
Services
Software maintenanc 189.C 136.C 364.% 248.1
Professional service 38.7 35.¢ 76.5 68.(C
Total service: 227. 171.¢ 441 .C 316.1
$ 455.% $ 456.1 $ 926.( $ 894.:
Percentage of revenu
License 50.(% 62.2% 52.2% 64.7%
Services
Software maintenanc 41.F 29.¢ 39.4 27.7
Professional service 8.5 7.C 8.2 7.6
Total service: 50.C 37.7 47 € 35.:
100.(% 100.(% 100.(% 100.(%
Revenues
United State: $ 233.% $ 239.¢ $ 477.7 $ 465.1
International 222.( 216.2 448.: 429.2
$ 455.% $ 456.1 $ 926.( $ 894.2
Percentage of revenue
United State: 51.2% 52.6% 51.6% 52.(%
International 48.7 47 £ 48.4 48.C
100.(% 100.(% 100.(% 100.(%

Total revenues remained relatively flat at $458.the second quarter of 2009, compared with $4B6te second quarter of 2008. The
revenue mix in the second quarter of 2009 refleatddcrease of $56.3 in license revenues and egase of $55.8 in services revenues as
compared to the second quarter of 2008. Total nez®imcreased by $31.7, or 4%, to $926.0 in tis¢ lfialf of 2009, compared with $894.3 in
the first half of 2008. The growth in revenueshe first half of 2009 reflected a decrease of $@8lxense revenues and an increase of $124.9
in services revenues as compared to the firstdi@008. The shift in our revenue mix year-over+yiggrimarily due to a decline in license
revenues as a result of the macro-economic envieahywhile services revenues benefited from stremgwals, multi-year software
maintenance contracts sold in previous periods aalditional maintenance contracts sold in conjamctiith software licenses. International
revenues as a percentage of total revenues irettomg quarter and first half of 2009 were relagiviidt from the second quarter and first hal
2008, respectively.

We sell our products primarily through a networkcb&nnel partners, which includes distributorseltess, x86 system vendors and
systems integrators. As we expand geographicalymay add additional direct channel partners. @diréct channel partners obtain software
licenses and services from our distributors andsy&em vendors and market and sell them to endcuséomers. In addition, we have a direct
sales force that complements these efforts. Oesdatce works with our channel partners to intoedthem to customers and new sales
opportunities. Our channel partners also introdugesales force to their customers.

Historically, most of our revenue contgaafith international customers were denominated.®. Dollars. Although the exchange rates
between the U.S. Dollar, the Euro, the British Rband the Australian Dollar have been volatiledoent periods, during the second quarter of
2009, the U.S. Dollar strengthened compared tedieend quarter of 2008. In conjunction with theegahrelease of VMware vSphere 4 in the
second quarter of 2009, we began to invoice arldatdh the Euro, the British Pound, the Japaneme, ‘dnd the Australian Dollar. Due to the
timing of the release of VMware vSphere 4, whicbwced late in the
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guarter, invoicing in local currencies did not havsignificant impact on our revenues. While valighin operating margin may be reduced in
future periods as a result of invoicing in certlmical currencies, increased exposure to foreigreogy fluctuations introduces additional risk
for variability in revenue-related components of fimancial statements.

Given the current economic downturn, we continuagply scrutiny and analysis around the colledtipdf transactions with certain
customers, including but not limited to those cowes in the financial services, insurance, andmaative industries and we continue to
monitor the appropriateness of established custeneslit limits. We do not record accounts receigai deferred revenue or recognize
revenue relating to transactions where collectibi§ not probable. We recognize such transactiqmus cash collection and recognize revenue
as earned in accordance with our revenue recogmiiticies. In the second quarter and first hal2@®9, there were no significant transactions
where collectibility was not deemed probable.

The current economic situation is creating a higbrde of uncertainty around how much will be sgentT over the foreseeable future.
Although customers continue to adopt our produatfpim as a strategic investment that deliverstsmbial cost savings, improved efficiency
and flexibility for their business, we believe tlngcertainty is causing customers to be conservatidepreserve their cash. Given the global
economic conditions, we believe that license reesmiill decline during the remainder of 2009 whempared to the same periods in the prior
year. This decline may be offset or partially offd® increasing service revenues, which we exfeeiticrease as a result of our defer
maintenance revenue base which increases as addisioftware licenses are sold.

License Revenues

Software license revenues decreased by $56.3,96r 20$228.0 in the second quarter of 2009, conthaith $284.2 in the second
quarter of 2008. Software license revenues dealdas&93.2, or 16%, to $485.0 in the first hal2009, compared with $578.2 in the first half
of 2008. We believe a significant majority of tiieehse revenues decrease in the second quartéirsrdhlf of 2009 compared with the
respective prior-year periods in 2008 was the texuthe overall difficult macro-economic environm@nd the related challenges that our
customers face, including restrictions on IT spegdDespite the generally quick return-on-investtdrvirtualization, the economic
environment has slowed capital expenditures. Orgdioins typically update their IT infrastructureevhadopting virtualization, but the
hardware investment is a capital outlay that isgimes larger than that of our software.

We have promoted the adoption of virtualization bodt longterm relationships with our customers through tthepdion of ELAs. ELA:
continue to be an important component of our reeggrowth and are offered both directly and throoghain channel partners. ELAs are core
to our strategy to build long-term relationshipsha¢ustomers as they commit to our virtualizatiofnastructure software solutions in their data
centers. ELAs provide a base from which to seliitfmithl products, such as our application and stftecture management suite and our
disaster recovery products. Under a typical ELAp#ion of the revenues is attributed to the lieeasd recognized immediately, but the
remainder is deferred and recognized as servicagenance revenues in future periods.

Although we recognized license revenues on twheflargest ELAs in our history during the first ¢ea of 2009, we observed an ove
decrease in the dollar value of our ELAs in theoselcquarter and first half of 2009 as comparedhéorespective periods in 2008. The decrease
in ELAs was primarily due to a customer shift frtamge ELAs to small and medium-sized ELAs. We haithis trend is correlated to the
global economic downturn. In addition, during tleeend quarter and first half of 2009, customergipased our solutions in smaller quantities
to meet their immediate needs, foregoing largezaliats offered under ELAs. We experienced an iseréa our high-volume transactional
business, as orders less than fifty thousand daittethe second quarter of 2009 represented mare30% of the total value of total orders for
the first time in over two years.

In the second quarter of 2009, we released VMw&ghere 4, the next generation of VMware Infrastreestour flagship VDC-0OS
product. VMware vSphere 4 includes significant &iddel functionality, performance and scalabiligafures that will allow customers to
aggregate and holistically manage large pools ofare infrastructure as an “internal cloud” ofcesces shared by most or all applications
within an enterprise or datacenter while enabledefation to external cloud computing resource®gr@he longer term, we expect that
VMware vSphere 4 can be a significant driver oferave growth.

Given the reasons discussed above, we expecidbasé revenues will decline during the remaind@089 as compared to the same
periods in 2008.

Services Revenues

Services revenues increased by $55.8, or 32%,28.%2n the second quarter of 2009, compared wWitHL$ in the second quarter of
2008. Services revenues increased by $124.9, or #0$441.0 in the first half of 2009, comparedhw#316.1 in the first half of 2008. The
increase in services revenues during the secontequend first half of 2009 was primarily attribbte to growth in our software maintenance
revenues. We expect that services revenues witlraemto compose a larger proportion of our revemireduring the remainder of 2009.

Software maintenance revenues increased by $533926, to $189.0 in the second quarter of 2009, gamed with $136.0 in the second
quarter of 2008. Software maintenance revenuesased by $116.6, or 47%, to $364.7 in the first ¢fa2009, compared with $248.1 in the
first half of 2008. This growth reflects the bendéfom strong renewals, multi-year software maiatere contracts sold in previous periods, and
additional maintenance contracts sold in conjumctiith software licenses.
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Professional services revenues increased by $28/poto $38.7 in the second quarter of 2009, caspavith $35.9 in the second qual
of 2008. Professional services revenues increag@® I3, or 12%, to $76.3 in the first half of 20@®@mpared with $68.0 in the first half of
2008. Although we continue to serve our customéectly, our strategy has been to encourage ouneer to build their professional services
businesses around us, which we believe will leverag license sales through this channel. Profeakiervices revenues increased modestly
year-over-year due to this transitioning of some o$ thusiness to our partners. We expect this tredntinue during the remainder of 2009.
We generally earn a lower margin on professionalises fulfilled by our partners than had we penried the work directly.

Operating Expenses
Information about our operating expenses is asia!

For the Three Months Ended For the Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Operating expense
Cost of license revenui $ 27.¢ $ 21¢ $ 48.2 $ 44.c=
Cost of services revenu 53.c 58.¢ 107.¢ 113.2
Research and developm 121.¢ 114.1 226.¢ 233.
Sales and marketir 167.4 158.: 321.¢ 307.¢
General and administrati\ 477 42.2 96.¢€ 86.°
Total operating expens $ 417 $ 395.1 $ 801.1 $ 785.(
Operating incomd $ 38.C $ 61.C $ 124.¢ $ 109.
Percentage of revenue
Cost of license revenus 6.1% 4.7% 5.2% 5.C%
Cost of services revenu 11.7 12.¢ 11.7 12.7
Research and developmt 26.€ 25.C 24.t 26.1
Sales and marketir 36.7 34.7 34.7 34.4
General and administrati\ 10.€ 9.3 10.4 9.6
Total operating expens: 91.7% 86.6% 86.5% 87.8%
Operating margi 8.2% 13.2% 13.5% 12.2%

(1) Inevaluating our results, we also focus on opegatnargin excluding sto-based compensation, employer taxes on employek
transactions, amortization of intangible assets vthite-off of in-process research and developniehtch did not have an effect in the
periods presented), and the net effect of the anatidn and capitalization of software developmendts as we believe this measure
reflects our ongoing business in a manner thatallmeaningful period-to-period comparisons. Opegaitncome in the table above
includes these items as shown in the table be
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For the Three Months Ended For the Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Cost of license revenu
Stocl-based compensatic $ 0.3 $ 0.2 $ 06€ $ O0F
Acquisitior-related intangible amortizatic 2.8 2.3 5.5 4.€
Capitalized software development costs amortize 17.€ 14.5 28.2 29.1

Cost of services revenu
Stoclk-based compensatic 3.5 3.8 6.9 7.1

Employer payroll tax on employee stock transact 0.2 0.2
Research and developm

Stoclk-based compensation not capitali: 26.4 19.5 50.3 40.€

Employer payroll tax on employee stock transact 0.4 1.€ 0.6 2.4

Total capitalized software development cc (18.9) (14.¢) (54.¢) (29.9

Stock-based compensation included in total cap#dlsoftware

development costs abo 3.6 3.C 10.1 3.6

Sales and marketin

Stock-based compensatic 13.z 11.7 27.1 23.C

Employer payroll tax on employee stock transact 0.1 0.¢ 0.2 1.1

Acquisitior-related intangible amortizatic 04 0. 0.8 1.8
General and administrativ

Stoclk-based compensatic 7.9 6.8 16.2 13.1

Employer payroll tax on employee stock transact 0.2 0.2 0.2 0.t

Acquisitior-related intangible amortizatic 0.1 0.€ 0.2 1.3

Aside from the effects of stock-based compensa#oiloyer taxes on employee stock transactionsrtaration of intangible assets, and
the net effect of the amortization and capital@matf software development costs shown in the tabteve, the following discussion highlights
additional factors that impacted our operating eses.

Operating Expenses

While operating expenses increased in the secoadeywand first half of 2009, they benefited frdme fwusterity measures we introduced
at the end of last year. These austerity measnocbsdied, but were not limited to, reduced travel antertainment costs, decreased contractor
costs and hiring limited to roles that fit our $&gic initiatives. The purpose of our austerity meas has been to enable us to maintain
reasonable margins and preserve cash while atithe §me execute on our core initiatives and dehradue to our customers.

In conjunction with the completion of our data earfacility, we reviewed and revised the usefubiof certain fixed assets after
considering (i) the estimated future benefits wpeet to receive from those assets, (ii) the patéconsumption of those benefits and (iii) the
information available regarding those benefits aAesult of the review, we increased the estimasadul lives of certain fixed assets from 3 to
5 years during the second quarter of 2009. Thisghan estimate was prospectively applied beginoimdpril 1, 2009. For the second quarter
of 2009, this change in estimate reduced depredi&xpense by $3.7. After considering the tax ¢fecthe reduction in depreciation expense,
there was no impact on basic and diluted earniegsipare for the second quarter and first halfoff2

A portion of our operating expenses, primarily tiost of personnel to deliver technical support onpyoducts and professional services,
marketing, and research and development, are demadedi in foreign currencies, and are thus expaséat¢ign exchange rate fluctuations.
Operating expenses benefited by $15.7 million @& million in the second quarter and first hdl2009, respectively, due to fluctuations in
the exchange rates between the U.S. Dollar anijfoirrencies as compared to the same periodeiprior year.

Cost of License Revenues

Cost of license revenues increased between thedeg@rter of 2009 and 2008, and between thelfad§tof 2009 and 2008. After taking
into consideration the items in the table abovet oblicense revenues increased primarily dualtitnal royalty costs in connection with
products licensed from third-party providers.

Cost of Services Revenues

Cost of services revenues decreased battie second quarter of 2009 and 2008, and betihedirst half of 2009 and 2008. After
taking into consideration the items in the tablead) cost of services revenues decreased prinmdu#yto a decrease in certain costs that were
previously categorized as cost of services revethasare now reclassified to other operating egparategories on our consolidated statement
of income.
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Research and Development Expenses

R&D expenses increased between the second qua2808 and 2008. R&D expenses decreased betwedimghiealf of 2009 and 2008.
After taking into consideration the items in thbleaabove, R&D expenses increased in the secormtiequand first half of 2009. The increases
were primarily due to increased facilities, sala@ad benefits expenses resulting from increméadicount added primarily in the second
of 2008. The incremental headcount was added ip@tpf maintenance of existing products and alse product development, which is
intended to grow our future business. These coste wffset by decreases in consulting and recguéipenses, which were the result of the
austerity measures we implemented at the end &,20€luding limiting hiring to strategic positions

Sales and Marketing Expenses

Sales and marketing expenses increased betwesrdbrd quarter of 2009 and 2008, and betweenrtiehéilf of 2009 and 2008. After
considering the effect of the items in the tableva) the increases in sales and marketing expeossssted primarily of higher salaries and
benefits due to increases in sales and marketirsppeel added primarily in the second half of 200f@ese cost increases were partially offset
by the benefit we received from the strengtheniiipe U.S. Dollar in addition to decreased traved @antertainment costs resulting from the
austerity measures we implemented in the fourtitguaf 2008. A portion of our sales and marketxgenses is denominated in foreign
currencies and thus exposed to foreign exchangdltatuations. Upon consolidation, as exchangesraary, the amount of sales and
marketing expenses may fluctuate in response togesain the exchange rate between the U.S. Daithtlee foreign currencies in which the
expenses are payable.

General and Administrative Expenses

After considering the effect of the items in theléaabove, general and administrative expensesased between the second quarter of
2009 and 2008, and the first half of 2009 and 2@88pectively, primarily as a result of additioralaries and benefits expenses resulting from
additional personnel employed to enhance the itrfretsire of our business and to expand our own adtnative functions.

Stock-Based Compensation Expense

For the Three Months For the Six Months
Ended June 30, Ended June 30,
2009 2008 2009 2008
Stock-based compensation, excluding amounts capitalinddru-AS 8¢ $ 51t $ 421 $ 101.: $ 84.2
Stoclk-based compensation capitalized under FA! 3.6 3.C 10.1 4.C
Stock-based compensation, including amounts capitalirelduFAS 8¢ $ 551 $ 451 $ 1112 $ 88.2

Stock-based compensation expense, excluding amoapiislized under FAS 86, increased primarily thueestricted stock unit grants in
the third quarter of 2008 made to certain inteoratl employees who were not eligible to participatthe 2008 Exchange Offer and to various
other employees for retention purposes.

In June 2009, we granted approximately 4.1 milBtock option awards and 2.2 million restricted ktonit awards through refresh
awards to our existing employees. These refreshdsiacreased stock-based compensation expensk dyndthe second quarter of 2009. We
expect these awards to increase stock-based coatjsensxpense by approximately $6.5 per quarter the=four-year life of the grants. As of
June 30, 2009, the total unamortized fair valuewfoutstanding equity-based awards and EMC edpzised awards held by our employees
was approximately $525.7. This amount will be redngd over the awards’ requisite service periodd,ia expected to result in stock-based
compensation expense of approximately $116.8, $2$2.35.1, $53.3, and $10.5 for the remainder 602@010, 2011, 2012, and thereafter,
respectively.

In future quarters, our stock-based compensatiperse is expected to increase as a result of émgydescribed above and any
additional equity grants we make. Stock-based cosgt@n expense is subject to the amount of stasled compensation that may be
capitalized for the development of new softwaredpiais and the amount of awards that are forfeited.

Capitalized Software Development Costs, net

Capitalization of material development costs otwafe to be sold, leased, or otherwise marketegdwsgect to capitalization beginning
when the products’ technological feasibility hagmestablished and ending when the product isaaifor general release, in accordance
with the provisions of FAS No. 86, “Accounting fibre Costs of Computer Software to be Sold, Lease@therwise Marketed.” Judgment is
required in determining when technological feasipibf a product is established, and our amounpitabzed as software development costs
may not be comparable to our peer companies ddiéfémences in judgment as to when technologicasifgility has been reached or
differences in judgment regarding when the prodietailable for general release. For additionzdficial information, see Note B to the
consolidated financial statements included elsewirethis filing.

In the second quarter of 2009 and 2008, VMwaretabped $18.4 (including $3.6 of stock-based consp¢ion), and $14.8 (including
$3.0 of stock-based compensation), respectivelgpsfs incurred for the development of softwaredpobs. In the first

25



Table of Contents

half of 2009 and 2008, VMware capitalized $54.&l{iding $10.1 of stock-based compensation), and®ifcluding $3.9 of stock-based
compensation), respectively, of costs incurredtierdevelopment of software products. These amdwaus been excluded from R&D expense
on our accompanying consolidated statements ofriecéVe capitalized more costs during the secondeand first half of 2009 compared
with the second quarter and first half of 2008 pniity due to VMware vSphere 4 reaching technolddieasibility during the third quarter of
2008. As a result of the general release of VMwd&phere 4 in the second quarter of 2009, we expectapitalized software development
costs to significantly decline throughout the remdair of 2009.

In the second quarter of 2009, amortization expémse capitalized amounts included in cost of lisemevenues increased by $3.4 to
$17.6, compared with $14.3 in the second quart@068B. In the first half of 2009, amortization erpe from capitalized amounts included in
cost of license revenues remained relatively i#28.3, compared with $29.1 in the first half 608. These amounts are included in cost of
license revenues on our accompanying consolida¢einsents of income. As a result of the generabssd of VMware vSphere 4 in the second
guarter of 2009, we expect amortization expensedease throughout the remainder of 2009.

Investment Income

Investment income was $2.5 and $6.3 in the secandey of 2009 and 2008, and $5.6 and $14.3 ifitstehalf of 2009 and 2008,
respectively. Investment income consists of inteeasned on cash and cash equivalent balancestingat income decreased in the second
guarter of 2009 and the first half of 2009, prihadue to a decrease in the average rate of inteegaed. For the second quarter of 2009, the
average rate of interest earned decreased to 0d01f.8% in the second quarter of 2008. The deergathe average rate of interest earned
primarily relates to a decrease in Federal Resetes in response to the economic downturn, asasedur diversification efforts which
resulted in lower yields given the economic envinamt.

Interest Expense with EMC, Ne

Interest expense with EMC, net, was $2.0 and $8the second quarter of 2009 and 2008, and $4.%@udin the first half of 2009 and
2008, respectively. In the second quarter of 20@P2008, interest expense with EMC, net, consigtadarily of $2.0 and $3.7, respectively,
of interest expense incurred on the note issu&M@ in April 2007. In the first half of 2009 and @® interest expense with EMC, net,
consisted primarily of $4.2 and $9.7, respectivefyinterest expense incurred on the note issu&M@ in April 2007. The decrease in interest
expense in the second quarter and first half 0B208s due to lower interest rates on the notetli®second quarter of 2009 and 2008, the
annualized rate was 1.76% and 3.24% respectivetyfa the first half of 2009 and 2008, the anreedirate was 1.87% and 4.26%,
respectively. We expect our interest expense onole payable to decrease in the third quartef092s a result of a 61 basis point decrease
in the third quarter interest rate from the ratecdl the second quarter of 2009. The interestaatine note payable resets quarterly and is
determined using the 90-day LIBOR rate plus 559psints, two business days prior to the first dbgach fiscal quarter.

Income Tax Provisior

Our effective income tax rate was 16.3% for theoedoquarter of 2009, compared to 18.4% for the m@cmarter of 2008. The decrease
in the effective rate between the second quart206® and 2008 was mainly attributable to an irerda tax benefits from tax credits,
primarily the research and development tax creeligtive to income before tax and a forecasted shigarnings from the U.S. to low-tax non-
U.S. jurisdictions, partially offset by an increasainrecognized tax benefits from uncertain tasifans relative to income before tax. The
effective tax rate for the first half of 2009 wadatively flat at 17.6%, compared with 17.1% foe first half of 2008. Income earned abroad is
considered indefinitely reinvested in our foreigremations and no provision for U.S. taxes has Ipgevided with respect thereto.

Our rate of taxation in foreign jurisdictions isMer than our United States tax rate.

Liquidity and Capital Resources

June 30,
2009 2008
Cash and cash equivalel $2,275.7  $1,540.
Our cash flows for the second quarter and first 422009 and 2008 were as follows:
For the Three Months Ended For the Six Months Ended
June 30, June 30,
2009 2008 2009 2008

Net cash provided by operating activit $ 243: $ 150.¢ $ 502.¢ $ 283.¢
Net cash used in investing activiti $ (69.0 $ (654 $ (1355 $ (151.0

Net cash provided by financing activiti $ 69.¢ $ 149.( $ 67.¢ $ 176.:



Our operating activities in the second quarter finstlhalf of 2009 and 2008, respectively, genatadequate cash to meet our operating
needs. As of June 30, 2009, we had cash and casfakmts totaling $2,275.7, compared with $1,54G:3®f June 30,
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2008. During the second quarter of 2009, key dsiwerthe increase of cash included the generafi243.3 of cash from operating activities
primarily due to our net income adjusted for ra@sh items and the collection of $87.9 on the inetew receivable from EMC, as well as $1
of cash from financing activities primarily duegtmck option exercises.

We invest excess cash predominantly in money madaitrities that are liquid and of high-quality éstment grade. The fair value for
securities is determined based on quoted market s of the valuation date. We limit the amodimuo domestic and international
investments with any one issuer and also monitditersity of the portfolio, thereby diversifyitige credit risk. We hold a diversified
portfolio of money market funds, which invest in mzipal bonds and notes, government agency deie, dieposits, corporate bonds, and
commercial paper. As of June 30, 2009, our domesticey market funds that we held as of Septemhe2d® continued to participate in the
Temporary Guarantee Program for Money Market Fuwtigch is backed by the U.S. Treasury Departmelme Temporary Guarantee Progi
for Money Market Funds expires on September 189268 of June 30, 2009, $2,167.5 or 95% of our eaghcash equivalents balance was
invested in money market securities. Of our monayket portfolio, 65% of our money market securitiese held domestically and 35% were
held internationally, and $756.7 or 35% were guigmeh under the Temporary Guarantee Program. Ini@ddd investment in money market
securities, we also use excess cash to suppogrowing infrastructure needs, to expand our openatiand as consideration for acquisitions
and strategic investments.

We expect to continue to generate positive cash fiom operations during the remainder of 2009, wedwill use cash generated by
operations as our primary source of liquidity. \\idve that existing cash and cash equivalentgthey with any cash generated from
operations will be sufficient to meet normal opergtrequirements including strategic acquisitiond aapital expenditures for at least the next
twelve months.

Cash Flows from Operating Activities

Cash provided by operating activities is driverooy net income, adjusted for non-cash items andgdmin assets and liabilities. Non-
cash adjustments include depreciation, amortizaifdntangible assets, stock-based compensatioansey excess tax benefits from stock-
based compensation and other adjustments.

Both the second quarter of 2009 and the first 6&%009 were positively impacted by the collectar$87.9 on the income tax receivable
from EMC. The receivable arose from our stand-atamable loss for the first half of 2008, which wadnarily attributable to tax deductions
arising from both non-qualified stock option exees and from restricted stock where the restristlapsed. Under the tax sharing agreement
with EMC, EMC is obligated to pay to us an amougqua to the tax benefit that EMC will recognizeitsconsolidated tax return. We expect
to collect the remainder of the income tax recdiwditom EMC in the fourth quarter of 2009. In trexend quarter and first half of 2008, we
made a $62.3 payment to EMC for our portion of ESIZ007 consolidated federal income taxes.

Both the second quarter of 2009 and 2008 and tsehialf of 2009 and 2008 benefited from an inceeasour deferred revenue balance.
The increase in our deferred revenue balancedgliadriven by increases in deferred maintenaneemee for which we are typically paid in
advance.

The second quarter and first half of 2009 benefiteth a decrease in our accounts receivable balditesesame periods in 2008 were
negatively impacted by an increase in our accowgusivable balance. The decline of our accountsivable balance in 2009 primarily
corresponds to the decline in our sales this year.

With the release of VMware vSphere 4, we expedtchpitalized software development costs will daseg thereby shifting the related
cash flows from investing cash flows to operatiagtcflows.

Cash Flows from Investing Activities

Cash used in investing activities is primarily ititable to capital expenditures, capitalized safevdevelopment costs, the purchase of
investments, and business acquisitions. We maagequisitions in the second quarter and first hB#@D9, compared with $33.3 for
acquisitions in the first half of 2008. Acquisit®are an important element of our corporate styaaeg we expect to continue to invest in
strategic acquisitions in the future.

Our capital expenditures totaled $29.8 and $51tBeérsecond quarter of 2009 and 2008, and $65.B80@.9 in the first half of 2009 a
2008, respectively. During the second quarter astHalf of 2009, our capital expenditures prirharelated to the completion of construction
of our headquarters facility and completion of data center and related equipment, as well as aodtdevelopment and computer and net
equipment to support increased personnel and deilatestructure requirements. During the secorattgn and first half of 2008, our capital
expenditures were primarily related to the purctadarniture and fixtures for our headquartersifaes and investment of cash in the
buildings that remained under development. We ialgested in computer and network equipment to sttpporeased personnel and related
infrastructure requirements both domestically antdrnationally.



Our capitalized software development costs, exolydtockbased compensation expense, totaled $14.7 and $i1th& second quarter
2009 and 2008, respectively, and $44.7 and $15%eifiirst half of 2009 and 2008, respectively. Tinerease in capitalized software
development costs was primarily the result of oiware vSphere 4 product reaching technologicaliféig during the third quarter of 2008,
and the deployment of additional resources to sdpodevelopment. As a result of the generalaséeof VMware vSphere 4 in the second
qguarter of 2009, we expect our capitalized softweargts to decline significantly for the remaind&2609.
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Our purchase of investments totaled $25.0 and $83he second quarter and first half of 2009, eesipely, and $1.8 in both the second
guarter and the first half of 2008.

Cash Flows from Financing Activities

In the second quarter and first half of 2009 an@i&0ve received proceeds from the issuance of @umnwon stock from the exercise of
stock options and the purchase of shares undéfNtveare Employee Stock Purchase Plan, which werel$@idd $109.7 in the second quarter
of 2009 and 2008, and $81.6 and $133.3 in theHaftof 2009 and 2008, respectively. Additionatlye excess tax benefit from stock-based
compensation was $4.2 and $56.7 in the secondequar2009 and 2008, respectively and $4.5 and4$indthe first half of 2009 and 2008,
respectively. These changes year-over-year inxbess tax benefit from stock-based compensatioe wemarily due to the decline in the
market value of our stock and the number of aweaxdscised, sold or vested. These cash inflows pargally offset by cash outflows to
repurchase our shares to cover tax withholdingyaktibns of $11.4 and $17.4 in the second quart2009 and 2008, respectively, and $18.2
and $36.5 in the first half of 2009 and 2008, retipely.

Future cash proceeds from issuances of common atatkhe excess tax benefit from stock-based cosgtien will depend upon and
could fluctuate significantly from period-to-peribdsed on the market value of our stock, the numbawards exercised, sold or vested, the
tax benefit realized, and the tax-affected compémsaecognized.

To date, inflation has not had a material impacbonfinancial results.

Off-Balance Sheet Arrangements, Contractual Obligabns, Contingent Liabilities and Commitments

There were no substantial changes to our guaranigténdemnification obligations or our contractcammitments in the second quarter
of 2009.

Critical Accounting Policies

Our consolidated financial statements are basdti@selection and application of generally acceptambunting principles that require us
to make estimates and assumptions about futuresetheat affect the amounts reported in our findret@ements and the accompanying notes.
Future events and their effects cannot be detedniith certainty. Therefore, the determination stiraates requires the exercise of judgment.
Actual results could differ from those estimatas] any such differences may be material to ounfifed statements. We believe that the
critical accounting policies set forth within Iterof our 2008 Annual Report on Form 10-K may inwoévhigher degree of judgment and
complexity in their application than our other sfgrant accounting policies and represent theaaltaccounting policies used in the prepare
of our financial statements. If different assumpsi@r conditions were to prevail, the results cdddmaterially different from our reported
results. Our significant accounting policies aresgnted within Note A to our consolidated finanstatements of our 2008 Annual Report on
Form 10-K.

New Accounting Pronouncements

In June 2009, the Financial Accounting Standardsr@¢‘FASB”) issued FAS No. 167, “Amendments to BABiterpretation No. 46
(R)” (“FAS No. 167"), which amends the consolidatiguidance applicable to variable interest entiflé®e amendments will significantly
affect the overall consolidation analysis under BASBterpretation No. 46(R). This statement is dffecas of the beginning of each reporting
entity’s first annual reporting period that begafter November 15, 2009. We are currently evalggtiive potential impact of FAS No. 167 on
our financial statements.

In June 2009, the FASB issued FAS No. 168, “AccimgnStandards Codification and Hierarchy of Gerngratcepted Accounting
Principles” (the “Codification”), which will be thsingle source of authoritative nongovernmental. (GBAP beginning July 1, 2009. The
Coadification will be effective for financial statemnts that cover interim and annual periods enditey September 15, 2009. Other than
resolving certain minor inconsistencies in curfdr. GAAP, the Codification is not intended to charGAAP, but is anticipated to make it
easier to find and research GAAP applicable tortiquéar transaction or specific accounting issdithough the adoption of the Codification is
not expected to have an impact on our financiaitippsand results of operations, all future refeento authoritative accounting literature in
our financial statements will be consistent with @odification.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK ET RISK
Foreign Exchange Risk

We operate in foreign countries, which expose®usdrket risk associated with foreign currency exgle rate fluctuations between the
U.S. Dollar and various foreign currencies, the nsaggificant of which is the Euro.

In order to manage our exposure to foreign currdlucyuations, we started a program to enter inteifyn currency hedges related to
outstanding monetary assets and liabilities. A3udy 1, 2009, we entered into forward contractsegdge certain net monetary asset positions.
We expect the market risks of our foreign currefmeyard contracts to be offset by correspondingngai
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and losses on the transactions being hedged. Weasilinue to experience foreign currency gains lasdes in certain instances where it is not
possible or cost effective to hedge our foreigmengy exposures. In accordance with FAS No. 188¢cbunting for Derivative Instruments ¢
Hedging Activities”, we would recognize derivativestruments as either assets or liabilities onctivesolidated balance sheets at fair value.
Changes in the fair value (i.e. gains or losseshefderivatives would be recorded in the constdidatatements of income as other income
(expense), net. We do not plan to execute foreigreacy hedges for speculative purposes.

International revenues as a percentage of totalneas in the second quarter and first half of 2088 similar to the second quarter and
first half of 2008. Historically, our revenue caatts were primarily denominated in U.S. Dollars #relvast majority of our purchase contracts
are denominated in U.S. Dollars. With the genezldase of VMware vSphere 4 in the second quart2009, we began to invoice and collect
in the Euro, the British Pound, the Japanese Yihtlze Australian Dollar in addition to invoicing the U.S. Dollar. A portion of our operati
expenses, primarily the cost of personnel to delieehnical support on our products and professieeices, sales and sales support, and
research and development, are denominated in foreigencies, primarily the Euro, the British Poutig Indian Rupee, and the Australian
Dollar. These costs, revenues resulting from sgilinlocal currencies, and the resulting effecbperating income are exposed to foreign
exchange rate fluctuations. Upon consolidatiorexahange rates vary, operating margins may diffgenally from expectations.

Operating expenses benefited by $15.7 million @&8#l&million in the second quarter and first hdl2009, respectively, due to
fluctuations in the exchange rates between the DoB8ar and foreign currencies as compared to #meesperiods in the prior year. In
conjunction with the general release of VMware v8ph in the second quarter of 2009, we startéavtrice and collect in the Euro, the
British Pound, the Japanese Yen, and the AustrBl@lar. Due to the timing of the release of VMwa@phere 4, which occurred late in the
second quarter of 2009, invoicing in local curresaiid not have a significant impact on our revenue

Interest Rate Risl

As of June 30, 2009, $450.0 million was outstandindhe consolidated balance sheet in relatioheémbte payable to EMC. The
annualized interest rate for the second quart@06f€ and 2008 was 1.76% and 3.24%, respectivetytrenannualized interest rate for the first
half of 2009 and 2008 was 1.87% and 4.26%, respgtiFor the second quarter of 2009 and 2008, 82llin and $3.7 million, respectively,
of interest expense was recorded related to theepeptable. For the first half of 2009 and 20082$4illion and $9.7 million, respectively, of
interest expense was recorded related to the mytbfe.

Our exposure to market risk for changes in inten&sts relates primarily to the variable interddigation on the $450.0 million
outstanding on the consolidated balance sheetdtiae to the note payable to EMC. The note maydpaid, without penalty, at any time. The
note matures in April 2012 and bears an interdstofithe 90-day LIBOR plus 55 basis points, witterest payable quarterly in arrears. The
interest rate on the note resets quarterly andtiexohined on the two business days prior to ttst diay of each fiscal quarter. We expect our
interest expense on the note payable to decredbe third quarter of 2009 as a result of a 61dpsint decrease in the third quarter interest
rate from the rate used in the second quarter @920 the interest rate on the note payable werghange 100 basis points from the June 30,
2009 rate and assuming no additional repaymentseprincipal were made, our annual interest exparauild change by $4.5 million.

ITEM 4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedur

We carried out an evaluation required by the Exgleahct, under the supervision and with the paréitign of our principal executive
officer and principal financial officer, of the efftiveness of the design and operation of ourasscke controls and procedures, as defined in
Rule 13a-15(e) of the Exchange Act, as of the érileoperiod covered by this report. Based onéhimuation, our principal executive officer
and principal financial officer concluded that alisclosure controls and procedures were effectiyerovide reasonable assurance that
information required to be disclosed by us in tgorts that we file or submit under the Exchangeid\cecorded, processed, summarized, and
reported within the time periods specified in tlee&ity and Exchange Commission’s rules and fomusta provide reasonable assurance that
such information is accumulated and communicatesitananagement, including our principal executffecer and principal financial officer,
as appropriate to allow timely decisions regardiguired disclosures.

Changes in Internal Controls Over Financial Reportg

There were no changes in our internal control dwancial reporting during the most recent fiscahger that materially affected, or are
reasonably likely to materially affect, our inteFgantrol over financial reporting.

Limitations on Controls

Our disclosure controls and proceduresiatginal control over financial reporting are dgsd to provide reasonable assurance of
achieving their objectives as specified above. Manzent does not expect, however, that our disatosontrols and procedures or our internal
control over financial reporting will prevent ortdet all error and fraud. Any control system, naterahow well designed and operated, is
based upon certain assumptions and can providereagpnable, not absolute, assurance that itstokgsavill be met. Further, no evaluation
controls can provide absolute assurance that nessénts due to error or fraud will not occur ortthihcontrol issues and instances of fraud, if
any, within the Company have been detected.
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PART Il
OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

VMware is named from time to time as a party todaits in the normal course of its business. In suades it is our policy to defend
against such claims, or if considered approprizgotiate a settlement on commercially reasonables. However, no assurance can be given
that we will be able to negotiate settlements anmercially reasonable terms, or at all, or that l#tigation resulting from such claims would
not have a material adverse effect on our congelitieesults of operations, financial position, aadh flows, or consolidated financial
statements taken as a whole.

ITEM 1A. RISK FACTORS

The risk factors that appear below could materiaffect our business, financial condition and rissaf operations. The risks and
uncertainties described below are not the onlysraskd uncertainties facing us. Our business issalbfect to general risks and uncertainties
affect many other companies.

Risks Related to Our Business

The virtualization products and services we seledrased on an emerging technology and therefore th&ential market for our products
remains uncertain.

The virtualization products and services we develog sell are based on an emerging technologyopfathnd our success depends on
organizations and customers perceiving technolbgivd operational benefits and cost savings assatigith adopting virtual infrastructure
solutions. Our relatively limited operating histagd the relatively limited extent to which virtuafrastructure solutions have been currently
adopted may make it difficult to evaluate our besmbecause the potential market for our prodeatsins uncertain. The markets for our
virtualization products are new and have growndigrom a small base. As the markets for our potslunature and the scale of our business
increases, the rate of growth in our product saiéidikely be lower than those we have experienaeéarlier periods. In addition, to the extent
that rates of adoption of virtualization infrastiwe solutions occur more slowly or less compretlvethsthan we expect, our revenue growth
rates may slow materially or our revenue may deddinbstantially.

We expect to face increasing competition that corddult in a loss of customers, reduced revenueslecreased operating margins.

The market for our products is competitive and wgeet competition to significantly intensify in tfigure. For example, Microsoft
currently provides products that compete with safneur free offerings, and has released virtuakistructure and virtual management
products, announced plans to add higher-end featarthose products and announced a cloud-baseputimg initiative. Microsoft’s offerings
are positioned to compete with our virtual infrasture and other virtualization product offeringée also face competition from other
companies and there have been a number of annoenteof new product initiatives, alliances and otidation efforts by our competitors.
For example, Citrix Systems continues to enhargsdtver virtualization offerings, and its virtukdsktop offering. In the first half of 2009,
Oracle completed its acquisition of Virtual Irondaaigreed to acquire Sun Microsystems which hasats hypervisor-based virtualization
technology, Microsoft has announced cloud and airtlesktop offerings as well as plans to releaseséitond version of its hypervisor-based
server virtualization product and IBM announced redoud computing initiativeOther companies have also indicated their interttioexpani
offerings of virtual management solutions. Existargl future competitors may introduce producthi;ndame markets we serve or intend to
serve, and competing products may have better qpeafuce, lower prices, better functionality and lleyraacceptance than our products. Our
competitors may also add features to their virazdion products similar to features that preseditiigrentiate our product offerings from thei
Many of our current or potential competitors alswénlonger operating histories, greater name ratiognlarger customer bases and
significantly greater financial, technical, salesrketing and other resources than we do. This etitign could result in increased pricing
pressure and sales and marketing expenses, thaagbyially reducing our operating margins, and ddwdrm our ability to increase, or cause
us to lose, market share. Increased competitianratsy prevent us from entering into or renewingisercontracts on terms similar to those
that we currently offer and may cause the lengtbusfsales cycle to increase.

Some of our competitors and potential competitapply a wide variety of products to, and have vestlablished relationships with, our
current and prospective end users. Some of theapetiiors have in the past and may in the futuke tadvantage of their existing relationst
to engage in business practices that make our ptetkss attractive to our end users. For exanilrpsoft has implemented distribution
arrangements with x86 system vendors and indepésdéware vendors, or ISVs, related to certaitheir operating systems that only permit
the use of Microsoft’s virtualization format and dot allow the use of our corresponding format. fdgoft has in the past also implemented
pricing policies that require customers to pay tddal license fees based on certain uses of Vizatéon technology and other competitors
have limited or denied support for their applicaigunning in VMware virtualization environment$éeBe distribution and licensing
restrictions, as well as other business practitasmay be adopted in the future by our competitaald materially impact our prospects
regardless of the merits of our products. In additi
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competitors with existing relationships with ourmnt or prospective end users could in the fultitegrate competitive capabilities into their
existing products and make them available withalglitional charge. For example, Oracle provides §@wer virtualization software intended
to support Oracle and non-Oracle applications armdddoft offers its own server virtualization soétve packaged with the 2008 release of its
Windows server product. By engaging in such busipeactices, our competitors can diminish competiidvantages we may possess by
incentivizing end users to choose products thédt $aee of the technical advantages of our own st

We also face potential competition from our partn&or example, third parties currently selling products could build and market th
own competing products and services or market cangperoducts and services of third parties. Ifave unable to compete effectively, our
growth and our ability to sell products at profiamargins could be materially and adversely affeéct

The current economic downturn and ongoing uncertaynin global economic conditions and the resultimgduction in information
technology spending may be longer or deeper tharrently expected and therefore continue to adveysighpact our revenues, impede end
user adoption of new products and product upgradesl adversely impact our competitive position.

Our business depends on the overall demand fomiation technology and on the economic health ofcowrent and prospective
customers. The purchase of our products is ofteerefionary and may involve a significant commitinefircapital and other resources. Weak
economic conditions, or a reduction in informatienhnology spending even if economic conditionsrmp, could continue to adversely
impact our business, financial condition and ressoftoperations in a number of ways, includingdmnygthening sales cycles (for example, for
enterprise license agreements (“ELAS")), lowerimiggs for our products and services, reducing saliés, decreasing or reversing quarterly
growth in our revenues, reducing the rate of adoptif our products by new customers and the willegs of current customers to purchase
upgrades to our existing products.

The current global economic crisis has also caasgeheral tightening in the credit markets, lovesels of liquidity, increases in the ra
of default and bankruptcy, and extreme volatilitycredit, equity and fixed income markets. For egkencurrent or potential customers may be
unable to fund software purchases, which coulde#usm to delay, decrease or cancel purchases gioducts and services. Even if
customers are willing to purchase our productssardices, if they do not meet our credit requiretsame may not be able to record accounts
receivable or deferred revenue or recognize revefroen these customers until we receive paymenigiwtould adversely affect the amoun
revenues we are able recognize in a particulaogeri

Additionally, while we plan to continue making d&gic investments in our business during the ecandamwnturn, many of our
competitors have significantly greater financiathnical and other resources than us and if ecanoamiditions continue to worsen, they may
be better positioned to sustain investment in cditipetechnologies.

Industry alliances or consolidation may result im¢reased competitior

Some of our competitors have made acquisitionsitared into partnerships or other strategic retetigps with one another to offer a
more comprehensive virtualization solution tharytimglividually had offered. For example, in 200&dRHat acquired Qumranet, a developer
of virtual infrastructure solutions, and Citrix ahdel announced a desktop virtualization collakiora In the first half of 2009, Oracle and Sun
Microsystems announced that they had entered mmgeeement under which Oracle will acquire Sumoclercompleted its acquisition of
Virtual Iron and Microsoft announced an additioegpansion of its alliance with Citrix. We expectsle trends to continue as companies
attempt to strengthen or maintain their markettpmss in the evolving virtualization infrastructuredustry. Many of the companies driving t
trend have significantly greater financial, tectahiand other resources than we do and may be Ipetsitioned to acquire and offer
complementary products and technologies. The corapaesulting from these possible combinations oragte more compelling product
offerings and be able to offer greater pricing ity than we can or may engage in business prestthat make it more difficult for us to
compete effectively, including on the basis of grisales and marketing programs, technology orystddnctionality. These pressures could
result in a substantial loss of customers or actaoiu in our revenues.

Our operating results may fluctuate significantlyhich makes our future results difficult to predi@nd may result in our operating results
falling below expectations or our guidance, whiclowld cause the price of our Class A common stocklezline.

Our operating results may fluctuate due to a wakéfactors, many of which are outside of our cohtAs a result, comparing our
operating results on a period-to-period basis nwybe meaningful. Our past results should not bede@pon as an indication of our future
performance. In addition, a significant portionooir quarterly sales typically occurs during the fasnth of the quarter, which we believe
generally reflects customer buying patterns foegrise technology. As a result, our quarterly afieg results are difficult to predict even in
the near term. If our revenues or operating resaltdelow the expectations of investors or sdm@sianalysts or below any guidance we may
provide to the market, the price of our Class A oam stock would likely decline substantially.

In addition, factors that may affect our operatiagults include, among others:
. general economic conditions in our domestic anerivdtional markets
. fluctuations in demand, adoption rates, sales eyatel pricing levels for our products and servi
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. fluctuations in foreign currency exchange ra
. changes in custom¢ budgets for information technology purchases arttiértiming of their purchasing decisiol

. the timing of recognizing revenues in any givenrtgrawhich, as a result of software revenue rettmgmpolicies, can be affecte
by a number of factors, including product announeets and beta progran

. the sale of our products in the timeframes we gdte, including the number and size of ordersaichequarter

. our ability to develop, introduce and ship in aglgnmanner new products and product enhancemeattsniet customer demat
certification requirements and technical requiretsg

. the timing of the announcement or release of upggad new products by us or by our competit

. our ability to maintain scalable internal systemsreporting, order processing, license fulfillmgoroduct delivery, purchasin
billing and general accounting, among other fundjs

. our ability to control costs, including our opergtiexpense:
. changes to our effective tax ra
. the increasing scale of our business and its effectur ability to maintain historical rates of gth;

. our ability to attract and retain highly skilled ployees, particularly those with relevant expereeircsoftware development a
sales;

. our ability to conform to emerging industry stardtaand to technological developments by our congrstand customer

. the timing and amount of capitalized software depaient costs beginning when technological feagjtilas been established and
ending when the product is available for generalase; an

. the recoverability of benefits from goodwill andangible assets and the potential impairment cfelasset:

If operating system and hardware vendors do not gemate with us or we are unable to obtain early ass to their new products, or acces:
certain information about their new products to em® that our solutions interoperate with those practs, our product development efforts
may be delayed or foreclosed.

Our products interoperate with Windows, Linux attiden operating systems and the hardware devicegroérous manufacturers.
Developing products that interoperate properly negusubstantial partnering, capital investmentemgloyee resources, as well as the
cooperation of the vendors or developers of theaijpg systems and hardware. Operating system arbiiare vendors may not provide us
with early access to their technology and prodwadsist us in these development efforts or shateavisell to us any application protocol
interfaces (“APIs”), formats, or protocols we magen. If they do not provide us with the necessarlyeccess, assistance or proprietary
technology on a timely basis, we may experienceyrbdevelopment delays or be unable to expangmgucts into other areas. To the ex
that software or hardware vendors develop prodhetiscompete with ours or those of our controlltackholder, EMC, they may have an
incentive to withhold their cooperation, declinestaare access or sell to us their proprietary ARtistocols or formats or engage in practices to
actively limit the functionality, or compatibilitygnd certification of our products. In additionydhaare or operating system vendors may fail to
certify or support or continue to certify or supp@ur products for their systems. If any of theefyping occurs, our product development
efforts may be delayed or foreclosed and our bgsia@d results of operations may be adverselytatfec

Our product and technology initiatives subject us additional business, legal and competitive risks.

We recently announced new product and technoloiggtimes which aim to leverage our virtualizatimfirastructure software products
into the emerging areas of cloud and virtual dgsktmmputing as alternatives to the provisioninglofsical computing resources. These
initiatives may present new and difficult technotagpallenges, end users may choose not to adoptemuiproduct or service offerings, and we
may be subject to claims if customers of theserioifis experience service disruptions or failuresusity breaches or other quality issues.
Further, the success of these new offerings depgpals the cooperation of hardware, software anddctmsting vendors to ensure
interoperability with our products and offer comipbe products and services to end users.

Both the cloud computing and virtual desktop masket in early stages of development. Other conegasgeking to enter and develop
competing standards for the cloud computing maskeh as Microsoft, IBM, Oracle, Google and Amazod the virtual desktop market such
as Microsoft and Citrix have introduced or arellk® introduce their own initiatives that may coete with or not be compatible with our
cloud and virtual desktop computing initiatives ahhicould limit the degree to which other vendorgadiep products and services around our
offerings and end users adopt our platforms. Adddlly, our operating margins in our newer initiag may be lower than those we have
achieved in the markets we currently serve, andnag not be successful enough in these newer aesiid recoup our investments in them. If
any of this were to occur, it could damage our tafien, limit our growth and negatively affect aperating results.
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We rely on distributors, resellers, x86 system varsdand systems integrators to sell our productsgdaur failure to effectively develop,
manage or prevent disruptions to our distributioma&nnels and the processes and procedures that suppem could cause a reduction in
the number of end users of our products.

Our future success is highly dependent upon maimigiand increasing the number of our relationshijpk distributors, resellers, x86
system vendors and systems integrators. By relgindistributors, resellers, x86 system vendorssystems integrators, we may have little or
no contact with the ultimate users of our produttsfeby making it more difficult for us to estalibrand awareness, ensure proper delivery
and installation of our products, service ongoingtomer requirements, estimate end user demanceapdnd to evolving customer needs.

Recruiting and retaining qualified channel partreerd training them in the use of our technology jaratluct offerings requires
significant time and resources. In order to develog expand our distribution channel, we must ocomtito expand and improve our processes
and procedures that support our channel, includiurgnvestment in systems and training, and thosegsses and procedures may become
increasingly complex and difficult to manage. Timet and expense required for sales and marketiganizations of our channel partners to
become familiar with our product offerings, inclndiour new product developments, may make it miffiewt to introduce those products to
end users and delay end user adoption of our ptadigrings. We generally do not have long-termtcacts or minimum purchase
commitments with our distributors, resellers, x§6tem vendors and systems integrators, and ourasdstwith these channel partners do not
prohibit them from offering products or serviceatthompete with ours. Our competitors may be dffedh providing incentives to existing
and potential channel partners to favor productsunfcompetitors or to prevent or reduce salesuofpooducts. Certain x86 system vendors
now offer competing virtualization products preaikd on their server products. Additionally, oompetitors could attempt to require key
distributors to enter into exclusivity arrangemenith them or otherwise apply their pricing or matikg leverage to discourage distributors
from offering our products. Accordingly, our chahpartners and x86 system vendors may choose raffdoour products exclusively or at
Our failure to maintain and increase the numbeelzttionships with channel partners would likelgdeto a loss of end users of our products
which would result in us receiving lower revenuesti our channel partners. One of the Company’sidigton agreements is with Ingram
Micro, which accounted for 17% and 18% of our rexesnin the first half of 2009 and fiscal year 20@8pectively. The agreement with
Ingram Micro under which the Company receives thiestantial majority of its Ingram Micro revenuegdsminable by either party upon 90
days’prior written notice to the other party, and neitparty has any obligation to purchase or sell rogucts under the agreement. The te
of this agreement between Ingram Micro and us @alstantially similar to the terms of the agreemevashave with other distributors, except
for certain differences in shipment and paymemhggrindemnification obligations and product retrights. While we believe that we have in
place, or would have in place by the date of amhgarmination, agreements with other distribusaSficient to maintain our revenues from
distribution, if we were to lose Ingram Micro’s tlibution services, such loss could have a negatiygact on our results of operations until
such time as we arrange to replace these diswitbgtrvices with the services of existing or nestrdiutors.

The concentration of our product sales among a lted number of distributors and the weakness in dtadarkets increases our potential
credit risk and could cause significant fluctuati@nor declines in our product revenues.

One distributor accounted for 17% and 18% of reesrin the first half of 2009 and fiscal year 20@&pectively. Additionally, another
distributor accounted for 16% of revenues in botinfirst half of 2009 and fiscal year 2008. We eiptite that sales of our products to a limited
number of distributors will continue to account &osignificant portion of our total product reveader the foreseeable future. The
concentration of product sales among certain bistoirs increases our potential credit risks. Fangple, approximately 47% of our total
accounts receivable as of June 30, 2009 was frardistributors. Some of our distributors may exgece financial difficulties, which could
adversely impact our collection of accounts redai®aOne or more of these distributors could delayments or default on credit extended to
them. Our exposure to credit risks of our distrilbstmay increase if our distributors and their costrs are adversely affected by the current
global economic downturn, or if there is a conttimaor worsening of the downturn. Any significatglay or default in the collection of
significant accounts receivable could result inrameased need for us to obtain working capitahfiather sources, possibly on worse terms
than we could have negotiated if we had establislvett working capital resources prior to such detaydefaults. Any significant default
could result in a negative impact on our resultepErations.

The large majority of our revenues have come fromr @ata center virtualization products including audlagship VDC-OS, Virtual
Infrastructure product line. Decreases in demand four data center virtualization products could aérsely affect our results of operatior
and financial condition.

In fiscal year 2008, over 90% of our license revanwere from our data center solutions with tharizé from our other solutions.
Although we are continuing to develop applicatiéorsour virtualization technology such as our depktirtualization products, we expect our
data center virtualization products and relatecaanbments and upgrades will constitute a majofityuo revenue for the foreseeable future.
Declines and variability in demand for our datateewirtualization products could occur as a restilt

. an improved version of products being offered bypstitors in the market in which we participe

33



Table of Contents

. competitive pressures on our pricing mod

. a failure to release new or enhanced versions oflata center virtualization products on a timedgib;
. technological change that we are unable to addviteour data center virtualization produc

. general economic conditions;

. increased pressure from competitors that offerdeoaroduct lines

Due to our product concentration, our businessiltesf operations, financial condition, and cashvE would therefore be adversely
affected by a decline in demand for our data cevitaralization products.

Our revenues, collection of accounts receivable dimancial results may be adversely impacted byctluation of foreign currency exchange
rates. While foreign currency hedges can offset soof the risk related to foreign currency fluctuatns, we will continue to experience
foreign currency gains and losses in certain instaas where it is not possible or cost effective éalgpe our foreign currency exposures or
our foreign currency hedges do not perform as expset

Our revenues and our collection of accounts rebédvimay be adversely impacted as a result of fatatns in the exchange rates betw
the U.S. Dollar and foreign currencies. For exanmke have distributors in foreign countries thayrivecur higher costs due to the
strengthening of the U.S. Dollar. One or more efthdistributors could delay payments or defauttredit extended to them. Any significant
delay or default in the collection of significarticaunts receivable could result in an increased faeus to obtain working capital from other
sources. If we determine that the amount of acsoreteivable to be uncollectible is greater thanestimates, we would recognize an increase
in bad debt expense, which would have a negatipa@inon our results of operations. In additiorpéniods when the value of the U.S. Dollar
strengthens, we may need to offer additional distsgueduce prices or offer other incentives tdgate the negative effect on demand.

In the second quarter of 2009, we began to invimicen-U.S. Dollar denominated currencies, thereby conidga portion of our reveni
transactions in currencies other than the U.S.dpolllthough this program may alleviate credit riskm our distributors during periods when
the U.S. Dollar strengthens, it may also negativmlyact our revenues, anticipated cash flows amahftial results due to fluctuations in fore
currency exchange rates, particularly the EuroBttitsh Pound, the Japanese Yen and the Austr8l@tar relative to the U.S. Dollar. While
variability in operating margin may be reduced ttuévoicing in certain of the local currencieswhich we also recognize expenses, increasec
exposure to foreign currency fluctuations will sduce additional risk for variability in revenudated components of our financial statements.

In order to manage our exposure to foreign currdlucyuations, we started a program to enter inteifyn currency hedges related to
outstanding monetary assets and liabilities. A3udy 1, 2009, we entered into forward contractsddge certain net monetary asset positions.
Although we expect the market risks of our foredgmrency forward contracts to be offset by corresiiag gains and losses on the transactions
being hedged, our hedging transactions may nad yied results we expect. Additionally, we expeatdatinue to experience foreign currency
gains and losses in certain instances where dtipossible or cost effective to hedge our foreigrrency exposures.

We are dependent on our management and our key igreent personnel, and the loss of key personnelymeevent us from implementing
our business plan in a timely manner.

Our success depends largely upon the continueitssref our existing management. We are also sotistigt dependent on the
continued service of our key development persoforgiroduct innovation. We generally do not havepapment or non-compete agreements
with our existing management or development persband, therefore, they could terminate their emplent with us at any time without
penalty and could pursue employment opportunitigls any of our competitors. Changes to managenhkay employees can also lead to
additional unplanned losses of key employees. g df key employees could seriously harm ourtgibi release new products on a timely
basis and could significantly help our competitors.

Because competition for our target employees i®imge, we may not be able to attract and retain liigthly skilled employees we need
support our planned growth and our compensation exges may increas

To execute on our strategy, we must attract aradnréighly qualified personnel. Competition for sleepersonnel is intense, especially for
senior sales executives and engineers with higkldexf experience in designing and developing sai#éw\We may not be successful in
attracting and retaining qualified personnel. Weehfiom time to time in the past experienced, aedewpect to continue to experience in the
future, difficulty in hiring and retaining highlyk#led employees with appropriate qualificationsaf of the companies with which we
compete for experienced personnel have greatenmssothan we have. In addition, in making emplaynakecisions, particularly in the high-
technology industry, job candidates often consitlervalue of the stock options, restricted sto@ants or other stock-based compensation they
are to receive in connection with their employm&rclines in the value of our stock could adversdfgct our ability to attract or retain key
employees and result in increased employee compensxpenses. If we fail to attract new persorandhil to retain and motivate our current
personnel, our business and future growth prospeetisl be severely harmed.
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If we are unable to protect our intellectual proptgrrights, our competitive position could be harmedwe could be required to incL
significant expenses to enforce our right

We depend on our ability to protect our propriet@ghnology. We rely on trade secret, patent, dghyand trademark laws and
confidentiality agreements with employees and tpadies, all of which offer only limited protectioAs such, despite our efforts, the steps we
have taken to protect our proprietary rights mayheadequate to preclude misappropriation of oopiietary information or infringement of
our intellectual property rights, and our abilibygolice such misappropriation or infringementrngertain, particularly in countries outside of
the United States. Further, with respect to paights, we do not know whether any of our pendiatept applications will result in the
issuance of patents or whether the examinationggowill require us to narrow our claims. Evenafgnts are issued from our patent
applications, which is not certain, they may betested, circumvented or invalidated in the futdereover, the rights granted under any
issued patents may not provide us with propriepaiogection or competitive advantages, and, as anthtechnology, competitors may be able
to develop similar or superior technologies to awn now or in the future. In addition, we rely aonfidentiality or license agreements with
third parties in connection with their use of ovogucts and technology. There is no guaranteestiait parties will abide by the terms of such
agreements or that we will be able to adequatefigrea our rights, in part because we rely on “clictap” and “shrink-wrap” licenses in some
instances.

Detecting and protecting against the unauthorizedaf our products, technology and proprietarytadgh expensive, difficult and, in
some cases, impossible. Litigation may be necessahe future to enforce or defend our intelletr@perty rights, to protect our trade sec
or to determine the validity and scope of the pietpry rights of others. Such litigation could rit$m substantial costs and diversion of
management resources, either of which could hambuasiness, financial condition and results of afiens, and there is no guarantee that we
would be successful. Furthermore, many of our ciraad potential competitors have the ability tdidate substantially greater resources to
protecting their technology or intellectual progeiights than we do. Accordingly, despite our efpwe may not be able to prevent third
parties from infringing upon or misappropriating dntellectual property, which could result in astantial loss of our market share.

We provide access to our hypervisor and other sel@source code to partners, which creates addgilorsk that our competitors could
develop products that are similar or better thanreu

Our success and ability to compete depend subalignipon our internally developed technology, vhis incorporated in the source
code for our products. We seek to protect the sooode, design code, documentation and other writigterials for our software, under trade
secret and copyright laws. However, we have chts@novide access to our hypervisor and other sadesource code to more than 50 of our
partners for co-development, as well as for opets Aflermats and protocols. Though we generally mdr@tccess to our source code and other
intellectual property, and enter into confidentiabir license agreements with such partners, alsasetith our employees and consultants, our
safeguards may be insufficient to protect our treelerets and other rights to our technology. Oateative measures may be inadequate,
especially because we may not be able to preverantners, employees or consultants from violating agreements or licenses we may have
in place or abusing their access granted to oucsarode. Improper disclosure or use of our sococke could help competitors develop
products similar to or better than ours.

Claims by others that we infringe their proprietatgchnology could force us to pay damages or prewenfrom using certain technology in
our products.

Third parties could claim that our products or temlbgy infringe their proprietary rights. This rigkay increase as the number of prod
and competitors in our market increases and ovedapur. In addition, to the extent that we gaagger visibility and market exposure as a
public company, we face a higher risk of beinggbbject of intellectual property infringement clainAny claim of infringement by a third
party, even one without merit, could cause us tarirsubstantial costs defending against the claimd,could distract our management from our
business. Furthermore, a party making such a ciésaccessful, could secure a judgment that reguils to pay substantial damages. A
judgment could also include an injunction or otbeurt order that could prevent us from offering ptwducts. In addition, we might |
required to seek a license for the use of sucliécteal property, which may not be available omageercially reasonable terms or at all.
Alternatively, we may be required to develop nofringing technology, which could require significaffort and expense and may ultimately
not be successful. Any of these events could sslgidwarm our business, operating results and filmhoondition. Third parties may also assert
infringement claims against our customers and chigmartners. Any of these claims could requireauisitiate or defend potentially protracted
and costly litigation on their behalf, regardle$she merits of these claims, because we generalgmnify our customers and channel part
from claims of infringement of proprietary rightstbird parties in connection with the use of omngucts. If any of these claims succeed, we
may be forced to pay damages on behalf of our muste or channel partners, which could negativeigcabur results of operations.

Our use of “open source” software could negativelffect our ability to sell our products and subjegs to possible litigation.

A significant portion of the products or technolegjacquired, licensed or developed by us may iocate so-called “open source”
software, and we may incorporate open source soétimdo other products in the future. Such open@®aoftware is generally licensed by its
authors or other third parties under open soutamiies, including, for example, the GNU GeneraliPlulicense, the GNU Lesser General
Public License, “Apache-style” licenses, “Berkelggftware Distribution,” “BSD-style” licenses
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and other open source licenses. We monitor ouofiepen source software in an effort to avoid scifpg our products to conditions we do
intend. Although we believe that we have compliethwur obligations under the various applicabtetises for open source software that we
use such that we have not triggered any such dgonsljtthere is little or no legal precedent govegrthe interpretation of many of the terms of
certain of these licenses, and therefore the patémtpact of these terms on our business is soraewhknown and may result in unanticipated
obligations regarding our products and technolodtes example, we may be subjected to certain ¢iomdi, including requirements that we
offer our products that use the open source softficarno cost, that we make available source codenbdifications or derivative works we
create based upon, incorporating or using the gparce software and/or that we license such madifins or derivative works under the te|

of the particular open source license.

If an author or other third party that distribugesh open source software were to allege that wenbacomplied with the conditions of
one or more of these licenses, we could be reqtiré@ttur significant legal expenses defending agtasuch allegations. If our defenses were
not successful, we could be subject to significiarhages, enjoined from the distribution of our picid that contained the open source
software and required to comply with the foregategditions, which could disrupt the distributiordesale of some of our products. In
addition, if we combine our proprietary softwarghwdpen source software in a certain manner, usgi®e open source licenses we could be
required to release the source code of our pr@pyietoftware, which could substantially help oumpetitors develop products that are similar
to or better than ours.

In addition to risks related to license requirersensage of open source software can lead to gméske than use of third party
commercial software, as open source licensors géyelo not provide warranties or assurance df titl controls on origin of the software. We
have established processes to help alleviate tisdse including a review process for screeningiests from our development organizations
for the use of open source, but we cannot be bateatl open source software is submitted for apgirprior to use in our products. In addition,
many of the risks associated with usage of operceauch as the lack of warranties or assurancttiegfcannot be eliminated, and could, if
not properly addressed, negatively affect our lrgsn

Our sales cycles can be long and unpredictable, sales efforts require considerable time and expeasd timing of sales is subject to
changing purchasing behaviors of our customers. &sesult, our sales are difficult to predict and maary substantially from quarter to
quarter, which may cause our operating results todtuate significantly.

The timing of our revenues is difficult to predi€@ur sales efforts involve educating our custonadicut the use and benefit of our
products, including their technical capabilitiestgntial cost savings to an organization and adyges compared to lowepst products offere
by our competitors. Customers typically undertalsggaificant evaluation process that has in the pesulted in a lengthy sales cycle, which
typically lasts several months, and may last a pedonger. We spend substantial time, effort arh@y on our sales efforts without any
assurance that our efforts will produce any sdkeaddition, product purchases are frequently stligebudget constraints, multiple approvals,
and unplanned administrative, processing and atélerys. Additionally, the greater number of conpetialternatives, as well as
announcements by our competitors that they intendttoduce competitive alternatives at some pioithe future, can lengthen customer
procurement cycles, cause us to spend additianal éind resources to educate end users on the adeardf our product offerings and delay
product sales. These factors can have a particufzct on the timing and length of our ELA salesley.

Additionally, our quarterly sales have historicalgflected an uneven pattern in which a dispropoédtie percentage of a quarter’s total
sales occur in the last month, weeks and daysabf @aarter. This pattern makes prediction of reesnearnings and working capital for each
financial period especially difficult and uncertand increases the risk of unanticipated variatinri;iancial condition and results of
operations. We believe this uneven sales pattearrésult of many factors including the following:

. the tendency of customers to wait until late iruarter to commit to a purchase in the hope of abtgimore favorable pricing

. the fourth quarter influence of customers spentliegr remaining capital budget authorization ptmnew budget constraints in t
first nine months of the following year; a

. seasonal influence

If sales expected from a specific customer forrgi@dar quarter are not realized in that quarteatoall, our results could fall short of
public expectations and our business, financiatitam and results of operations could be matsriativersely affected.

Our current research and development efforts mayt pooduce significant revenues for several yeafsat all.

Developing our products is expensive. Our investrireresearch and development may not result irketable products or may result in
products that take longer to generate revenueggmerate less revenues, than we anticipate. Oeanegsand development expenses were
$226.8 million, or 24% of our total revenues, ie 8ix months ended June 30, 2009, and $429.2 milin23% of our total revenues, in 2008.
Our future plans include significant investmentsdftware research and development and relatedipragportunities. We believe that we
must continue to dedicate a significant amounesburces to our research and development efforteiotain our competitive position.
However, we may not receive significant revenuemfthese investments for several years, if at all.
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We may not be able to respond to rapid technologatenges with new solutions and services offeringshich could have a material
adverse effect on our sales and profitability.

The markets for our software solutions are charaete by rapid technological changes, changingacust needs, frequent new software
product introductions and evolving industry stamdaiT he introduction of thirgarty solutions embodying new technologies andethergenci
of new industry standards could make our existimg) fature software solutions obsolete and unmabtet&Ve may not be able to develop
updated products that keep pace with technolodieatlopments and emerging industry standards adtdress the increasingly
sophisticated needs of our customers or that ipegede with new or updated operating systems ardaae devices or certify our products to
work with these systems and devices. There is soraace that any of our new offerings would be pisakin the marketplace. Significant
reductions in server-related costs or the rise @fenefficient infrastructure management softwangadalso affect demand for our software
solutions. As hardware and processors become nooverful, we will have to adapt our product and sanofferings to take advantage of the
increased capabilities. For example, while theothtiction of more powerful servers presents an dppdy for us to provide better products for
our customers, the migration of servers from dwse¢o quad-core and greater multi-core micropremetechnology will also allow an end
user with a given number of licensed copies ofsmitware to more than double the number of viraglon machines run per server socket
without having to purchase additional licenses fuBnAs a result, we may not be able to accuratedglict the lifecycle of our software
solutions, and they may become obsolete beforeeaeive the amount of revenues that we anticipata them. If any of the foregoing events
were to occur, our ability to retain or increasekeshare and revenues in the virtualization safeéamarket could be materially adversely
affected.

Our success depends upon our ability to develop peaducts and services, integrate acquired produstsl services and enhance our
existing products and services.

If we are unable to develop new products and sesyicr to enhance and improve our products andosupgrvices in a timely manner or
to position and/or price our products and servioaaeet market demand, customers may not buy néwease licenses or renew software
license updates and product support. In additimioyimation technology standards from both consantid formal standards-setting forums as
well as de facto marketplace standards are rapihyving. We cannot provide any assurance thastdwedards on which we choose to develop
new products will allow us to compete effectivety business opportunities in emerging areas suctoad computing.

New product development and introduction involvessgmificant commitment of time and resources anslibject to a number of risks
and challenges including:

. managing the length of the development cycle fov peoducts and product enhancements, which hasdrdty been longer the
we originally expectec

. managing custome’ transitions to new products, which can result itagein their purchasing decisior

. adapting to emerging and evolving industry stanslartd to technological developments by our comgretdnd customer
. entering into new or unproven markets with whichhege limited experienc

. incorporating and integrating acquired products t@atinologies; an

. developing or expanding efficient sales chanr

In addition, if we cannot adapt our business motteleep pace with industry trends, our revenuedddoe negatively impacted.

Our ability to sell our products is dependent oretiquality of our support and services offerings,dour failure to offer high-quality suppor
and services could have a material adverse effecbar sales and results of operations.

Once our products are integrated within our custshierdware and software systems, our customeysd®gend on our support
organization to resolve any issues relating topyaducts. A high level of support is critical féret successful marketing and sale of our
products. If we or our channel partners do notatiffely assist our customers in deploying our pidusucceed in helping our customers
quickly resolve post-deployment issues, and proeifiective ongoing support, our ability to sell quroducts to existing customers would be
adversely affected, and our reputation with potdmistomers could be harmed. In addition, as vpare our operations internationally, our
support organization will face additional challesgiecluding those associated with delivering suppraining and documentation in langua
other than English. As a result, our failure to mtain highguality support and services, or to adequatelystissir channel partners in providi
high-quality support and services, could resuttustomers choosing to use our competitors’ prodastead of ours in the future.

We may engage in future acquisitions that could mipt our business, cause dilution to our stockhotdeand harm our business, financial
condition and results of operations.

In the future we may seek to acquire other buseggzoducts or technologies. However, we may aatie to find suitable acquisition
candidates and we may not be able to complete sitiqns on favorable terms, if at all. If we do qalete acquisitions, we may not ultimately
strengthen our competitive position or achievegnals, or they may be viewed negatively by custenferancial markets or investors.
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Acquisitions may disrupt our ongoing operationsedi management from day-tay responsibilities, increase our expenses anergselly
impact our business, financial condition and ressoftoperations. An acquired business may not eetive expected results. For example, an
acquisition may not further our strategies or ressinl expected benefits, which may include beneélating to enhanced revenues, technology,
human resources, cost savings, operating efficksrennd other synergies. Future acquisitions mayceedur cash available for operations and
other uses and could result in an increase in d&atidn expense related to identifiable intangédmWsets acquired, potentially dilutive issuances
of equity securities or the incurrence of debt.

Additionally, we have limited historical experienaéth the integration of acquired companies. Theme be no assurance that we will be
able to manage the integration of acquired busasesfectively or be able to retain and motivatg prersonnel from these businesses. Any
difficulties we encounter in the integration progesuld divert management from day-to-day respdlitgl, increase our expenses and have a
material adverse effect on our business, finarmzatlition and results of operations. We may alse féifficulties due to the lack of experience
in new markets, products or technologies or thialrdependence on unfamiliar supply or distribntgartners. Other risks related to
acquisitions include the assumption of the lialeiitof the acquired business, including litigatiefated liability.

In addition, we review our amortizable intangibsets annually for impairment, or more frequemiligen events or changes in
circumstances indicate the carrying value may eatdgoverable, and we are required to test gooftwiimpairment at least annually. We may
be required to record a significant charge to egsin our financial statements during the period/iich any impairment of our goodwill or
amortizable intangible assets resulting from arussitipn or otherwise is determined, resulting imaalverse impact on our results of operati
In addition to the risks commonly encountered i aélequisition of a business as described abovenayealso experience risks relating to the
challenges and costs of closing a transactionhEurthe risks described above may be exacerbatadesult of managing multiple acquisitir
at the same time. We also seek to invest in busésethat offer complementary products, serviceasamologies. These investments are
accompanied by risks similar to those encounterethiacquisition of a business.

Operating in foreign countries subjects us to addital risks that may harm our ability to increasea maintain our international sales and
operations.

In the first half of 2009 and in fiscal year 2008 derived approximately 48% of our revenues frast@amers outside the United States.
We have sales, administrative, research and dewelopand technical support personnel in numeroustdes worldwide. We expect to
continue to add personnel in additional counti@gr. international operations subject us to a vaétrisks, including:

. the difficulty of managing and staffing internatadroffices and the increased travel, infrastrucaurd legal compliance costs
associated with multiple international locatio

. increased exposure to foreign currency exchangerisk;
. difficulties in enforcing contracts and collectiagcounts receivable, and longer payment cyclegcésty in emerging market
. difficulties in delivering support, training and @lanentation in certain foreign marke

. tariffs and trade barriers and other regulatorgantractual limitations on our ability to sell cgwklop our products in certain fore
markets;

. economic or political instability and security cemnas in countries that are important to our intdomal sales and operatior
. the overlap of different tax structures or chaniggaternational tax laws

. reduced protection for intellectual property righteluding reduced protection from software pirétygome countries

. difficulties in transferring funds from certain agties; anc

. difficulties in maintaining appropriate controldating to revenue recognition practic

As we continue to expand our business globally,soecess will depend, in large part, on our abibitanticipate and effectively manage
these and other risks associated with our intesnatioperations. We expect a significant portioowf growth to occur in foreign countries
which can add to the difficulties in maintainingegdiate management systems and internal controtdiogeacial reporting and increase
challenges in managing an organization operatingiiious countries.

Our failure to manage any of these risks succdgsfalld harm our international operations and medour international sales.
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Our products are highly technical and may containrers, which could cause harm to our reputation aradlversely affect our business.

Our products are highly technical and complex arften deployed, have contained and may containgrdefects or security
vulnerabilities. Some errors in our products maly tre discovered after a product has been installetlused by customers. Any errors, del
or security vulnerabilities discovered in our prottuafter commercial release could result in Idsgwenues or delay in revenue recognition,
loss of customers and increased service and wsrcast, any of which could adversely affect ouribess, financial condition and results of
operations. Undiscovered vulnerabilities in ourduats could expose them to hackers or other unatoug third parties who develop and
deploy viruses, worms, and other malicious softwaograms that could attack our products. Actuglenceived security vulnerabilities in our
products could harm our reputation and lead sorstomers to return products, to reduce or delayéupurchases or use competitive products.
End users, who rely on our products and servicethfointeroperability of enterprise servers anpligptions that are critical to their
information systems, may have a greater sensitivigyroduct errors and security vulnerabilitiesticastomers for software products generally.
Any security breaches could lead to interruptiaiedays and data loss and protection concerns.diiail, we could face claims for product
liability, tort or breach of warranty, includingaéins relating to changes to our products made bglmannel partners. Our contracts with
customers contain provisions relating to warrarggldimers and liability limitations, which may no¢ upheld. Defending a lawsuit, regardless
of its merit, is costly and time-consuming and ndasert management’s attention and adversely affectarket’s perception of us and our
products. In addition, if our business liabilitysimance coverage proves inadequate or future agpeésainavailable on acceptable terms or at
all, our business, financial condition and resafteperations could be adversely impacted.

If we fail to maintain an effective system of inteal controls, we may not be able to accurately retpmur financial results or prevent fraud
As a result, our stockholders could lose confidenoeur financial reporting, which could harm our bsiness and the trading price of ot
common stock.

We have complied with Section 404 by assessingngthening and testing our system of internal atstEven though our system of
internal controls has achieved compliance with iBact04, we need to continue to maintain our preessnd systems and adapt them to
changes as our business changes and we rearranggengent responsibilities and reorganize our basiaecordingly. We may also seek to
automate certain processes to improve efficieramgsbetter ensure ongoing compliance. This contiaywocess of maintaining and adapting
our internal controls and complying with Sectior4€ expensive and time-consuming, and requirggfgignt management attention. We
cannot be certain that our internal control measwi# continue to provide adequate control over financial processes and reporting and
ensure compliance with Section 404. Furthermoreua®usiness changes, our internal controls magrbe more complex and we will requ
significantly more resources to ensure our intecoaltrols overall remain effective. Failure to implent required new or improved controls, or
difficulties encountered in their implementatiooutd harm our operating results or cause us tddaiteet our reporting obligations. If we or
our independent registered public accounting filemtify material weaknesses, the disclosure offtwt even if quickly remedied, could
reduce the market's confidence in our financialesteents and harm our stock price. In addition,éfave unable to continue to comply with
Section 404, our non-compliance could subject ws\tariety of administrative sanctions, includihg suspension or delisting of our common
stock from the New York Stock Exchange and theilitglof registered broker-dealers to make a markeaiur common stock, which could
reduce our stock price.

Problems with our information systems could interéewith our business and operation

We rely on our information systems and those afitparties for processing customer orders, deliegégroducts, providing services and
support to our customers, billing and tracking customers, fulfilling contractual obligations, amitherwise running our business. Any
disruption in our information systems and thos¢hefthird parties upon whom we rely could havegaificant impact on our business. In
addition, we are in the process of enhancing darmmation systems. The implementation of thesegygfeenhancements is frequently
disruptive to the underlying business of an entsepmwhich may especially be the case for us dileesize and complexity of our businesses.
Any disruptions relating to our systems enhancemgdrticularly any disruptions impacting our opierss during the implementation period,
could adversely affect our business in a numbeespects. Even if we do not encounter these adeéiesets, the implementation of these
enhancements may be much more costly than we pentd. If we are unable to successfully implemeatibtformation systems enhancements
as planned, our financial position, results of agiens, and cash flows could be negatively impacted

If we fail to manage future growth effectively, weay not be able to meet our custon” needs or be able to meet our future reporting
obligations.

We have expanded our operations since inceptioraaticipate further expansion in the future. Thitufe growth, if it occurs, will place
significant demands on our management, infrastraauad other resources. Additionally, further inggional growth may occur in regions
where we presently have little or no infrastructtre manage any future growth, we will need to himéegrate and retain highly skilled and
motivated employees. We will also need to contitwienprove our financial and management contr@pprting and operational systems and
procedures. If we do not effectively manage oumgihowe may not be able to meet our customers’ nebdseby adversely affecting our sales,
or be able to meet our future reporting obligations
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Our financial results may be adversely impactediigher than expected tax rates and we may have expe to additional tax liabilities.

As a multinational corporation, we are subjectimoime taxes as well as non-income based taxesthintitee United States and various
foreign jurisdictions. Our domestic and internasibtax liabilities are subject to the allocationrefenues and expenses in different jurisdict
and the timing of recognizing revenues and expersgditionally, the amount of income taxes paidusject to our interpretation of applical
tax laws in the jurisdictions in which we file ankdanges to tax laws. Significant judgment is regpiin determining our worldwide provision
for income taxes and other tax liabilities. Fromdito time, we are subject to income tax auditsil&\he believe we have complied with all
applicable income tax laws, there can be no aseartimat a governing tax authority will not haveiffedent interpretation of the law and assess
us with additional taxes. Should we be assessddaaltlitional taxes, there could be a material aveffect on our financial condition or
results of operations.

Our future effective tax rate may be affected bghsiactors as changes in tax laws, regulationatesy changing interpretation of exist
laws or regulations, the impact of accounting fock-based compensation, the impact of accountingdisiness combinations under the new
accounting standard FAS No. 141R, changes in d@erriational organization, and changes in overa#lieof income before tax. In addition, in
the ordinary course of a global business, thereraney intercompany transactions and calculationsrevthe ultimate tax determination is
uncertain. Although we believe that our tax estesaire reasonable, we cannot assure you thanhtled@termination of tax audits or tax
disputes will not be different from what is refledtin our historical income tax provisions and aats.

We are also subject to non-income taxes, suchyaslpaales, use, valuadded, net worth, property and goods and servéoest in bott
the United States and various foreign jurisdictioe are under audit from time to time by tax adties with respect to these non-income
taxes and may have exposure to additional non-iedam liabilities.

Our business is subject to the risks of earthquakié®, floods and other natural catastrophic eventand to interruption by man-made
problems, such as computer viruses or terrorism,iethcould result in delays or cancellations of casher orders or the deployment of o
products.

Our corporate headquarters are located in the Sarcisco Bay Area, a region known for seismic digthA significant natural disaster,
such as an earthquake, fire or a flood, could lzanmterial adverse impact on our business, finhooradition and results of operations. As we
continue to grow internationally, increasing amauritour business will be located in foreign coigstthat may be more subject to political or
social instability that could disrupt operations.alddition, our servers are vulnerable to compuiteses, break-ins and similar disruptions from
unauthorized tampering with our computer systeragthErmore, acts of terrorism or war could causeugitions in our or our customers’
business or the economy as a whole. To the extahstich disruptions result in delays or canceletiof customer orders, or the deploymel
our products, our revenues would be adversely t&itec

Risks Related to Our Relationship with EMC

As long as EMC controls us, holders of our Classs8mmon stock will have limited ability to influenamatters requiring stockholde
approval.

As of June 30, 2009, EMC owned 27,000,000 sharesiio€lass A common stock and all 300,000,000 shafreur Class B common
stock, representing approximately 83% of the totastanding shares of common stock or 98% of thimg@ower of outstanding common
stock. The holders of our Class A common stock@mdClass B common stock have identical rightsfguesices and privileges except with
respect to voting and conversion rights, the edectif directors, certain actions that require thesent of holders of Class B common stock and
other protective provisions as set forth in outifieate of incorporation. Holders of our Class &mmon stock are entitled to 10 votes per s
of Class B common stock on all matters exceptterelection of our Group Il directors, in which edkey are entitled to one vote per share,
and the holders of our Class A common stock arideshto one vote per share of Class A common stdbke holders of Class B common st
voting separately as a class, are entitled to 8@%t of the total number of directors on our baafrdirectors that we would have if there were
no vacancies on our board of directors at the tifinese are our Group | directors. Subject to agiytsi of any series of preferred stock to elect
directors, the holders of Class A common stocktaecholders of Class B common stock, voting togedisea single class, are entitled to elect
our remaining directors, which at no time will les$ than one director—our Group 1l director(s).résaf Class B common stock are entitled
to one vote per share when voting for such remgidirectors. Accordingly, the holders of our Cl8sommon stock currently are entitled to
elect 7 of our 8 directors. If EMC transfers sharesur Class B common stock to any party othen thauccessor-in-interest or a subsidiary of
EMC (other than in a distribution to its stockhatlander Section 355 of the Internal Revenue C6d986, as amended, or the Code, or in
transfers following such a distribution), thosersisawill automatically convert into Class A comnsinck. For so long as EMC or its
successor-in-interest beneficially owns sharesuoftommon stock representing at least a majorithefvotes entitled to be cast by the holders
of outstanding voting stock, EMC will be able tedlall of the members of our board of directors.
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In addition, until such time as EMC or its succesaeinterest beneficially owns shares of our commstock representing less than a
majority of the votes entitled to be cast by thédbos of outstanding voting stock, EMC will have tbility to take stockholder action without
the vote of any other stockholder and without hgtimcall a stockholder meeting, and holders of@ass A common stock will not be able to
affect the outcome of any stockholder vote durhig period. As a result, EMC will have the abilitycontrol all matters affecting us, includi

. the composition of our board of directors and, tigtoour board of directors, any determination wétbpect to our business ple
and policies

. any determinations with respect to mergers, adipis and other business combinatic
. our acquisition or disposition of asse

. our financing activities

. certain changes to our certificate of incorporat

. changes to the agreements providing for our triamsio becoming a public compar

. corporate opportunities that may be suitable foand EMC;

. determinations with respect to enforcement of Egi¢ may have against third parties, including wétspect to intellectual prope!
rights;

. the payment of dividends on our common stock;

. the number of shares available for issuance unalestock plans for our prospective and existing leyges.

Our certificate of incorporation and the mastensection agreement between us and EMC also comtavisions that require that as lo
as EMC beneficially owns at least 20% or more efdhtstanding shares of our common stock, the pffomative vote or written consent of
EMC (or its successor-in-interest) as the holdahefClass B common stock is required (subjecathecase to certain exceptions) in order to
authorize us to:

. consolidate or merge with any other ent

. acquire the stock or assets of another entity @egx of $100 million

. issue any stock or securities except to our sudnsédi or pursuant to our employee benefit pl
. establish the aggregate annual amount of shar@sayéssue in equity award

. dissolve, liquidate or wind us u

. declare dividends on our stoc

. enter into any exclusive or exclusionary arrangemath a third party involving, in whole or in pagiroducts or services that ¢
similar to EMC's; and

. amend, terminate or adopt any provision inconsistéttn certain provisions of our certificate of oyporation or bylaws

If EMC does not provide any requisite consent allgwus to conduct such activities when requestedywill not be able to conduct such
activities and, as a result, our business and perating results may be harmed. EMC'’s voting cdratnal its additional rights described above
may discourage transactions involving a changenfrol of us, including transactions in which hakslef our Class A common stock might
otherwise receive a premium for their shares dveitheneurrent market price. EMC is not prohibited fronflisg a controlling interest in us
a third party and may do so without the approvahefholders of our Class A common stock and withppaviding for a purchase of any sha
of Class A common stock held by persons other BEMIEC. Accordingly, shares of Class A common stoclky i@ worth less than they would
if EMC did not maintain voting control over us aave the additional rights described above.

In the event EMC is acquired or otherwise undergoelsange of control, any acquirer or successombwientitled to exercise the voting
control and contractual rights of EMC, and may darnsa manner that could vary significantly fronatiof EMC.

By becoming a stockholder in our company, holdémuo Class A common stock are deemed to haveaofiand have consented to the
provisions of our certificate of incorporation athé master transaction agreement with respecettirttitations that are described above.

Our business and that of EMC overlap, and EMC magnepete with us, which could reduce our market share

EMC and we are both IT infrastructure camips providing products related to storage managérack-up, disaster recovery, security,
system management and automation, provisioningesalirce management. There can be no assuran&Miatvill not engage in increased
competition with us in the future. In addition, tiéellectual property agreement that we have entérto with EMC will provide EMC the
ability to use our source code and intellectuapprty, which, subject to limitations, it may usept@duce certain products that compete with
ours. EMC's rights in this regard extend to its oniy-owned subsidiaries, which could include joientures where EMC holds a majority
position and one or more of our competitors holdarity positions.
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EMC could assert control over us in a manner whimlld impede our growth or our ability to enter nearkets or otherwise adversely
affect our business. Further, EMC could utilizecitsitrol over us to cause us to take or refraimftaking certain actions, including entering
into relationships with channel, technology andeotimarketing partners, enforcing our intellectualgerty rights or pursuing corporate
opportunities or product development initiativeattbould adversely affect our competitive positimejuding our competitive position relative
to that of EMC in markets where we compete withrthih addition, EMC maintains significant partnepshwith certain of our competitors,
including Microsoft.

EMC’s competition in certain markets may affect our itity to build and maintain partnerships.

Our existing and potential partner relationshipy ina affected by our relationship with EMC. We partwith a number of companies
that compete with EMC in certain markets in whidl& participates. EMC’s majority ownership in us imigffect our ability to effectively
partner with these companies. These companies avay bur competitors because of our relationship &MC.

EMC competes with certain of our significant chdntechnology and other marketing partners, incigdBM and Hewlett-Packard.
Pursuant to our certificate of incorporation anteotagreements that we have with EMC, EMC may hiagebility to impact our relationship
with those of our partners that compete with EM@iclr could have a material adverse effect on cgulte of operations or our ability to
pursue opportunities which may otherwise be avhilédbus.

Our historical financial information as a businessegment of EMC may not be representative of ourutesas an independent public
company.

The historical financial information covering therfpds prior to our initial public offering (“IPO’'ih August 2007 included in our Annual
Report on Form 10-K for the fiscal year ended Ddoen31, 2008 does not necessarily reflect whafinancial position, results of operations
or cash flows would have been had we been an imdigpe entity during those historical periods. Tredrical costs and expenses reflected in
our consolidated financial statements prior to 2B@8ude an allocation for certain corporate fuois historically provided by EMC, including
tax, accounting, treasury, legal and human resawesvices. Although we have transitioned moshe$é corporate functions to VMware
personnel, in certain geographic regions where oveal have an established legal entity, we contkétt EMC subsidiaries for support
services and EMC employees who are managed by V¥&ipaisonnel. The costs incurred by EMC on VMwabelsalf related to these
employees include a mark-up intended to approxiroasés that would have been charged had such @amssrgs been with an unrelated third
party. These costs have been charged by EMC aridcdueled as expenses in our consolidated statenoémicome. Our historical financial
information is not necessarily indicative of what dinancial position, results of operations ortcéiews will be in the future if and when we
contract at arm’s-length with independent thirdtigarfor the services we have received and cugreateive from EMC. For additional
information, see “Management’s Discussion and Asialpf Financial Condition and Results of Operatfcemd our historical consolidated
financial statements and notes thereto.

In order to preserve the ability for EMC to distrite its shares of our Class B common stock on &-free basis, we may be prevented from
pursuing opportunities to raise capital, to effectte acquisitions or to provide equity incentivesaior employees, which could hurt ot
ability to grow.

Beneficial ownership of at least 80% of the totating power and 80% of each class of nonvotingteaptock is required in order for
EMC to effect a tax-free spin-off of VMware or c@irt other tax-free transactions. We have agredddhao long as EMC or its successor-in-
interest continues to own greater than 50% of titeng control of our outstanding common stock, wik mot knowingly take or fail to take ar
action that could reasonably be expected to precEMC'’s or its successor-in-interest’s ability twdertake a tax-free spin-off. Additionally,
under our certificate of incorporation and the raasitansaction agreement we entered into with EMEmust obtain the consent of EMC or
successor-in-interest, as the holder of our ClaserBmon stock, to issue stock or other VMware sgesr excluding pursuant to employee
benefit plans (provided that we obtain Class B cammstockholder approval of the aggregate annuabeurof shares to be granted under such
plans), which could cause us to forgo capital ngigir acquisition opportunities that would otheevie available to us. As a result, we may be
precluded from pursuing certain growth initiatives.

Third parties may seek to hold us responsible fiabilities of EMC, which could result in a decrease our income.

Third parties may seek to hold us responsible MCEs liabilities. Under our master transaction agrent with EMC, EMC wiill
indemnify us for claims and losses relating toiliaes related to EMC'’s business and not relatedur business. However, if those liabilities
are significant and we are ultimately held lialbe them, we cannot be certain that we will be ablecover the full amount of our losses from
EMC.
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Although we have entered into a tax sharing agreemwith EMC under which our tax liabilities effectiely will be determined as if we we
not part of any consolidated, combined or unitagxtgroup of EMC Corporation and/or its subsidiariea/e nonetheless could be held liable
for the tax liabilities of other members of theseogips.

We have historically been included in EMC's condated group for U.S. federal income tax purposesyell as in certain consolidated,
combined or unitary groups that include EMC Corgioraand/or certain of its subsidiaries for statd &écal income tax purposes. Pursuant to
our tax sharing agreement with EMC, we and EMC gadhyewill make payments to each other such théit) wespect to tax returns for any
taxable period in which we or any of our subsidiarare included in EMC’s consolidated group for.UJe8eral income tax purposes or any
other consolidated, combined or unitary group of&®lorporation and/or its subsidiaries, the amoitéxes to be paid by us will be
determined, subject to certain adjustments, agiémd each of our subsidiaries included in suclksadatated, combined or unitary group filed
our own consolidated, combined or unitary tax metur

Prior to our IPO in August 2007, we were includedhe EMC consolidated group for U.S. federal inedax purposes, and expect to
continue to be included in such consolidated grfoueriods in which EMC owned at least 80% of tihtal voting power and value of our
outstanding stock. Each member of a consolidatedmduring any part of a consolidated return yegointly and severally liable for tax on-
consolidated return of such year and for any sulesstty determined deficiency thereon. Similarlysame jurisdictions, each member of a
consolidated, combined or unitary group for sthteal or foreign income tax purposes is jointly @ayerally liable for the state, local or
foreign income tax liability of each other membéthe consolidated, combined or unitary group. Adawgly, for any period in which we are
included in the EMC consolidated group for U.S ied income tax purposes or any other consolidatabined or unitary group of EMC
Corporation and/or its subsidiaries, we could bblé in the event that any income tax liability vimsurred, but not discharged, by any other
member of any such group.

Any inability to resolve favorably any disputes trarise between us and EMC with respect to our pastl ongoing relationships may rest
in a significant reduction of our revenues and edngys.

Disputes may arise between EMC and us in a nunfemeas relating to our ongoing relationships,udatg:

. labor, tax, employee benefit, indemnification ariceo matters arising from our separation from El

. employee retention and recruitir

. business combinations involving

. our ability to engage in activities with certainacimel, technology or other marketing partn

. sales or dispositions by EMC of all or any portadrits ownership interest in u

. the nature, quality and pricing of services EMC ageeed to provide u

. arrangements with third parties that are excluspt@EMC;

. business opportunities that may be attractive tb BE&MC and us; an

. product or technology development or marketingvétidis or customer agreements which may requiretmsent of EMC

We may not be able to resolve any potential catsfliand even if we do, the resolution may be lagsrfble than if we were dealing with
an unaffiliated party.

The agreements we enter into with EMC may be antenden agreement between the parties. While weargolled by EMC, we may
not have the leverage to negotiate amendmentese thgreements if required on terms as favorahle &s those we would negotiate with an
unaffiliated third party.

Some of our directors and executive officers own EMommon stock, restricted shares of EMC commorcktand/ or options to acquir
EMC common stock and hold management positions Wik C, which could cause conflicts of interests thasult in our not acting or
opportunities we otherwise may have.

Some of our directors and executive officers own@E8bdmmon stock and/or options to purchase EMC comstack. In addition, some
of our directors are executive officers and/or ctives of EMC. Ownership of EMC common stock, resédl shares of EMC common stock and
options to purchase EMC common stock by our dirscand officers and the presence of executiveefior directors of EMC on our board
directors could create, or appear to create, aisftif interest with respect to matters involvirggtbus and EMC that could have different
implications for EMC than they do for us. Provissaof our certificate of incorporation and the mastensaction agreement between EMC and
us address corporate opportunities that are predéatour directors or officers that are also doesor officers of EMC. There can be no
assurance that the provisions in our certificatmobrporation or the master transaction agreeméhadequately address potential conflicts of
interest or that potential conflicts of interestlwe resolved in our favor or that we will be abdetake advantage of corporate opportunities
presented to individuals who are officers or divestof both us and EMC. As a result, we may belpded from pursuing certain growth
initiatives.
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EMC’s ability to control our board of directors may rka it difficult for us to recruit independent direors.

So long as EMC beneficially owns shares of our camstock representing at least a majority of thiev@ntitled to be cast by the
holders of outstanding voting stock, EMC can effedy control and direct our board of directorsrifer, the interests of EMC and our other
stockholders may diverge. Under these circumstampersons who might otherwise accept our invitatmjoin our board of directors may
decline.

We are a “controlled company” within the meaning tfie New York Stock Exchange rules, and, as a résate relying on exemptions from
certain corporate governance requirements that piaesprotection to stockholders of companies thag arot “controlled companies.”

EMC owns more than 50% of the total voting poweoaf common shares and, as a result, we are artdiect company” under the New
York Stock Exchange corporate governance standasia.controlled company, we are exempt under e Mork Stock Exchange standards
from the obligation to comply with certain New Yo8tock Exchange corporate governance requiremiectading the requirements:

. that a majority of our board of directors consaftindependent director

. that we have a corporate governance and nominatimgnittee that is composed entirely of independé@ettors with a written
charter addressing the commi’s purpose and responsibilitie

. that we have a compensation committee that is cestpentirely of independent directors with a wnittharter addressing tl
committef s purpose and responsibilities; ¢

. for an annual performance evaluation of the nonmigadnd governance committee and compensation ctie@

While we have voluntarily caused our Compensatiwh @orporate Governance Committee to currentlydmeposed entirely of
independent directors in compliance with the rezmignts of the New York Stock Exchange, we are eguired to maintain the independent
composition of the committee. As a result of our abthe “controlled company” exemptions, holdersur Class A common stock will not
have the same protection afforded to stockholdecempanies that are subject to all of the New Y®tick Exchange corporate governance
requirements.

Risks Related to Owning Our Class A Common Stock

Our Class A common stock has only been publiclyded since August 14, 2007 and the price of our Gldscommon stock has fluctuated
substantially since then and may fluctuate substatly in the future.

Our Class A common stock has only been publiclgethsince our IPO on August 14, 2007. The tradigepf our Class A common
stock has fluctuated significantly since then. &xample, between January 1, 2008 and June 30, #@96losing trading price of our Class A
common stock was very volatile, ranging between&3and $84.60 per share. Our trading price cdulttdfate substantially in the future due
to the factors discussed in this Risk Factors secind elsewhere in this Quarterly Report on FobrQ1

Substantial amounts of Class A common stock ar inebur employees, EMC, Intel Corporation (“Injedhd Cisco Systems (“Cisco”),
and all of the shares of our Class B common stablich may be converted to Class A common stock upqgaoest of the holder, are held by
EMC. Contractual restrictions on the sale of shaedd by EMC, Cisco and Intel expired in 2008. 8itite expiration of the contractual
restrictions on its sale of VMware stock, Intel lsatd a portion of the shares that it initially p@sed and disclosed that as of May 12, 2009, it
held approximately 5.0 million of the shares of &&l& common stock it had originally purchased. €iaed EMC each purchased 500,000 of
the shares sold by Intel during 2008, thereby msiregg their holdings. Shares of Class A commonkshetd by EMC (including shares of
Class A common stock that might be issued uportdineersion of Class B common stock) are eligiblestde subject to the volume, manne
sale and other restrictions of Rule 144 of the 8ges Exchange Act of 1933 which allow the holtiesell up to the greater of 1% of our
outstanding Class A common stock or our averagé&khyeéeading volume during any three-month period &ollowing the expiration of their
contractual restrictions. Additionally, EMC possessegistration rights with respect to the shafesiocommon stock that it holds. If EMC
chooses to exercise such rights, its sale of taeeshthat are registered would not be subjectedilie 144 limitations. If a significant amount
of the shares that become eligible for resale ghtepublic trading markets in a short period ofetj the market price of our Class A common
stock may decline.

Additionally, broad market and industry factors nigcrease the market price of our Class A commuokstegardless of our actual
operating performance. The stock market in genaral,technology companies in particular, also laften experienced extreme price and
volume fluctuations. In addition, in the past, deling periods of volatility in the overall markatcéthe market price of a company’s securities,
securities class action litigation has often bestituted, including against us, and, if not resdhgwiftly, can result in substantial costs and a
diversion of management’s attention and resources.
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If securities or industry analysts do not publishr coease publishing research or reports about usy business or our market, or if the
change their recommendations regarding our stockvadsely, our stock price and trading volume coulelatine.

The trading market for our Class A common stock kel influenced by the research and reports ttthtstry or securities analysts may
publish about us, our business, our market or ompetitors. If any of the analysts who may covech&nge their recommendation regarding
our stock adversely, or provide more favorabletigdarecommendations about our competitors, owkspoice would likely decline. If any
analyst who may cover us were to cease coveragerafompany or fail to regularly publish reportsu® we could lose visibility in the
financial markets, which in turn could cause oocktprice or trading volume to decline.

Delaware law and our certificate of incorporationna bylaws contain an-takeover provisions that could delay or discourag&eover
attempts that stockholders may consider favorable.

Provisions in our certificate of incorporation amdaws will have the effect of delaying or prevagtia change of control or changes in
our management. These provisions include the fatigw

. the division of our board of directors into thrdasses, with each class serving for a staggeree-year term, which would preve
stockholders from electing an entirely new boardicéctors at any annual meetir

. the right of the board of directors to elect a clioe to fill a vacancy created by the expansiothefboard of director:

. following a distribution of Class B common stock BWIC to its stockholders, the restriction that adfecial owner of 10% or more
of our Class B common stock may not vote in angteda of directors unless such person or group a¥gas at least an equivalent
percentage of Class A common stock or obtains ajapad our board of directors prior to acquiringieéicial ownership of at least
5% of Class B common stoc

. the prohibition of cumulative voting in the electiof directors or any other matters, which wouldestvise allow less than a
majority of stockholders to elect director candéda

. the requirement for advance notice for nominatimnglection to the board of directors or for prejpmg matters that can be acted
upon at a stockholde’ meeting;

. the ability of the board of directors to issue,haitit stockholder approval, up to 100,000,000 shafr@seferred stock with terms ¢
by the board of directors, which rights could beiseto those of common stock; a

. in the event that EMC or its succes-in-interest no longer owns shares of our common stefesenting at least a majority of -
votes entitled to be cast in the election of divexitstockholders may not act by written consedtraay not call special meetings of
the stockholders

Until such time as EMC or its successor-in-intecestses to beneficially own 20% or more of thetantting shares of our common
stock, the affirmative vote or written consentlod holders of a majority of the outstanding shafahe Class B common stock will be required
to:

. amend certain provisions of our bylaws or certticaf incorporation

. make certain acquisitions or dispositio

. declare dividends, or undertake a recapitalizadioliquidation;

. adopt any stockholder rights ple*poison pil” or other similar arrangemer

. approve any transactions that would involve a memnsolidation, restructuring, sale of substdigtal of our assets or any of o
subsidiaries or otherwise result in any persomtityeobtaining control of us or any of our subsidgs; or

. undertake certain other actiol

In addition, we have elected to apply the provisiohSection 203 of the Delaware General Corpandtiwv. These provisions may
prohibit large stockholders, in particular thosenovg 15% or more of our outstanding voting stocknf merging or combining with us. These
provisions in our certificate of incorporation aoylaws and under Delaware law could discouragenpiaietakeover attempts and could reduce
the price that investors might be willing to pay éhares of our common stock.

Intel’s and Cisco’s ownership relationship with us anldet membership on our board of individuals proposeyintel and Cisco may create
actual or potential conflicts of interest.

As a result of an investment by Intel Capital im @liass A common stock in August 2007, Intel haswanership interest in us and
pursuant to Intel’s right to designate a directregptable to our board of directors, we appointethtel executive to our board of directors.
Cisco, pursuant to its purchase of our Class A comsiock from EMC, also has an ownership relatignslith us, and we appointed an
executive officer of Cisco (since retired from tpasition) proposed by Cisco as one of our directbhese relationships may create actual or
potential conflicts of interest and the best ins¢gef Intel or Cisco may not reflect the bestriesés of other holders of our Class A common
stock.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
(a) Sales of Unregistered Securities
None.
(b) Use of Proceeds from Public Offering of ComrStock
None.
(c) Purchases of Equity Securities by the Issuek Affiliated Purchasers

Issuer Purchases of Equity Securities during tletquended June 30, 2009:

Total Number of Approximate Dollar Value
Shares Purchase:
of Shares That May Yet Bi

Total Number as Part of Publicly
Purchased Under the
of Shares Average Price Announced Plans Publicly Announced Plans

Period Purchased Paid Per Share or Programs or Programs
April 1 — April 30, 2009 1,18¢ $ 28.61 — $ =
May 1- May 31, 200¢ 7,10¢ 28.21 — —
June 1- June 30, 200 345,41 32.4: — —
353,70° 32.3i — $ —

We do not have a publicly announced stock repucpasgram. All shares referenced in the above tablke withheld through net share
settlements during the fiscal quarter ending Juhe€809 upon the vesting of restricted stock umderequity compensation plan to satisfy tax
withholding obligations.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

We held our 2009 Annual Meeting of Stockholderg (tAnnual Meeting”) on May 27, 2009. At the AnniMeéeting, our Class B
stockholders elected two Class I, Group | direstoreach serve a three-year term and our Clagsmnon and Class B common stockholders:

1. ratified the selection by the Audit Committee of @oard of Directors of PricewaterhouseCoopers bsRur independent auditc
for the fiscal year ending December 31, 2009,

2. approved an amendment to VMware’s 2007 Equitylanentive Plan to increase the number of shar€@ass A common stock
available for grant under the plan by 20 milliomsts.

The election of the Class I, Group | directors rreeited for election at the Annual Meeting was vatadsolely by the Class B common
stock. Each share of Class B common stock wadeghtit ten votes per share on all matters to bedvoh at the Annual Meeting. Each shares
of Class A common stock was entitled to one votespare on all matters to be voted on at the AnMesdting for which Class A common
stockholder votes were solicited.

The results of the votes for each of the aboveqsals were as follows:
1. Election of Directors

Class In Favor Against
Michael W. Brown (Group | directo ClassE 3,000,000,00 —
Dennis D. Powell (Group | directo ClassE 3,000,000,00 —

2. Ratified the selection by the Audit Committee af Board of Directors of PricewaterhouseCoopers akPur independent auditc
for the fiscal year ending December 31, 2C

Class In Favor Against Abstain
Class A 80,752,06 240,55¢ 100,21:
Class B 3,000,000,00 — —
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3. Approved the amendment to the VMware, Inc. 2007itgdocentive Plan

Class In Favor Against Abstain Broker Non-Votes
Class A 52,082,61 16,877,50 28,47 12,104,24
Class B 3,000,000,00 — — —

ITEM 5. OTHER INFORMATION
None.
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ITEM 6. EXHIBITS

10.1  VMware, Inc. 2007 Equity and Incentive Plan, as adeel (incorporated by reference to Exhibit 99.¥kdware, Inc’s Registratior
Statement on Form-8 filed on June 4, 200¢

10.2 2009 Executive Bonus Plan, as amen

31.1  Certification of Principal Executive Officer reqait by Rule 13-14(a) or Rule 1£-14(a) of the Securities Exchange Act of 1934
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

31.z  Certification of Principal Financial Officer reqen by Rule 13-14(a) or Rule 15-14(a) of the Securities Exchange Act of 1934
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

32.1  Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiioBe906 of the Sarbanes-Oxley
Act of 2002.

32.z  Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiioBe906 of the Sarbanes-Oxley
Act of 2002.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, therednlp authorized.

VMWARE, INC.

Dated: August 6, 200 By: /s/  MARK S. PEEK
Mark S. Peek
Senior Vice President and Chief Financial Officer
(Principal Financial Officer and Duly Authorized f@@&r)
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10.1

10.z
31.1

31.z

32.1

32.2

EXHIBIT INDEX

VMware, Inc. 2007 Equity and Incentive Plan, as ade& (incorporated by reference to Exhibit 99.Vkéware, Inc’s Registratior
Statement on Form-8 filed on June 4, 2003

2009 Executive Bonus Plan, as amen

Certification of Principal Executive Officer reqait by Rule 13-14(a) or Rule 1E-14(a) of the Securities Exchange Act of 1934
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

Certification of Principal Financial Officer reqen by Rule 13-14(a) or Rule 15-14(a) of the Securities Exchange Act of 1934
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtioBe906 of the Sarbanes-Oxley
Act of 2002.

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtioBe906 of the Sarbanes-Oxley
Act of 2002.
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Exhibit 10.2

VMware, Inc.
2009 Executive Bonus Program
Amended and Restated April 14, 2009

Executive Bonus Program Objectives
Among the objectives of the VMware Bonus Prograg0e9 are to:

. motivate our executives to achieve our strategierational and financial goe
. reward superior performan

. attract and retain exceptional executives;

. reward behaviors that result in long term increagtedkholder valu

Overview

The Compensation and Corporate Governance Comrhisteadopted a cash bonus program relating torpgaface in 2009 (the “2009
Program”) under the 2007 Equity and Incentive Rtha “Plan”) providing for possible cash bonusespecified executives of VMware, Inc.
and its consolidated subsidiaries (the “Companyhless otherwise indicated herein, provisions efftan shall apply to the 2009 Program.

In keeping with VMware’s philosophy of tying a sténstial portion of our executive compensation t® dichievement of measurable
achievements, a goals-based cash bonus prograbebagleveloped and implemented. The determinafiboraus payout will be made
semiannually after the conclusion of the semitual measurement periods ending on June 30 acehiber 31 based on results achieved b
company, as reported to the Compensation and Catg@overnance Committee by the Corporate Contr@lenuses will be determined by
the Compensation and Corporate Governance Comnoitte Board of Directors (the “Administrator”)oBus payments will only occur if
certain predetermined company and individual (“MBObBjectives are successfully achieved. Bonus ansowitl be calculated (“Calculated
Bonus Amounts”) based upon the degree of achieveaighe predetermined objectives. The Compensati@hCorporate Governance
Committee shall determine final bonus payouts anis discretion, taking into account review arisicdssion of recommendations made by
Chief Executive Officer, may reduce, but not inaedinal bonus payouts from the Calculated Bonom#énts.

Bonus awards represent an unfunded, unsecured ggdimithe Company to pay a bonus amount deternbypdite Compensation and
Corporate Governance Committee to each Participamipnly upon satisfaction of the performanceecidt determined by the Compensation
and Corporate Governance Committee in accordarntetié provisions set forth below.

Eligibility

All senior executives are eligible to be considefardparticipation. However, no person is autonsadljcentitled to participate in the 2009
Program. Participants will be approved solely atdiscretion of the Compensation and Corporate Gavee Committee and may be amended
at any time by the Compensation and Corporate Gavee Committee. Additionally, the executive mwestb employee of the Company at
time the bonus is paid out in order to vest in trighreceive payment.

Participants may include officers of the Compangefined under Rule 16a-1 of the 1934 SecuritiasshBrge Act (“Section 16 Officers”) and
other senior executives who are not Section 16c&ffi. At its discretion, the Compensation and CagoGovernance Committee may dele
authority to the Chief Executive Officer to add iserexecutives who are not Section 16 Officershi® 2009 Program.
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Administration

As Administrator, the Compensation and Corporategdmance Committee is ultimately responsible faneuistering the 2009 Program. The
Administrator has all powers and discretion neagsseaappropriate to review and approve the 20@gyRm and its operation, including, but
not limited to, the power to (a) determine Partifs, (b) interpret the provisions of the 2009 Paayg (c) adopt rules for the administration,
interpretation and application of the 2009 Progmamsistent with the Plan, and (d) interpret, amanievoke any such rules. All
determinations and decisions made by the Admirngstend any decision of the Administrator shalfibal, conclusive, and binding on all
persons, and shall be given the maximum defereaduaitied by law. The Administrator, in its soleatistion, may amend or terminate the 2
Program, or any part thereof, at any time and figrr@ason, subject to the limitations set fortiséttions 3, 6(b)(iv) and 7 of the Plan.

The Administrator shall exercise full authorityrtaake final determinations with respect to bonusestgd under the 2009 Program to
Section 16 Officers. The Administrator may, indiscretion, delegate authority over bonuses tadhaants who are not Section 16 Officers to
the Chief Executive Officer of the Company.

Target Percentage
The Administrator shall establish target bonus@o»(us Targets”) and bonus formulas for the 200y Rm.

Target bonus amounts will be a percentage of adjsht’'s semi-annual base salary as of the dat¢atget bonus percentage is established
(the “Target Bonus Percentage”).

The Calculated Bonus Amount, if any, may range 0%00% of the Target Bonus Percentage depending p@dormance achievement.
Minimum bonus thresholds are described below.

Performance Period

Unless otherwise indicated, the performance pefiodsonuses granted under the 2009 Program sivafrom January 1, 2009 to June 30,
2009 and from July 1, 2009 to December 31, 200&:Hea “Performance Period”). Participants are rde@ during the period that they are
actively employed by VMware.

Participants are not eligible to participate in atlyer Company bonus or incentive plan during ddPeance Period. This exclusion does not
apply, however, to applicable employee referralusas, spot bonuses, equity awards, or Companyilwotidins to qualified retirement or
savings plans.

New Hires: Calculated Bonus Amounts will be prorated for heklired participants based on the number of dagy aire employed
during the Performance Period.

Leaves of Absence Calculated Bonus Amounts will be prorated for &éinye during the Performance Period that a Pagitijis on an
unpaid leave of absence status. Unpaid leavesseinale exclude those absences for which vacatidalesive or other compensation is
paid directly by the Company. Unpaid absences gethose absences for which compensation is ret&igm any source other than
directly from the Company.

Changes in Positiornt Participants who move from one 2009 bonus-el@jidsition to a different 2009 bonus-eligible piositwith a
different target bonus percentage may earn a thgais prorated on base pay and bonus at theo$tath period.

Termination : In order to vest and the right to receive a bamder the 2009 Program, an employee must be &ttive employment
status or on approved leave at the day the borpeidsout. An employee whose employment ends fgrraason prior to that date will r
earn and will not be paid any bonus under this Z&@gram.
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The Compensation and Corporate Governance Comrsittdehave the exclusive discretion to determihenva Participant is no longer
actively employed for purposes of the 2009 Proganticipants have no right or interest in any lsand such bonus is not earned unless the
Administrator determines a bonus payout is due.

Performance Metrics

The Calculated Bonus Amount will depend on botlogany component (“Corporate Financial Metric”) amdindividual component
(“MBO”) selected from the performance goals frore 2007 Plan. The Company must meet a threshol@%f & the Corporate Financial
Metric in order for any bonus payouts to be mafithd 80% threshold is not achieved, the 2009 Rrogshall not be funded and no bonus
payouts shall be made. The Corporate Financialitdetthe MBO’s and their relative weighting shadl dbetermined by the Committee within
45 days of the commencement of the performancedgeri

Corporate Financial Metric Component

The Corporate Financial Metric shall be determibgaalculating success against company-wide firdmoetrics and, as applicable, business
unit performance metrics, as determined by the Gorsation and Corporate Governance Committee.

MBO (Individual) Component

Each Participant will be assigned individual pemiance goals by the Compensation and Corporate Gawvee Committee that are appropriate
to the Participant’s role at the Company. If thddhrachievement of 80% of the Corporate Financiatrd is met, then the MBO component is
funded at the same percentage as the Corporatedrahdetric. The Compensation and Corporate Gomece Committee can exercise
negative discretion to reduce the bonus for the MB®ponent. In making its determination whethenettuce the bonus for the MBO
component, the Committee’s shall review and disthisChief Executive Officer’s assessment of eaatti¢?pant’s achievement of his or her
individual performance goals.

Bonus Determination and Payment

The Compensation and Corporate Governance Comrstttdedetermine final bonus payouts to Participdoased upon achievement of the
foregoing metrics and goals. The Committee resetheesight to reduce bonus payouts below CalculB@aus Amounts or not make any
bonus payouts in its sole discretion.

Cancellation, Rescission and Recoupment of Awards

Any bonus granted under this 2009 Program to adijzant shall be subject to cancellation, rescissiepayment or other action at the
discretion of the Compensation Committee as s#h farSection 7(c) of the Plan in the event thathsBarticipant engages in “Detrimental
Activity” as such term is defined in Section 7(c)

Additionally, the Compensation and Corporate Gogaoe Committee shall have the discretion to reghaeeach Participant reimburse the
Company for all or any portion of any bonuses paider the 2009 Program if —

(a) the payment was predicated upon the achieveaf@etrtain financial results that were subseqyethé subject of a material financial
restatement,
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(b) in the Board’s view, the Participant engage@tanid or misconduct that caused or partially cdubke need for a material financial
restatement by the Company or any substantialeaéfiland

(c) a lower payment, award, or vesting would haseuored based upon the restated financial results.

In each such instance, upon the determinationeCthmpensation and Corporate Governance Committesgjtiire recoupment of a previously
paid bonus awarded under the 2009 Program, the @aynpill, to the extent practicable and allowabheler applicable laws, require
reimbursement of any bonus awarded for the releparibd exceeded the lower payment that would lhee® made based on the restated
financial results, provided that the Company wilt seek to recover bonuses compensation paid rharethree years prior to the date the

applicable restatement is disclosed.

At-Will Employment (US Only)

This Plan does not affect the terminable-at-wakss of the employment relationship. Neither thaiatment of goals nor the continuous service
requirement necessary to earn a bonus alters tlity aban employee or the Company to terminatepyment at any time, with or without
reason and with or without advance notice.
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Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Paul Maritz, certify that:
1. I have reviewed this quarterly report on Forn-Q of VMware, Inc.;

Based on my knowledge, this report does notaiomny untrue statement of a material fact or améitate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statemeamts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, andtfe periods presented in this rep

4.  The registrant’s other certifying officer(s) alngre responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

a. Designed such disclosure controls and proceduregused such disclosure controls and procedutes tesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b. Designed such internal control over financial réjpgr, or caused such internal control over finah@gorting to be designed unc
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c. Evaluated the effectiveness of the registratisslosure controls and procedures and presentdsineport our conclusions about
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

d. Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the registré' s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

5.  The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmnmittee of the registrant’s board of direct@yspersons performing the equivalent
functions):

a. All significant deficiencies and material weagses in the design or operation of internal comvelr financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

b.  Any fraud, whether or not material, that invavaanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: August 6, 200 By: /s/_PAUL MARITZ
Paul Maritz
President and Chief Executive Officer
(Principal Executive Officer




Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Mark S. Peek, certify that:
1. I have reviewed this quarterly report on Forn-Q of VMware, Inc.;

Based on my knowledge, this report does notaiomny untrue statement of a material fact or améitate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statemeamts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, andtfe periods presented in this rep

4.  The registrant’s other certifying officer(s) alngre responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

a. Designed such disclosure controls and proceduregused such disclosure controls and procedutes tesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b. Designed such internal control over financial réjpgr, or caused such internal control over finah@gorting to be designed unc
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c. Evaluated the effectiveness of the registratisslosure controls and procedures and presentdsineport our conclusions about
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

d. Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the registré' s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

5.  The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmnmittee of the registrant’s board of direct@yspersons performing the equivalent
functions):

a. All significant deficiencies and material weagses in the design or operation of internal comvelr financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

b.  Any fraud, whether or not material, that invavaanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: August 6, 200 By: /s/ MARKS. PEEK
Mark S. Peel
Senior Vice President and Chief Financial Offi
(Principal Financial 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 Sarban&s<ey Act of 2002

I, Paul Maritz, certify pursuant to 18 U.S.C. Sentil350, as adopted pursuant to Section 906 dbaneanes-Oxley Act of 2002, that the
Quarterly Report of VMware, Inc. on Form 10-Q fbetquarterly period ended June 30, 2009 fully ca@spkith the requirements of
Section 13(a) or 15(d) of the Securities Exchangeo& 1934 and the information contained in suchn-&0-Q fairly presents, in all material
respects, the financial condition and results arafions of VMware, Inc.

Date: August 6, 200 By: [/s/_PAUL MARITZ
Paul Maritz
President and Chief Executive Officer
(Principal Executive Officer

This certification “accompanies” the Form 10-Q tbigh it relates, is not deemed filed with the S@mg and Exchange Commission and
is not to be incorporated by reference into arigdilof the Company under the Securities Act of 13&3amended, or the Securities Exchange

Act of 1934, as amended (whether made before er tife date of the Form 10-Q), irrespective of gageral incorporation language contained
in such filing.



Exhibit 32.2

Certification of Chief Financial Officer
Pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarban&s<ey Act of 2002

I, Mark S. Peek, certify pursuant to 18 U.S.C. Bec1350, as adopted pursuant to Section 906 ob#rbanes-Oxley Act of 2002, that
the Quarterly Report of VMware, Inc. on Form 104D the quarterly period ended June 30, 2009 fudiyglies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and the information contained in suchn-&0-Q fairly presents, in all material
respects, the financial condition and results arafions of VMware, Inc.

Date: August 6, 200 By: /s/_ MARKS. PEEK
Mark S. Peek
Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Office

This certification “accompanies” the Form 10-Q tbigh it relates, is not deemed filed with the S@mg and Exchange Commission and
is not to be incorporated by reference into arigdilof the Company under the Securities Act of 13&3amended, or the Securities Exchange

Act of 1934, as amended (whether made before er tife date of the Form 10-Q), irrespective of gageral incorporation language contained
in such filing.



