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SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-K

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the fiscal year ended December 31, 2010
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For transition period from to
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None
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Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 ort®acl5(d) of the Act. YesO No

Indicate by check mark whether the registrant € filed all reports required to be filed by Secti® or 15(d) of the Securities Exchange Act of4l88ring the preceding 12 months
(or for such shorter period that the registrant veagiired to file such reports), and (2) has be#jest to such filing requirements for the pastd@@s. Yes No O

Indicate by check mark whether the registrant lisnitted electronically and posted on its corpokeb site, if any, every Interactive Data File riegd to be submitted and posted
pursuant to Rule 405 of Regulation S-T (§232.408hisf chapter) during the preceding 12 monthsdostich shorter period that the registrant wasireduo submit and post such
files). Yes No O

Indicate by check mark if disclosure of delinquitiers pursuant to Item 405 of Regulation S-K ig contained herein, and will not be containedht bbest of registrant’s knowledge,
in definitive proxy or information statements inporated by reference in Part Ill of this Form 1@Kany amendment to this Form 10-KJ

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, @-accelerated filer, or a smaller reporting comp&@se the definitions of “large
accelerated filer,” “accelerated filer” and “smalteporting company” in Rule 12b-2 of the Exchadge.
Large accelerated filetx] Accelerated filer O
Non-accelerated filer O (Do not check if a smaller reporting compa Smaller reporting companyJ

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Bxgle Act). YesO No

At June 30, 2010, the aggregate market value afetistrant’s Class A common stock held by nonliaféis of the registrant (based upon the closihg gidace of such shares on the
New York Stock Exchange on June 30, 2010) was apprdely $4,563,264,652. Shares of the regis’s Class A common stock and Class B common stoktkhyeeach executive officer
and director and by each entity or person, othem thvestment companies, that, to the registr&mtsviedge, owned 5% or more of the registrant’stautding Class A common stock as of
June 30, 2010 have been excluded in that suchimemnsay be deemed to be affiliates of the registiimns determination of affiliate status is not essarily a conclusive determination for
other purposes.

As of February 18, 2011, the number of shares ofreon stock, par value $0.01 per share, of the tregisoutstanding was 418,271,740, of which 118,240 shares were Class A
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VMware, VMworld, VMware vSphere, VMware vCloud, VivaFusion, vMotion, Hyperic, ESX, Zimbra and Spfogirce are register
trademarks or trademarks of VMware, Inc. in thetehiStates and/or other jurisdictions. All otherkseand names mentioned herein may be
trademarks of their respective companies.

FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forwardkimg statements, including, without limitationatgments regarding: the potential
role of our products in cloud computing and othefts in computing infrastructures; expectationsasfd our plans for, achieving future
business growth; future product offerings; plansfiibure acquisitions; our view of the competitiaadscape and our plans for maintaining our
leadership position, funding expansion of our indusegment share and developing long term relskigns with our customers; our
anticipation that we will not declare any cash diénds, the availability of suitable facilities four future operations; our plans for meeting
product development objectives and introducing pesducts; our revenue outlook and mix; customerateifor our products; trends in
enterprise license agreement (“ELA”) size and reads\and information technology (“IT”) spending iargeral; projections of, and expectations
for, stock-based compensation expense; the delifgoyofessional services to our customers; thécseificy of our liquidity and capital
reserves to fund our operations and business gyratentinuation of our stock repurchase prograantdrs effecting our tax position; and our
belief that the resolution of pending claims arghleproceedings will not have a material advergecebn us.

These forward-looking statements involve risks andertainties and the cautionary statements sttt &nove and those contained in the
section of this report entitled “Risk Factors” idi§nimportant factors that could cause actual itssio differ materially from those predicted in
any such forward-looking statements. We assumebtigadion to, and do not currently intend to, updtitese forward-looking statements.



Table of Contents

PART I

ITEM 1. BUSINESS
Overview

VMware, Inc. is the leading provider of virtualiat and virtualization-based cloud infrastructuoéutions from the desktop to the data
center and to the cloud. Our virtualization solntigeflect a pioneering approach to computing seaarates application software from the
underlying hardware to achieve significant improesrs in efficiency, agility, availability, flexitity and manageability. Our broad and proven
suite of virtualization solutions addresses a rasfggomplex information technology (“IT”) problentisat include cost and operational
inefficiencies, facilitating access to “cloud contipg” capacity, business continuity, software lifele management, and corporate end-user
computing device management. The benefits to ostoawers include substantially lower IT costs, afétctive high availability across a wide
range of applications, and a more automated ailieresystems infrastructure capable of respondipgamically to variable business
demands. Our customers’ deployments range in gize & single virtualized server for small businegseup to thousands of virtual machines
for our Fortune 1000 enterprise customers. Outtigols enable organizations to aggregate multipieess, storage infrastructure and networks
together into shared pools of capacity that caalloeated dynamically, securely and reliably tolaggions as needed, increasing hardware
utilization and reducing spending. Once creategsdlinternal computing infrastructures, or “cloydsin be dynamically linked by our
customers to external computing resources fronadparty cloud computing providers that run on a own VMware virtualization platform.
The result is a “hybrid” computing cloud of highdyailable internal and external computing resoutisasorganizations can access on demand
In the twelve years since the introduction of dstfvirtualization platform, we have expanded ptoduct offerings to address distributed and
heterogeneous infrastructure challenges such asgdeand unplanned downtime management, systemeardtnlity and reliability, backup ai
recovery, resource provisioning and managemengaigpand performance management and security.

We work closely with more than 1,700 technologytiparrs, including leading server, microprocessamagfe, networking and software
vendors. We have shared the economic opportusitissunding virtualization with our partners byifaating solution development through
open Application Programming Interface (“APIs”) fieits and protocols and providing access to ourcsatwde and technology. The
endorsement and support of our partners have fuetiteanced the awareness, reputation and adogtmur @irtualization solutions.

We have developed a multi-channel distribution nhéalexpand our presence and reach various segrogtits market. We derive a
significant majority of our revenues from our laigdirect sales channel that include distributoesgllers, system vendors and systems
integrators. We believe that our partners benediaitly from the sale of our solutions through addil services, software and hardware sales
opportunities. We have trained a large number dhpas and end-users to deploy and leverage outicos.

We were incorporated as a Delaware corporatior®88land continued to operate in large measurestend-alone company following
our acquisition by EMC Corporation (“EMC”) in 20@4hd following our initial public offering of our @s A common stock in August 2007.
EMC holds approximately 80% of our outstanding camratock, including 33 million shares of our Cl&ssommon stock and all of our Cle
B common stock, and we are considered a “contra@dpany” under the rules of the New York Stock liamge. Total revenues in 2010
increased 41% to $2,857.3 million. This includegtise revenues of $1,401.4 million and servicesmaes of $1,455.9 million. In the years
ended December 31, 2010, 2009 and 2008, our liceweaues came primarily from sales of our Cloddabtructure solutions. The balance of
our license revenues came from our other solutiGimud Application Platform, End-User Computingdarirtualization and Cloud
Management. Of our total services revenues in 284% were software maintenance revenues and 16%pvefessional services revenues,
including training. For additional financial infoation on our business by product and geographg, aee Note N to the consolidated financial
statements included elsewhere in this filing. Canporate headquarters are located at 3401 Hilvigenue, Palo Alto, California and we have
97 offices worldwide.
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Our solutions are based upon our core virtualipati@hnology and are organized into four main pebduoups:
* Cloud Infrastructur
* Cloud Application Platforn
* Enc-User Computin(
* Virtualization and Cloud Manageme

Background
Overview of Virtualization

Virtualization was first introduced in the 1970setoable multiple business applications to sharefahdharness the centralized
computing capacity of mainframe systems. Virtualarawas effectively abandoned during the 1980s¥3fDs when clienserver application
and inexpensive x86 servers and personal compeséaiblished the model of distributed computinghRathan sharing resources centrally in
the mainframe model, organizations used the low @ogistributed systems to build up islands of goting capacity, providing some benefits
but also introducing new challenges. Some of tltbsdlenges include a gross underutilization of e resources, inability to easily assure
quality of service to applications and unwieldy mgement processes made cumbersome by the tightrapopapplications to the underlying
hardware.

Cloud Infrastructure

Today, x86 hardware is becoming increasingly prefitwith multi-core processors, growing memoryaidfy and higher speed
interconnects shipping in standard servers. Conitglek applications continues to rise with multeaetent, mixed operating system (“OS”)
applications becoming increasingly common, makirdifficult to provide a uniform quality of servi@cross all components. Virtualization
become accepted as a standard way of computingtéincgnters that enables highly efficient utiliaatof hardware.

VMware’s infrastructure virtualization platform, VMware pi$ere, not only decouples the entire software enwitrent from its underlyir
hardware infrastructure, but also enables the agdgjien of multiple servers, storage infrastructamel networks into shared pools of resources
that can be delivered dynamically, securely anidlogf to applications as needed. This approachlesaiyganizations to build a computing
infrastructure with high levels of utilization, d@lzbility, automation and flexibility using buildnblocks of inexpensive industry-standard
servers.

In addition, VMware vSphere is able to deliver s&gg to applications running inside virtual mackine an OS and application agnostic
manner. This increases operational efficiency,esthese services are built-in and easily enabledl adso allows mixed-element, multi-OS
applications to get standard service levels dedigiday the infrastructure, broadening customer depént choices.

In effect, VMware’s virtualization platform converiT infrastructure into a “computing cloud.” Apgéditions running in virtual machines
can move across servers, storage and networkswhitligruption or downtime to dynamically match cartipg supply and demand while built-
in services ensure high levels of availability,.géy and scalability.

To best leverage this cloud computing infrastrustuirtualization management products help stre@arill processes and reduce
operating costs by automating critical workflowdlie data center. VMware products for applicatianagement enable organizations to
accelerate application development, automate ajgit lifecycle processes and manage to applicgtgsformance service levels.
Infrastructure management products help companitsreate business continuity processes, manageitapaare efficiently and provide
financial cost information for internal chargeback.
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Virtual machine standardization coupled with our Whte vCloud initiative directed to hosting and daromputing vendors enables
organizations to choose more freely between runapgications in virtual machines on their own Vaie clouds’inside their data center or
“public clouds” hosted by a service provider. Watikommon VMware platform available across the puddfid private clouds, applications can
be readily moved between the two based on econanit®rganizational need. External cloud capadcitylwe accessed on-demand without the
need to customize or change applications.

Products and Technology
Cloud Infrastructure Products and Technology

VMware vSphere is our flagship data center platfddsers can choose to deploy the VMware ESX or VKWESXi hypervisor when
they purchase VMware vSphere. A “hypervisor” iper of software that resides between the operatiatem and system hardware to enable
virtualization. VMware ESX is the industiyymost mature hypervisor. VMware ESXi is a compsiall disk footprint version of VMware E
with the same functionality and performance. Ott@mponents of our various VMware vSphere offerimgfude capabilities such as the
following:

« VMware vMotion and VMware Storage vMotion enables the live migration of actively running uat machines across servers or
storage locations without disruption or downtir

* VMware High Availability enables co-effective high availability for all applications aigst hardware and operating sysi
failures.

* VMware Fault Tolerance enables zero downtime, zero data loss and contsawaailability for applications

* VMware Distributed Resource Scheduleienables continuous monitoring of virtual machirrest ensure optimal placement
hardware based on resource requirements and @

* VMware vNetwork Distributed Switch enables centralized point of control for clusteelaetworking.
In 2010 we announced VMware vShield, a new familgexurity products designed specifically for vatdata centers and cloud
environments. Key vShield products include:

* VMware vShield Edgeprovides perimeter network and security servicewiftual datacenters, e-user computing and clot
environments

* VMware vShield App provides application protection within the virtwkdtacenter, er-user computing and cloud environmel

* VMware vShield Endpoint enables efficient anti-virus agent offloading frgmest virtual machines in virtual datacenters, ese
computing and cloud environmen

Cloud Application Platform

VMware Cloud Application Platform solutions helgyanizations build, run and manage enterprise agijics by utilizing application
frameworks. An application framework is a colleatiof software libraries that structures and singgithe work of software developers
building applications. Our SpringSource productugraevelops and supports the Spring applicationdraork for enterprise Java applications
and the Grails framework for high productivity waplications written in the Groovy programming laage. Both of these frameworks are
open source software. Our Cloud Application Platfgrovides open source application frameworks,iegtibn runtime and data managem
solutions, and monitoring solutions for enterpagglications and infrastructure. Key VMware Cloupplication Platform products include the
following:

* VMware vFabric tcServer, an enterprise Tomcat App serv

3
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* VMware vFabric Enterprise Ready, an enterprise Apache Web sen

* VMware vFabric Hyperic provides web and custom application monitoring pedormance management for physical, virtual
cloud environments

* VMware vFabric GemFire enables re-time data distribution, caching and managemeninfodern application:
* RabbitMQ provides robust and reliable in-system messaging for modern applicatic

We also seek to partner with leading cloud ventimenable them to deliver software as a servic&aaS, applications that leverage and
integrate with our technologies.

End-User Computing

Enterprises are increasingly challenged to pros&t®ire access to a growing mobile workforce whgmaging the diversity of data,
applications and devices to run their business. \ék&s End-User Computing solutions are designeshéible a user-centric approach to
personal computing that ensures secure accesglioajons and data from a variety of devices awtions, while also addressing the needs
of corporate IT departments.

The VMware End-User Computing product line is coisgul of solutions to simplify desktop delivery aaqplication management,
enable communication and collaboration and prosiggoort for operating environment flexibility acsasndpoint devices.

VMware’s End-User Computing strategy addressesi¢eels of corporate IT enabling IT organizationddtiver an environment with
high-quality service, improved availability and kdde performance while leveraging both legacy elodd architectures. Key VMware End-
User Computing solutions include:

* VMware View, an enterprise desktop virtualization platform dasidjto optimize application and desktop managemueatenable
flexibility for end-users. In 2010, VMware released VMware View 4.5ichlintroduced integrated offline desktop virtuatinn.

* VMware ThinApp, an application virtualization solution designedatwelerate application deployment and simplify egaion
migration.

* VMware Zimbra, an enterpris-class, calendar and collaboration platform basethemopular Zimbra open source proj
» VMware Workstation, a solution that enables multiple operating systemsn at the same time on a single endpoint de

* VMware Fusion, a solution for Apple users to seamlessly run Winslawd Windows applications on an Intel proce-powerec
Apple OS X Macintosh compute

Virtualization and Cloud Management

VMware management solutions are designed to siynalifli automate management of dynamic cloud infreitre, cloud applications
and end-user computing platforms. Our manageméuticios are optimized for dynamic vSphere environteevhile also managing aspects of
physical infrastructure important to customersh&ey texpand virtualization to critical applicaticensd deploy cloud infrastructure. VMware
virtualization and cloud management products haeiamers increase the efficiency and availabilftinfrastructure resources, accelerate
application development, manage application peréorre service levels and streamline IT processes.

Key VMware virtualization and cloud management piaid include the following:
* VMware vCenter Server provides the central management and control pom¢$phere environmenti

4
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* VMware vCenter Orchestrator automates tasks and workflows for vSphere as wgadtler VMware and 3rd party managen
solutions.

» VMware vCloud Director enables selervice access to logical pools of compute, netwoidk storage resources with policy dri
controls and service level agreeme

* VMware vCenter Site Recovery Managelprovides on-button disaster recovery for virtualized environse
* VMware vCenter Lab Manager establishes an automated process for software @@weint environment:
* VMware vCenter Capacity IQ provides virtual infrastructure capacity managemeptimization and forecastin

* VMware vCenter Configuration Manager automates configuration management for virtual gmgsical servers, workstations and
desktops

* VMware vCenter AppSpeedenables troubleshooting application performancérinal environments

* VMware vCenter Application Discovery Managerprovides automated, real-time application discoerg dependency mapping
for physical and virtual environmen

* VMware Service Managerautomates IT Service Management proces

* VMware vCloud Request Manager,automated approval workflows, license tracking palicy-based provisioning for vCloud
Director-based cloud environmen

* VMware vCenter Chargebackenables visibility, reporting and chargeback ofuat resource consumption and IT co

Support and Services

We believe that a strong services organizationfeegient customer touch points are critical toldsh loyal customers and help
promote our technology across various industries.Hale implemented a broad services strategydhatdges the professional services
organizations of our partners. We have also estaddi our own services offerings to complement auntngrs’ services offerings and to ensure
customer satisfaction, drive additional sales, prnote renewals and upgrades. Our services offeiirclude customized solutions and onsite
support that enable us and our channel parthgnotade a positive overall customer experience.

We have established our global customer suppodrzgtion to align with and support our expandingteomer base.

» VMware Global Support Services.We offer a suite of support packages backed bysimg-leading expertise. We offer fo
support and subscription programs that allow custsno pay a set amount over an annual or multiyasis: Basic, Production,
Business Critical and Mission Critical. Basic Sugipocludes VMware technical support along withegsto periodic updates, bug
fixes and enhancements to our products. Produ&tignport builds on Basic Support and includes mggeessive response targets
and ongoing support for high severity issues. BassrCritical Support and Mission Critical Suppadvyide customers personalized
technical support delivered by a team of expertslfar with a customer’s specific system configioat past support experience,
and business needs. Of our customers who purchapers, the majority purchase Production Supposr. 381l and market our
support and service agreements through the samerkedf channel partners who also sell our produdis utilize a third-party
vendor to sell renewals directly to end-user custenand complement our channel partneffgrts by providing quotation and sa
support to our channel partne
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The core support and subscription offerings prolile2phone support, and our customers have at¢oess online product
knowledge database and various other social mediaelp with troubleshooting and operational questi Our support teams
provide first response and manage the resoluti@ustfomer issues. In addition, we have authorizethin systems vendors and
independent service providers to provide supparbtw products on our behalf.

We also offer a range of professional services undeVMware Professional Services offering, whilcbludes the following:

VMware Consulting Services.VMware Certified Professionals (“VCPs”) and VMwaCertified Design Experts (“VCDXs")
provide on-site VMware product design, implemewotatind management assistance throughout the vartiah adoption lifecycle
to accelerate the implementation of our virtual@asolutions. VCPs and VCDXs conduct initial assesnts, workshops and
prepare detailed implementation project plans. Qustomers are ready for VMware standardizationssctheir enterprise, VCPs
and VCDXs help integrate VMware products into thegiterprise systems and processes. VCPs and VGizKele VMware
employees, partners and customers who have cordgteiaing and have successfully passed our VOPGIDX exams.

VMware Education Services.We have an extensive portfolio of instructor-led Whte courses that provide extensive hands-on
labs, case study examples and course materialtor@erss work in teams of two on servers locatedtefissing a variety of remote
access technologies. Customers can enroll in twsses directly through VMware or though Value Add raining Partners as
well as having the courses delivered on-site. Aolditlly, VMware Education Services has a broadaliprof elearning modules ar
certifications.

VMware Technical Account Manager “TAM "). TAM service provides our customers with a dedicAtdtivare expert, which
enables customers to accelerate standardizatigiMefare products by assessing their unique envirortpproactively
recommending solutions, and identifying unforesgiecumstances that may cause delays in deployr

Technology Alliances

Consistent with our partner-centric strategy, weehangaged a broad group of hardware, softwarecland computing service vendors
to cooperatively advance virtualization technoldignough joint marketing, product interoperabilitpllaboration and co-development. We
create opportunity for partners by enabling therbuid products that utilize our virtualization temlogy and create differentiated value
through joint solutions.

We have more than 1,700 technology partners witbnwvtve bring joint offerings to the marketplace. Wassify our partners as follows:

Independent Hardware Vendors “IHVs"). We have established strong relationships with lagggem vendors, including Cisc
Dell, Fujitsu, Fujitsu-Siemens, HP, IBM, Lenovo akBC for joint certification and co-development. \Also work closely with
AMD, Intel and other IHVs to provide input on pradulevelopment to enable them to deliver hardwdiamacements that benefit
virtualization users. We coordinate with the legdétorage and networking vendors to ensure jotetaperability, and enable our
software to access their differentiated functiaga

Independent Software Vendors“1SVs”). We partner with leading systems management, imfrestre software and application
software vendors to enable them to deliver valugeddroducts that integrate with our VMware vSpheFabric and vCenter suite
of products

vCloud Service ProvidersWe have established partnerships with over 3,48f0cgeproviders including Bluelock, Colt, Sing T
Terremark and Verizon to enable them to host atidedeenterprise-class hybrid clouds as a way faegprises to extend their
datacenters to external clouds, while preservinogriy, compliance and quality of servic

6
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The VMware Technology Alliance Partner program lfeaties joint solution creation and coordinatedtganarket activities with our
partners. Over 2,400 of the most widely used appbtias from ISVs support the VMware vSphere platfoEach month, dozens of additional
applications are added to the supported list. Thepdéications include business solutions for emtegpresource planning, human resource
management, electronic medical records manageffivgarcial processing, and middleware such as agipbic servers and databases. As an
extension to this rapidly growing list, we have anged our VMware Ready Management program to athisdleware and application
software to qualify for the VMware Ready logo. TWielware Ready Management program validates the iategs of partner solutions that
simplify comprehensive management of VMware virtdaiacenter operating system environments.

Our ISVs and other alliance partners, open souwagributors and other VMware community members hdis&ibuted more than 1,500
software applications as virtual appliances. Initioitto developing open APIs, formats and protea multiple levels in our products, we
provide source code access to select partnersifCaummunity Source’program to facilitate joint development and partdiéferentiation. We
provide access to our ESX source code to approrign&800 developers from more than 40 partnersdioit development projects. We also
work with our industry partners to promote and éoshe adoption of industry standards.

We invest significant capital in testing and céeéfion of infrastructure to rigorously ensure software works well with major hardware
and software products. We have more than 4,50@serstorage, I/O and thin-client devices from agpnately 200 companies that are
VMware Ready. We have successfully tested appraein&00 operating system versions for use withsmlutions. We believe that the scale
and scope of this effort is a significant compeditadvantage.

Research and Development

We have made, and expect to continue to make figni investments in research and development DR&We have assembled an
experienced group of developers with system lesyatems management, desktop, security, applicdBealopment and open source software
expertise. We also have strong ties to leadingeradinstitutions around the world, and we suppegdemic programs that range from shared
source code for research to sabbatical programéditing professors.

We prioritize our product development efforts tighwa combination of engineering-driven innovatiod austomer and market-driven
feedback. Our R&D culture places high value on iratimn, quality and open collaboration with ourtpars. We currently participate in
numerous standards groups, and VMware employedsahadriety of standards organization leadershgitipns, including with the Distribute
Management Task Force, the Standard Performandadiican Corporation, the InterNational Committee licformation Technology Standai
(INCITS), the Storage Networking Industry Asso@atand the OSGi Alliance. We believe that maintairthe strength of our R&D
organization is critical to our ability to compete.

Our R&D expenses totaled $653.0 million, $496.8iomland $429.2 million in 2010, 2009 and 2008 peagively.

Sales and Marketing
We sell and market our products largely througletavork of channel partners, which includes distidlos, resellers, system vendors and
systems integrators, with over 85% of our sale0ib0 derived from this network. The remainder imgrily derived from direct sales.

We have established ongoing business relations¥ithsour distributors. Our distributors purchaséware licenses and software support
from us for resale to end-user customers via rersell

A substantial majority of our resellers obtain s@fte licenses and software support from our distots and market and sell them to our
end-user customers. These resellers are part &fMdurare Partner Network (“VPN”"), which offers thesesellers sales and product training
and pricing incentives and rebates and acces&todnidwide network of VMware distributors and tiblware Partner Central Web portal.

7
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We offer several levels of membership in our VPNeateling on a reseller’s interest and capabilitprofviding demand generation,
fulfillment, service delivery, and education to tamers and prospects. We also have certain resedlemwell as systems integrators, who ot
software licenses and software support directlyjnfkdMware. The VPN agreements signed by the resetlarry no obligation to purchase or
sell VMware products and can be terminated at amg by either party.

We have a direct sales force that complements lwamreel partners’ efforts. Our sales force work$witir channel partners to introduce
them to end-user customer accounts and new sgbestapities.

In addition, our channel partner network includegain systems integrators and resellers traindccartified to deliver consulting
services and solutions leveraging VMware products.

We generally do not have long-term contracts orimmimn purchase commitments with our distributorsehers, system vendors and
systems integrators, and our contracts with theaarmel partners do not prohibit them from offenqimgducts or services that compete with
ours.

We primarily sell our software under perpetualfises, and our sales contracts generally requireiseidcustomers to purchase
maintenance for the first year. Maintenance perggdially range from one to five years. Custonaten purchase additional licenses when
their initial maintenance period expires and rerlsmave typically been equal to or longer thanitiiteal maintenance period. Software
maintenance and renewals are sold both directyntbuser customers and via our network of charewhers. The majority of professional
services are sold directly, with some professiceaVices sold via our channel partners. End-userobtain licenses to our products through
individual discrete purchases to meet their immedigeds or through the adoption of enterprise$ieeagreements (“ELAS"). ELAs are
comprehensive volume license offerings that protidtenulti-year maintenance and support at discediptrices. ELAs enable us to build long-
term relationships with our customers as they canoriVMware’s virtual infrastructure solutions ineir data centers. Our sales cycle with end-
user customers ranges from less than 90 days tcaouear depending on several factors, includirgsike and complexity of the customer’s
infrastructure.

The competitive landscape in which we operate thefunot only other software virtualization venddmst, also traditional hardware
solutions. In establishing prices for our produeis,take into account, among other factors, theevalir products and solutions deliver, and
cost of both alternative virtualization and hardevaolutions.

Our marketing efforts focus on communicating thedfiégs of our solutions and educating our custorisdributors, resellers, system
vendors, systems integrators, the media and asastut the advantages of our innovative virtuibratechnology.

We raise awareness of our company and brands, t@arkeroducts, and generate sales leads throutytstry events, public relations
efforts, marketing materials, free downloads andveebsite. We also have created an online commuaitgd VMware Technology Network
that enables customers and partners to share scukdisales and development resources, implenmntegst practices, and industry trends
among other topics. Our annual user conference, ¥itlywhich is held in both the U.S. and Europes geown in attendance each year. We
also offer management presentations, seminarsyehihars on our products and topics of virtualmatiWe believe a combination of these
efforts strengthens our brand and enhances ouintgathrket position in our industry.

Our business is subject to seasonality in thedfadeir products and services. For example, ourtfioguarter revenues are affected by a
number of seasonal factors, including fiscal yeat-gpending trends. Such factors historically haomributed to stronger fourth quarter
revenues in any given year. We believe that sea$actars are common within our industry.
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Customers

Our customer deployments range in size from a singtualized server for small businesses to ughéaisands of virtual machines for «
largest enterprise customers. In periodic thirdypsurveys commissioned by us, our customers itglicary high satisfaction rates with our
products and many have indicated a strong preferBaepeat purchases.

During 2010, three distributors, who purchase safenlicenses and software support from us for egsa¢énd-user customers directly or
via resellers, each accounted for over 10% of canfdwide revenues. Arrow Electronics, Inc., Ingrifitro, Inc. and Tech Data Corporation
accounted for 13%, 11% and 10%, respectively, ofamridwide revenues in 2010. Our distribution agnents are typically terminable at will
by either party upon 30 to 90 days’ prior writtestioe to the other party, and neither party hasaligation to purchase or sell any products
under the agreement. No other channel partner ateddior more than 10% of our revenues in 2010.

Competition

The cloud computing and virtualization marketsiater-related and rapidly evolving. We experiengezteased competition during 2010
and expect it to significantly intensify in the dioé. We compete with large and small vendors ifediht segments of the cloud computing and
virtualization markets, and expect new entrants eahtinue to enter the market and develop tectgietothat, if commercialized, may compete
with our products.

We believe that the key competitive factors in¢hmid computing and virtualization markets include:
» the level of reliability and new functionality ofgduct offerings
» the ability to provide comprehensive solutionsjuding management capabilitie

» the ability to offer products that support multiplardware platforms, operating systems, applicatand application developme
frameworks;

» the ability to deliver an intuitive e-user experience for accessing data, applicatiodsarvices from a wide variety of e-user
devices;

» aproven track record of formulating and deliversngbadmap of compelling software and service citifab;
» pricing of products, individually and in bundle

» the ability to attract and preserve a large insthbase of customel

» the ability to attract and maintain a large numifeaipplication developers for a given cloud ecosys

» the ability to create and maintain partnering opyuties with hardware vendors, infrastructure wafe vendors and cloud serv
providers;

» the ability to develop robust indirect sales chasyrend
» the ability to attract and retain cloud, virtuatioa and systems experts as key employ

The cloud computing market is in a high state ax fivith both established and new technology congsanying for thought leadership
and market share. Currently, Amazon EC2, Microéafire and emerging open source efforts presennaliges to VMware’s hybrid cloud
computing vision.

Microsoft is also our primary competitor for datnter virtualization solutions. In 2010, Microsoéintinued to release incremental
improvements to its Hyper-V virtualization offerimgpd System Center suite of virtualization managegmeducts. Microsoft's offerings are
positioned to compete with our virtual infrastrugtwvirtualization management and some of our di&ea center product offerings.
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We also compete with Citrix and its collaboratievith Microsoft for end-user computing solutions amith companies whose
virtualization products are based on emerging ggmiree technologies. In addition, we compete witmganies that take different approaches
to virtualization. Furthermore, our VMware vSphstétes compete with products that provide highlabdity clustering, workload
management and resource management.

We also expect to compete with new entrants telitwed computing, end-user computing and virtualmatmarkets, which may include
parties currently selling our products and/or aunrent technology partners. Existing and future petitors may introduce products in the se
markets we serve or intend to serve, and competioducts may have better performance, lower prioetter functionality and broader
acceptance than our products. Our competitors rsayaald features to their cloud computing, end-userputing and virtualization products
that are similar to features that presently difféiste our product offerings from theirs. Additidigasome of our competitors may make
acquisitions or enter into partnerships or othextsgic relationships with one another to offer emcomprehensive solutions than those they
individually had offered. Some competitors havéhia past, and may in the future, take advantagieedf existing relationships with our
business partners to engage in business practichsas distribution and license restrictions thakenour products less attractive to our cha
partners and end-users.

Information technology companies are also increggiseeking to deliver top-to-bottom IT solutiomsend-users that combine enterprise-
level hardware and software solutions that carr @ternatives to our cloud computing, end-user gotimg and virtualization platform. In
addition, competitors who have existing relatiopshiith our current or prospective eusers could integrate competitive capabilities thiir
existing products and make them available withalgittonal charge. Many of our current and potert@hpetitors have longer operating
histories, greater name recognition, a larger eastdase, and significantly greater financial, téchl, sales and marketing and other resources
than we do.

Overall however, we believe our market positiongéavirtualization customer base, strong partnévaek, broad and innovative
solutions suite, and platform-agnostic approachitiposus to compete effectively.

Intellectual Property

As of December 31, 2010, the United States PatehTaademark Office has issued us more than 1Ghpatovering various aspects of
our server virtualization and other technologidse Granted United States patents will expire bagaim 2018, with the last patent expiring in
2029. We also have numerous pending United Statesspnal and non-provisional patent applicaticersg numerous pending foreign and
international patent applications, that cover otsgrects of our virtualization and other technaegi

We have registered trademarks in the United Sfate& MWARE,” “VMWORLD,” “VMWARE FUSION,” “VMWARE V SPHERE,”
“YMWARE VCLOUD,” “SPRINGSOURCE,” “HYPERIC,” “VMOTION,” “ESX,” and numerous other trademarks. We hdse eegistered
trademarks in a number of foreign countries.

We rely on a combination of patent, trademark, cighy and trade secret laws in the United Statelsatiher jurisdictions, as well as
confidentiality procedures and contractual provisito protect our intellectual property rights @l brand.

We enforce our intellectual property rights in theited States and a number of foreign countriespide our efforts, the steps we have
taken to protect our proprietary rights may noabdequate to preclude misappropriation of our petary information or infringement of our
intellectual property rights, and our ability tolijge such misappropriation or infringement is unar, particularly in countries outside of the
United States. United States patent filings arended to provide the holder with a right to exclotlgers from making, using, selling, or
importing in the United States the inventions cedeoy the claims of granted patents.
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Our granted United States patents, and any futatengs (to the extent they are issued), may beestad, circumvented, or invalidated in the
future. Moreover, the rights granted under anyadspatents may not provide us with proprietarygution or competitive advantages, and we
may not be able to prevent third parties from irging these patents. Therefore, the exact effectiopatents and the other steps we have 1
to protect our intellectual property cannot be ol with certainty.

Employees

As of December 31, 2010, we had approximately 9gl@ployees in offices worldwide, less than 5% ofoltwere contracted through
EMC. None of our employees are represented by labions, and we consider current employee relatiof® good.

We contract with EMC to utilize personnel who aeglidated to work for VMware on a full-time basis€Be individuals are located in
countries in which we do not currently have an apeg subsidiary and are predominantly dedicatemlitcsales and marketing efforts. We use
contractors from time to time for temporary assignis and in locations in which we do not currehtlye operating subsidiaries. In the event
that these contractor resources were not availaldelo not believe that this would have a matexiblerse effect on our operations.

Available Information

Our Annual Reports on Form 10-K, Quarterly Reportd=orm 10-Q, Current Reports on Form 8-K, and atmemts to reports filed or
furnished pursuant to Sections 13(a) and 15(dh@fecurities Exchange Act of 1934, as amendedfkehange Act”), are made available
free of charge on or through our website at www.\arewcom as soon as reasonably practicable afthrreports are filed with, or furnished to,
the Securities and Exchange Commission (the “SECdpies of (i) the charters for our Audit Committ€®mpensation and Corporate
Governance Committee, and Mergers and Acquisit@ommittee, (ii) our Business Conduct Guidelinesiéof business conduct and ethics),
and (iii) our Corporate Governance Guidelines amglable on the Investor Relations page of our telz www.vmware.com. We periodics
webcast company announcements, product launchseaadtexecutive presentations which can be viewsedwr Investor Relations website.
Additionally, we may provide notifications from terto time of material news including SEC filingsyéstor events, press releases and
corporate blogs on our Investor Relations web3ite contents of these web sites are not intended tocorporated by reference into this
report or in any other report or document we tlene of the information posted on or accessibleugh our website is incorporated by
reference into this Annual Report on Form 10-K.

Unless the context requires otherwise, we areniafpto VMware, Inc. when we use the terms “VMwatage “Company,” “we,
or “us.”

our

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 onlysreskd uncertainties facing us. Our business issalbfect to general risks and uncertainties
affect many other companies.

Risks Related to Our Business

The virtualization and cloud computing products arsgrvices we sell are now increasingly targete@mierging applications and therefore
the potential market for our products remains undain.

Our products and services are based on computaahiation and related technologies that have ariilgnbeen used for virtualizing on-
premises data centers. We are also designing odupts and services for use in emerging applicatama platform for cloud computing and
end-user computing. Cloud computing applicatiomsofar products and services include infrastrucase-service, or “laaS,” platform-as-a-
service, or “PaaS,” and
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software-as-a-service, or “SaaS”. Our success dispem organizations and customers perceiving tdoimal and operational benefits and
cost savings associated with the increasing adopfi@irtual infrastructure solutions for on-preemsdata centers as well as for cloud
computing and end-user computing. Although theafsértualization technologies on servers and irppemises data centers has gained
acceptance for enterprise-level applications, #terg to which adoption of virtualization for cloedmputing and end-user computing remains
uncertain. As the markets for our products matackthe scale of our business increases, the rageouwfth in our product sales will likely be
lower than those we have experienced in earlidogerIn addition, to the extent that virtualizatimfrastructure solutions are adopted more
slowly or less comprehensively than we expectreuenue growth rates may slow materially or ouereie may decline substantially.

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

The cloud computing, virtualization and end-userkets are interelated and rapidly evolving, and we expect contipetito significanth
intensify in the future. For example, Microsoft tiomes to make incremental improvements to itsiairinfrastructure and virtual management
products. Microsoft also has clobédsed computing offerings. We also face competitiom other companies that have announced a nuaofl
new product initiatives, alliances and consolidatdforts. For example, Citrix Systems continuesribance its end-user and server
virtualization offerings and now has a client hypgor in the market. IBM, Google and Amazon haveamced new cloud computing
initiatives. Red Hat has also released commere&igdions of Linux that have virtualization capahgbtas part of the Linux kernel (“KVM”).
Other companies have also indicated their intertioexpand offerings of virtual management and @¢loomputing solutions.

We believe that the key competitive factors inthualization and cloud computing markets include:
» the level of reliability and new functionality ofgduct offerings
» the ability to provide comprehensive solutionsjuding management capabilitie

» the ability to provide end-users access to thaitiegtions and data from multiple devices and tigfomultiple content delivery
mechanisms

» the ability to offer products that support multipl@rdware platforms and operating syste

» the proven track record of formulating and delingra roadmap of virtualization and cloud computiagabilities;
» competitive pricing of products, individually andhundles

» the ability to attract and preserve a large insthbhase of customel

« the ability to attract and preserve a large nunatb@pplication developers to develop to a giverudlecosysterr

» the ability to create and maintain partnering opyaties with hardware vendors, infrastructure wafe vendors and cloud service
providers;

» the ability to develop robust indirect sales chdsirend
» the ability to attract and retain cloud, virtuatioa and systems experts as key employ

Existing and future competitors may introduce pidin the same markets we serve or intend to santecompeting products may hi
better performance, lower prices, better functitpand broader acceptance than our products. Gupetitors may also add features to their
virtualization, end-user and cloud computing pradwwimilar to features that presently differentiate product offerings from theirs. Many of
our current or potential competitors also have &raperating histories, greater name recognitengdr customer bases and significantly
greater financial, technical, sales, marketing @ther resources than we do. This competition coesdlt in increased pricing pressure and
and marketing expenses, thereby materially redusimgoperating
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margins, and could harm our ability to increase;aurse us to lose, market share. Increased comopetlso may prevent us from entering into
or renewing service contracts on terms similahtisé that we currently offer and may cause thetleofjour sales cycle to increase. Some of
our competitors and potential competitors supplyide variety of products to, and have well-estdtdis relationships with, our current and
prospective end-users. For example, small to mediged businesses and companies in emerging mahledtare evaluating the adoption of
virtualization-based technologies and solutions m&ynclined to consider Microsoft solutions be@aktheir existing use of Windows and
Office products. Some of these competitors hawbérpast and may in the future take advantageedf éxisting relationships to engage in
business practices that make our products lesgttte to our end-users. Other competitors havidohor denied support for their applications
running in VMware virtualization environments. Thedistribution, licensing and support restrictioas well as other business practices that
may be adopted in the future by our competitorajcmaterially impact our prospects regardlesdiefrherits of our products. In addition,
competitors with existing relationships with ourrant or prospective end-users could in the fulotegrate competitive capabilities into their
existing products and make them available withalglittonal charge. For example, Oracle provides §@wer virtualization software intended
to support Oracle and non-Oracle applications,Miwdosoft offers its own server virtualization seftre packaged with its Windows Server
product and may offer built-in virtualization fartfire releases of the client version of Windows eBgaging in such business practices, our
competitors can diminish competitive advantagesnag possess by incentivizing end-users to choasgupts that lack some of the technical
advantages of our own offerings.

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 ctingpproducts and services of third parties. Ifave unable to compete effectively, our
growth and our ability to sell products at profimargins could be materially and adversely aféct

Ongoing uncertainty regarding global economic cotidhs and the stability of regional financial marke may reduce information
technology spending below current expectations dahdrefore adversely impact our revenues, impede-asdr adoption of new products al
product upgrades and adversely impact our competitposition.

Our business depends on the overall demand fomirEtion technology and on the economic health ofcowrent and prospective
customers. The purchase of our products is ofteerefionary and may involve a significant commitingfircapital and other resources. Weak
economic conditions or significant uncertainty netjag the stability of financial markets could ads&ly impact our business, financial
condition and results of operations in a numbexa@ys, including by lengthening sales cycles, aifecthe size of enterprise license agreerr
(“ELAs") that customers will commit to, lowering ipes for our products and services, reducing waléss reducing the rate of adoption of our
products by new customers and the willingness akeot customers to purchase upgrades to our egiptioducts.

Ongoing economic uncertainty has also resulteceitecal and ongoing tightening in the credit marketser levels of liquidity, increas:
in the rates of default and bankruptcy and sigaiftovolatility in the credit, equity and fixed ino@ markets. As a result, current or potential
customers may be unable to fund software purchadesh could cause them to delay, decrease or tancehases of our products and
services. Even if customers are willing to purchaseproducts and services, if they do not meetcoenit requirements, we may not be able to
record accounts receivable or unearned revenuscognize revenues from these customers until wevepayment, which could adversely
affect the amount of revenues we are able to rézedn a particular period.

In addition, although we plan to continue makingtgtgic investments in our business, many of oorpeditors have significantly greater
financial, technical and other resources than weadd if the economic recovery is anemic or notasned, they may be better positioned to
continue investment in competitive technologies.
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Industry alliances or consolidation may result iméreased competitior

Some of our competitors have made acquisitionsitared into partnerships or other strategic retetidps to offer more comprehensive
virtualization and cloud computing solutions thaeyt individually had offered. For example, in 20R@d Hat acquired Makara, a developer of
Paa$S solutions, and Citrix acquired VMLogix, a deper of lab management solutions that can be egypdi cloud computing. Citrix Systems
continues to work in close collaboration with Misodt in the desktop virtualization market. Moreqgvaformation technology companies are
increasingly seeking to deliver top-to-bottom ITudimns to end-users that combine enterprise-lbaedlware and software solutions to provide
an alternative to our virtualization platform. Feetample, in early 2010, Oracle completed its adfijoisof Sun Microsystems, which was both
a hardware vendor and a provider of virtualizatechnology, and Microsoft and Hewlett-Packard amoed a collaboration based on
Microsoft’s cloud computing and virtualization flatms. We expect these trends to continue as copattempt to strengthen or maintain
their market positions in the evolving virtualizatiinfrastructure and enterprise IT solutions indusvany of the companies driving this trend
have significantly greater financial, technical athler resources than we do and may be betterigruesit to acquire and offer complementary
products and technologies. The companies and edlg@resulting from these possible combinations anegite more compelling product
offerings and be able to offer greater pricing /iy 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 (such as provigteater incentives to our channel partners
to sell a competitor’s product), technology or prodfunctionality. This competition could resultarsubstantial loss of customers or a
reduction in our revenues.

Our operating results may fluctuate significantlyyhich 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 naype meaningful. Our past results should not bed@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 regaltdelow the expectations of investors or se@sianalysts or below any guidance we may
provide to the market, the price of our Class A o stock would likely decline substantially.

In addition, factors that may affect our operatiegults include, among others:

» general economic conditions in our domestic anerirdtional markets and the effect that these camgdithave on our custom’
capital budgets and the availability of funding $oftware purchase

» fluctuations in demand, adoption rates, sales eyaha pricing levels for our products and servi
« 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 reitmgnpolicies, can be affecte
by a number of factors, including product announeets, beta programs and product promotions thataase revenue recognition
of certain orders to be deferred until future prdduo which customers are entitled become avaiji

» the sale of our products in the time frames wecgrdte, including the number and size of ordemsach quartel
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« our ability to develop, introduce and ship in adljnmanner new products and product enhancemegitsniet customer dematr
certification requirements and technical requiretsg

» the timing of the announcement or release of upggrad new products by us or by our competit

» our ability to maintain scalable internal systemsreporting, order processing, license fulfillmgmioduct delivery, purchasin
billing and general accounting, among other fundii

» our ability to control costs, including our opergtiexpenses
» changes to our effective tax ra
» the increasing scale of our business and its effiectur ability to maintain historical rates of gttb;

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

» our ability to conform to emerging industry stardfaand to technological developments by our corntgretand customer
» renewal rates for ELAs as original ELA terms exp

» the timing and amount of software development ctistsare capitalized beginning when technolodieasibility has been
established and ending when the product is availslgeneral releas

» unplanned events that could affect market percemtfdhe quality or co-effectiveness of our products and solutions;
» the recoverability of benefits from goodwill andangible assets and the potential impairment cfelasset:

If operating system and hardware vendors do not gemte 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 pnacts, our product development efforts
may be delayed or foreclosed.

Our products interoperate with Windows, Linux atldep operating systems and the hardware devicesroérous manufacturers.
Developing products that interoperate properly iegusubstantial partnering, capital investmenteamgloyee 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 prodwagsist us in these development efforts or shateavisell to us any application programming
interfaces, or APIs, formats, or protocols we magad If they do not provide us with the necessarlyeaccess, 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 prodhetscompete with ours or those of our controlktgckholder, EMC, they may have an
incentive to withhold their cooperation, declinestare access or sell to us their proprietary Aftlstocols or formats or engage in practices to
actively limit the functionality, or compatibilitygnd certification of our products. To the extdrattwe enter into collaborations or joint
development and marketing arrangements with ceh@idware and software vendors, vendors who convateour collaborative partners
may similarly choose to limit their cooperation lwits. In addition, hardware or operating systendeesmay fail to certify or support or
continue to certify or support our products foritisystems. If any of the foregoing occurs, ourduat development efforts may be delayed or
foreclosed and our business and results of opesatitay be adversely affected.

Our new product and technology initiatives subjers to additional business, legal and competitiveks.

Over the last several years, we have introducedpreduct and technology initiatives that aim todeage our virtualization infrastructu
software products into the emerging areas of ctmmdputing and end-user computing as alternativéisetigrovisioning of physical computing
resources. In connection with our September
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2009 acquisition of SpringSource, we announcedrdantion to use SpringSource solutions to exteMiWdre’s strategy to deliver solutions
the emerging PaaS market and have since, alsoradgBemFire and RabbitMQ as part of VMware’s oudPalbsS strategy. Additionally,
SpringSource’s current offerings and their undedydopen source technology position us in the erissrand web application development and
management markets. Our February 2010 acquisifidmaora extended our footprint to cloud-based éraad collaboration services—a part
of VMware’s strategy to extend into the emergingSanarket. We also recently announced our vCeateityf of products to more fully
manage virtualized and cloud environments, whicly oause us to compete with other virtualization agggment vendors.

These initiatives may present new and difficulhtealogy challenges, end-users may choose not ot ado new product or service
offerings, and we may be subject to claims if costts of these offerings experience service dispaptor failures, security breaches or other
quality issues. Further, the success of these fifanrgs depends upon the cooperation of hardwsryware and cloud hosting vendors to
ensure interoperability with our products and offempatible products and services to end-users.

The cloud computing and end-user computing maiketsn early stages of development. Other compaeking to enter and develop
competing standards for the cloud computing marketh as Microsoft, IBM, Oracle, Google and Amazamg the endiser computing marke
such as Citrix and Microsoft, have introduced @ ldeely to introduce their own initiatives that yneompete with or not be compatible with
cloud and end-user computing initiatives which ddirhit the degree to which other vendors develomlpcts and services around our
offerings and end-users adopt our platforms. Adddilly, our operating margins in our newer initras may be lower than those we have
achieved in the markets we currently serve, we ngtd to develop appropriate pricing strategie®fwmew product initiatives and we may
be successful enough in these newer activitiesdoup our investments in them. If any of this wereccur, it could damage our reputation,
limit our growth and negatively affect our operatiresults.

We rely on distributors, resellers, system vendansl systems integrators to sell our products, and failure to effectively develop, manage
or prevent disruptions to our distribution channetnd the processes and procedures that support titeld 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 relationshijils distributors, resellers, system
vendors and systems integrators. Because we refystributors, resellers, system vendors and sysiatagrators, we may have little or no
contact with the ultimate users of our productsreby making it more difficult for us to establistand awareness, ensure proper delivery and
installation of our products, service ongoing custo requirements, estimate end-user demand andneés$p evolving customer needs.

Recruiting and retaining qualified channel partreerd training them in the use of our technology pratiuct 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. Timeet and expense required for sales and marketiganazations 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 ptafferings.

We generally do not have long-term contracts orimmimn purchase commitments with our distributorsehers, system vendors and
systems integrators, and our contracts with theaarmel partners do not prohibit them from offenqimgducts or services that compete with
ours. Our competitors may be effective in providingentives to existing and potential channel padrio favor products of our competitors or
to prevent or reduce sales of our products. Cestggtem vendors now offer competing virtualizatwaducts preinstalled on their server
products. Additionally, our competitors could atfero require key distributors to enter into exolity
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arrangements with them or otherwise apply theitipg or marketing leverage to discourage distrilgifoom offering our products.

Accordingly, our channel partners may choose nafffier our products exclusively or at all. Our a# to maintain and increase the number of
relationships with channel partners would likelgdeo a loss of end-users of our products whichlevoesult in us receiving lower revenues
from our channel partners. Three of our distribsiteeich accounted for more than 10% of revenuasdalfyear 2010, and we have experier
similar concentrations in prior years. Our agreets&iith distributors are typically terminable byhar party upon 90 days’ prior written notice
to the other party, and neither party has any alitig to purchase or sell any products under theemgents. While we believe that we have in
place, or would have in place by the date of arphgarmination, agreements with replacement distoits sufficient to maintain our revenues
from distribution, if we were to lose the distrilmut services of a significant distributor, suchsl@®uld have a negative impact on our results of
operations until such time as we arrange to replaese distribution services with the servicesxagteng or new distributors.

The concentration of our product sales among a lted number of distributors and the weakness in dtedarkets increases our potential
credit risk. Additionally, weakness in credit marsecould affect the ability of our distributors, sellers and customers to comply with the
terms of credit we provide in the ordinary coursehusiness. Accordingly, if our distributors, redets and customers find it difficult to
obtain credit or comply with the terms of their ati¢ obligations, it could cause significant fluctueons or declines in our product revenues.

Three of our distributors each accounted for mbamtL0% of revenues in fiscal year 2010, and we lexperienced similar
concentrations in prior years. We anticipate tla#sof our products to a limited number of disttdys will continue to account for a
significant portion of our total product revenues the foreseeable future. The concentration ofipcosales among certain distributors
increases our potential credit risks. For examggbproximately 42% of our total accounts receivasd®f December 31, 2010 was from three
distributors. Some of our distributors may expecefinancial difficulties, which could adverselyparct our collection of accounts receivable.
One or more of these distributors could delay paymer default on credit extended to them. Our exypsto credit risks of our distributors
may increase if our distributors and their cust@rae adversely affected by the global economicndiorm, or if there is a continuation or
worsening of the downturn. Additionally, we providesdit to distributors, resellers, and certain-esdr customers in the normal course of
business. Credit is generally extended to new custs based upon a credit evaluation. Credit isnebete to existing customers based on
ongoing credit evaluations, prior payment histenyd demonstrated financial stability. Any signifitadelay or default in the collection of
significant accounts receivable could result inrammeased need for us to obtain working capitahfimther sources, possibly on worse terms
than we could have negotiated if we had establisluett working capital resources prior to such detaydefaults. Any significant default
could result in a negative impact on our resultepgrations.

The large majority of our revenues have come fromr @ata center virtualization products including audlagship VMware vSphere product
line. Decreases in demand for our data center vatization products could adversely affect our resubf operations and financial conditiol

In fiscal year 2010, approximately 80% of our lisemevenues were from our data center virtualinaitd infrastructure solutions with
the balance from our other solutions. Although wee@ntinuing to develop other applications for ewtualization technology such as our
cloud computing and end-user computing productsexpect that our data center virtualization progdastd related enhancements and
upgrades will constitute a majority of our reverioethe foreseeable future. Declines and variabifitdemand for our data center virtualizat
products could occur as a result of:

* improved products or product versions being offdre@ompetitors in our market
» competitive pricing pressure
» failure to release new or enhanced versions oflata center virtualization products on a timelyibaw at all;
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» technological change that we are unable to addvigksour data center virtualization products;
» general economic conditior

Additionally, as more and more businesses achiew®ittualization of their data centers and otffefunctions, the market for our
VMware vSphere product line may become saturafemde Ifail to introduce compelling new features urture upgrades to our VMware vSph
product line or develop new applications for outudlization technology, demand for VMware vSpheigy decline.

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

Our revenues, collection of accounts receivable dimancial results may be adversely impacted bycfluation of foreign currency exchange
rates. Although foreign currency hedges can offsetme of the risk related to foreign currency fluations, we will continue to experience
foreign currency gains and losses in certain instzgs where it is not possible or cost effective éage our foreign currency exposure

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 examwke have distributors in foreign countries thayrirecur higher costs in periods when the
value of the U.S. Dollar strengthens against for@igrrencies. One or more of these distributorddcdalay payments or default on credit
extended to them as a result. Any significant delagiefault in the collection of significant accésineceivable could result in an increased 1
for us to obtain working capital from other sourdésve determine that the amount of accounts rext#e to be uncollectible is greater than
estimates, we would recognize an increase in batled@ense, which would have a negative impactwnesults of operations. In addition, in
periods when the value of the U.S. Dollar strengsh&e may need to offer additional discounts, cedurices or offer other incentives to
mitigate the negative effect on demand.

Since the second quarter of 2009, we have invaeelcollected in certain non-U.S. Dollar denomidaterrencies, thereby conducting a
portion of our revenue transactions in currencibgiothan the U.S. Dollar. Although this programymalieviate credit risk from our distributc
during periods when the U.S. Dollar strengthenshitts the risk of currency fluctuations to us andy negatively impact our revenues,
anticipated cash flows and financial results duuctuations in foreign currency exchange ratestipularly the Euro, the British Pound, the
Japanese Yen and the Australian Dollar relatiéoU.S. Dollar. While variability in operating ngam may be reduced due to invoicing in
certain of the local currencies in which we alstcognize expenses, increased exposure to foreigaray fluctuations will introduce additional
risk for variability in revenue-related componeafour consolidated financial statements.

Since July 2009, we have entered into foreign ewydorward contracts to hedge a portion of ourmastanding monetary assets and
liabilities against movements in certain foreigrleange rates. Although we expect the gains anddams our foreign currency forward
contracts to generally offset the majority of tlaéng and losses associated with the underlyindggioreurrency denominated assets and
liabilities that we hedge, our hedging transactior@y not yield the results we expect. Additionallig expect to continue to experience foreign
currency gains and losses in certain instancesenher not possible or cost effective to hedgefoueign currency 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 continueétesrof our existing management. We are also sotistig dependent on the
continued service of our key development persoforgbroduct 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
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pursue employment opportunities with any of our petitors. Changes to management and key employeeslso lead to additional unplani
losses of key employees. The loss of key emplogeekl seriously harm our ability to release newdpiais 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 liighly skilled employees we need
support our planned growth, and our compensatiorpexses may increas

To execute on our strategy, we must attract aradnréighly qualified personnel. Competition for skepersonnel is intense, especially for
senior sales executives and engineers with higkldexf experience in designing and developing saiéw\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 highlkaled employees with appropriate qualificationsahy of the companies with which we
compete for experienced personnel have greatenmessothan we have. In addition, in making emplaynakecisions, particularly in the high-
technology industry, job candidates often consitlervalue of the stock options, restricted sto@ns or other stock-based compensation they
are to receive in connection with their employm&rclines in the value of our stock could adverséfgct 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 prospectisl be severely harmed.

If we are unable to protect our intellectual propgrrights, our competitive position could be harmedwe could be required to inct
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 mayh@adequate to preclude misappropriation of oopiietary information or infringement of
our intellectual property rights, and our abilibygolice such misappropriation or infringementngertain, 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. To theeakthat additional patents are issued from
our patent applications, which are not certainy timayy be contested, circumvented or invalidatetthénfuture. Moreover, the rights granted
under any issued patents may not provide us wipn@tary protection or competitive advantages, asdvith any technology, competitors
may be able to develop similar or superior techgiel® to our own now or in the future. In additiere rely on confidentiality or license
agreements with third parties in connection witkithuse of our products and technology. There iguarantee that such parties will abide by
the terms of such agreements or that we will be thhdequately enforce our rights, in part becaweseely on “click-wrap” 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 intelletfr@perty rights, to protect our trade sec
or to determine the validity and scope of the pietpry rights of others. Such litigation could rk$ni 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 sooocde, design code, documentation
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and other information relating to our software, @nttade secret and copyright laws. However, weelidnosen to provide access to our
hypervisor and other selected source code to nhare %0 of our partners for co-development, as agfor open APIs, formats and protocols.
Though we generally control access to our sourde emd other intellectual property, and enter auofidentiality or license agreements with
such partners, as well as with our employees anduttants, our safeguards may be insufficient tdgmt our trade secrets and other rights to
our technology. Our protective measures may becigaate, especially because we may not be ablet@pr our partners, employees or
consultants from violating any agreements or liesnge may have in place or abusing their accessegtéo our source code. Improper
disclosure or use of our source code could helppetitors develop products similar to or better thars.

We are, and may in the future be, subject to claiysothers that we infringe their proprietary tecbiogy which could force us to pay
damages or prevent us from using certain technolagyur products.

Companies in the software and technology industwes large numbers of patents, copyrights, tradksand trade secrets and
frequently enter into litigation based on allegas®f infringement or other violations of intelleat property rights. This risk may increase as
the number of products and competitors in our marareases and overlaps occur. In addition, aslekmown information technology
company, we face a higher risk of being the sulijéattellectual property infringement claims. Aokaim of infringement by a third party,
even one without merit, could cause us to incustutiial costs defending against the claim, anddodistract 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 ptoducts. 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 selsidiarm our business, operating results and fiaaoondition. Third parties may also assert
infringement claims against our customers and chligmartners. Any of these claims could requirecuisitiate or defend potentially protracted
and costly litigation on their behalf, regardle$she merits of these claims, because we gendralgmnify our customers and channel part
from claims of infringement of proprietary rightkthird parties in connection with the use of omducts. If any of these claims succeed, we
may be forced to pay damages on behalf of our mueste or channel partners, which could negativeigcabur results of operations.

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

A significant portion of the products or technolegacquired, licensed or developed by us may icatp so-called “open source”
software, and we may incorporate open source stgtimigo other products in the future. Additionalbpen source technology underlies the
offerings of SpringSource and Zimbra, businessebawe acquired since 2009. Such open source seffiwaenerally licensed by its author
other third parties under open source licensedydimy, for example, the GNU General Public Licertke GNU Lesser General Public
License, “Apache-style” licenses, “BSD-style” licrs and other open source licenses. We monitarsaiof open source software in an effort
to avoid subjecting our products to conditions wendt intend. Although we believe that we have cliedpwith our obligations under the
various applicable licenses for open source soéilazat we use, there is little or no legal precédenerning the interpretation of many of the
terms of certain of these licenses, and therefergobtential impact of these terms on our busii'essmewhat unknown and may result in
unanticipated obligations regarding our products$ i@ehnologies. For example, we may be subjectedrtain conditions, including
requirements that we offer our products that useofhen source software for no cost, that we makéadole source code for modifications or
derivative works we create based upon incorporatisgng or distributing the open source softward/@anthat we license such modifications or
derivative works under the terms of the particolpen source license. Any of these obligations cbalke an adverse impact on our intellectual
property rights and our ability to derive reventand products incorporating the open source software
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If an author or other third party that distribugesch open source software were to allege that wenbacomplied with the conditions of
one or more of these licenses, we could be requir@ttur significant legal expenses defending magfasuch allegations. If our defenses were
not successful, we could be subject to significkamhages, enjoined from the distribution of our pieid 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 softwargmwopen source software in a certain manner, usai@e open source licenses we could be
required to release the source code of our prapyietoftware, which could substantially help oumpetitors develop products that are similar
to or better than ours.

In addition to risks related to license requirersgnsage of open source software can lead to grésite 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. In
addition, many of the risks associated with usdgsgpen source such as the lack of warranties arrasses of title, cannot be eliminated, and
could, if not properly addressed, negatively affaat business. We have established processesp@leliate these risks, including a review
process for screening requests from our developorganizations for the use of open source and adirdpappropriate due diligence of the
use of open source in the products developed byaaias we acquire, but we cannot be sure thapalh source software is submitted for
approval prior to use in our products or is disecededuring due diligence.

The product offerings from our recent acquisitionSpringSource and Zimbra, rely upon and incorporat@en source software technologies
that subject us to additional risks and challengeghich could result in increased development expesisdelays or disruptions to the release
or distribution of those software solutions, anddreased competition.

In September 2009, we completed our acquisitiocBmfngSource and, in February 2010, we completecdoquisition of Zimbra. Each
a software business that broadly uses open sauitesoftware solutions. Software solutions thratsubstantially or mostly based on open
source software subject us to a number of riskschatlenges:

» If open source software programmers, most of whandw not employ, do not continue to develop angeoé open source
technologies, our development expenses could bedsed and our product release and upgrade schexuliel be delaye:

» One of the characteristics of open source softigatfeat anyone can modify the existing softward@relop new software th
competes with existing open source software. Assalt, competition can develop without the degifeeverhead and lead time
required by traditional proprietary software comiganlt is also possible for new competitors withager resources than ours to
develop their own open source solutions, potegti@tiucing the demand for, and putting price pnessa, our solutions

» ltis possible that a court could hold that thetises under which our open source products aréogeeeand licensed are r
enforceable or that someone could assert a claipréprietary rights in a program developed andrithigsted under them. Any
ruling by a court that these licenses are not eefvle, or that open source components of our ptaferings may not be liberal
copied, modified or distributed, may have the dffdfqreventing us from distributing or developialjor a portion of our products.
In addition, licensors of open source software eygd in our offerings may, from time to time, madifie terms of their license
agreements in such a manner that those licenss teay no longer be compatible with other open solicenses in our offerings
our end-user license agreement, and thus couldpguoitner consequences, prevent us from continoimlistribute the software
code subject to the modified licen:

« Actions to protect and maintain ownership and adrdver our intellectual property could adversdfget our standing in the open
source community, which in turn could limit our ltlgito continue to rely on this community, uponialhnwe are dependent, as a
resource to help develop and improve our open squmeducts
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If we are unable to successfully address the aigdle of integrating products based upon open seecbeology into our business, our
ability to realize revenues from such products idinegatively affected and our development costgincrease.

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 tadtuate significantly.

The timing of our revenues is difficult to predi€@ur sales efforts involve educating our custonadiut the use and benefit of our
products, including their technical capabilitiestgntial cost savings to an organization and adwpes compared to lowepst products offere
by our competitors. Customers typically undertalségaificant evaluation process that has in the gmilted 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 atblays. Moreover, the greater number of competaiternatives, as well as announcements
by our competitors that they intend to introducepetitive alternatives at some point in the futwas lengthen customer procurement cycles,
cause us to spend additional time and resourceducate end-users on the advantages of our protfadhgs and delay product sales. These
factors can have a particular impact on the tingind length of our ELA sales cycles.

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 daysaif @aarter. Similarly, our yearly sales have histily reflected a disproportionate percent
of the year's sales in the fourth fiscal quartdre3e patterns make prediction of revenues, earaimgisvorking capital for each financial period
especially difficult and uncertain and increasertbke of unanticipated variations in financial céi@h and results of operations. We believe
uneven sales pattern is a result of many factatading the following:

» the tendency of customers to wait until late iruarger to commit to a purchase in the hope of abitgimore favorable pricing

» the fourth quarter influence of customers spenthegr 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 forri@dar quarter are not realized in that quarteatoall, our results could fall short of
public expectations and our business, financiatlt@m and results of operations could be materiativersely affected.

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

Developing our products is expensive. Our investriteresearch and development may not result irketable products or may result in
products that take longer to generate revenueggmerate less revenues, than we anticipate. Oeanesand development expenses were over
20% of our total revenues, in each of fiscal yedk@®and 2009. Our future plans include signifiaamestments in software research and
development and related product opportunities. Alebe that we must continue to dedicate a sigaifi@mount of resources to our research
and development efforts to maintain our competigiesition. However, we may not receive significemtenues from these investments for
several years, if at all.

We may not be able to respond to rapid technologateanges with new solutions and services offeringsich could have a material
adverse effect on our sales and profitability.

The markets for our software solutions are charizete by rapid technological changes, changingoenst needs, frequent new software
product introductions and evolving industry stamigaiT he introduction of third-
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party solutions embodying new technologies ancethergence of new industry standards could makexisting and future software solutic
obsolete and unmarketable. We may not be ablevelale updated products that keep pace with teclgicdbdevelopments and emerging
industry standards and that address the incregssoglhisticated needs of our customers or thatdp&rate with new or updated operating
systems and hardware devices or certify our pradectvork with these systems and devices. As dtresel may not be able to accurately
predict the lifecycle of our software solutionsdahey may become obsolete before we receive tloeianof revenues that we anticipate from
them. There is no assurance that any of our nesvinffs would be accepted in the marketplace. Sagmif reductions in server-related costs or
the rise of more efficient infrastructure managetsaftware could also affect demand for our sofensolutions. As hardware and processors
become more powerful, we will have to adapt oudprt and service offerings to take advantage ofrtbeeased capabilities. For example,
while the introduction of more powerful serversgaets an opportunity for us to provide better potsifor our customers, the migration of
servers to quad-core and greater multi-core miowgssor technology also allows an end-user witlhrenghumber of licensed copies of our
software to more than double the number of viragdion machines run per server socket without lgaterpurchase additional licenses fromr

If any of the foregoing events were to occur, duility to retain or increase market share and reesrin the virtualization software market
could be materially adversely affected.

Our success depends upon our ability to develop peeducts and services, integrate acquired produatsl services and enhance our
existing products and services and develop apprajgribusiness and pricing models.

If we are unable to develop new products and sesyimtegrate acquired products and services, eehard improve our products and
support services in a timely manner or position/angrice our products and services to meet mat&etand, customers may not buy new
software licenses from us or renew software licanmiates and product support. In addition, inforomatechnology standards from both
consortia and formal standards-setting forums dkasede facto marketplace standards are rapidiyveng. We cannot provide any assurance
that the standards on which we choose to develappneducts will allow us to compete effectively fausiness opportunities in emerging ai
such as cloud computing.

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

» managing the length of the development cycle fov ppoducts and product enhancements, which haadrety been longer than
we originally expectec

e managing custome’ transitions to new products, which can result ilagein their purchasing decisior
» adapting to emerging and evolving industry stanslartt to technological developments by our congrstiind customer
* entering into new or unproven markets with whichhage limited experienc

» tailoring our business and pricing models apprdelyaas we enter new markets and respond to cotivegpiressures ar
technological change

* incorporating and integrating acquired products t@ctinologies; an
» developing or expanding efficient sales chanr

In addition, if we cannot adapt our business motteleep pace with industry trends, our revenuedddoe negatively impacted. For
example, if we increase our adoption of subscniptiased pricing models for our products, we maiytdeset pricing at levels appropriate to
maintain our revenue streams or our customers tagse to deploy products from our competitors they believe are priced more favorably.
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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 custshterdware and software systems, our customeysdepend 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 notetiffely assist our customers in deploying our pridusucceed in helping our customers
quickly resolve post-deployment issues, and proeifiective ongoing support, our ability to sell guoducts to existing customers would be
adversely affected, and our reputation with potmiistomers could be harmed. If our customers BiitAs have a poor perception of our
support and services offerings, they may chooséon@new their ELAs when they expire. In additias,we expand our operations
internationally, our support organization will fagdditional challenges, including those associatithl delivering support, training and
documentation in languages other than English. Aesalt, our failure to maintain high-quality suppand services, or to adequately assist our
channel partners in providing high-quality support services, could result in customers choosingéoour competitors’ products instead of
ours in the future.

Acquisitions could disrupt our business, cause ditin to our stockholders and harm our business, dimcial condition and results o
operations.

We have in the past and plan in the future to aecquther businesses, products or technologieseXample, since September 2009 we
have completed a number of acquisitions, includioguisitions of SpringSource, Zimbra, certain asfem EMC'’s lonix division and
Integrien. We may not be able to find suitable @sitjan candidates, and we may not be able to cetegcquisitions on favorable terms, if at
all. If we do complete acquisitions, we may notroittely strengthen our competitive position or agkiour goals, or they may be viewed
negatively by customers, financial markets or inves

Acquisitions may disrupt our ongoing operationsedi management from day-t&y responsibilities, increase our expenses anergsely
impact our business, financial condition and resoftoperations. 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. Acquisitions may reduceasin available for operations and other
uses and could result in an increase in amortizaigense related to identifiable intangible asaetgiired, potentially dilutive issuances of
equity securities or the incurrence of debt.

Additionally, we have limited historical experienagh the integration of acquired companies. Ttee 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 thigalrdependence on unfamiliar supply or distribntgartners. Other risks related to
acquisitions include the assumption of the lialeitof the acquired business, including litigatiefated liabilities.

In addition, we review our amortizable intangib#sets annually for impairment, or more frequemligen 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 eg$in 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 m dlequisition of a business as described abovepayealso 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
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in businesses that offer complementary productsicgs or technologies. These investments are goani®d by risks similar to those
encountered in an acquisition of a business.

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

Revenues from customers outside the United Statepiésed approximately 49% of our total revenuesath fiscal year 2010 and 2009.
We have sales, administrative, research and dewelopand technical support personnel in numeroustdes worldwide. We expect to
continue to add personnel in additional counti@sr. international operations subject us to a vaétisks, including:

» the difficulty of managing and staffing internat@roffices and the increased travel, infrastrucamd legal compliance costs
associated with multiple international locatio

* increased exposure to foreign currency exchangerisk;
» difficulties in enforcing contracts and collectingcounts receivable, and longer payment cyclegcésfy in emerging market
« difficulties in delivering support, training and @omentation in certain foreign marke

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

« economic or political instability and security cenas in countries that are important to our intéomel sales and operatior
» the overlap of different tax structures or changeaternational tax laws

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

» difficulties in transferring funds from certain agues; anc

« difficulties in maintaining appropriate controldatng to revenue recognition practic

Additionally, as we continue to expand our busirgdebally, we will need to maintain compliance wiggal and regulatory requirements
covering the foreign activities of U.S. corporagpsuch as export control requirements and theigiof@orrupt Practices Act. Our success will
depend, in large part, on our ability to anticipatel effectively manage these and other risks &dsdcwith our international operations. We
expect a significant portion of our growth to ocauforeign countries, which can add to the diffims in maintaining adequate management
and compliance systems and internal controls dmantial reporting and increase challenges in miaigegn organization operating in various
countries.

Our failure to manage any of these risks succdgsfalld negatively affect our reputation, harm operations and reduce our
international sales.

Our products are highly technical and may containrers, defects or security vulnerabilities which alol cause harm to our reputation and
adversely affect our business.

Our products are highly technical and complex artten deployed, have contained and may containgrdefects or security
vulnerabilities. Some errors in our products maly & discovered after a product has been installedused by customers. Any errors, def
or security vulnerabilities discovered in our protduafter commercial release could result in Idsgwenues or delay in revenue recognition,
loss of customers and increased service and wgrcast, any of which could adversely affect ouribess, financial condition and results of
operations. Undiscovered vulnerabilities in ourdarats could expose them to hackers or other unstoug 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 delayréupurchases or use competitive products.
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End-users, who rely on our products and servicethinteroperability of enterprise servers angligptions 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 and customers and channel
partners may seek indemnification from us for thesses and those of their customers. Defendimgvadit, regardless of its merit, is costly
time-consuming and may divert management’s attergiad adversely affect the market’s perceptionsodind our products. In addition, if our
business liability insurance coverage proves inadegor future coverage is unavailable on acceptains or at all; our business, financial
condition and results of operations could be adigrispacted.

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 confidenneur financial reporting, which could harm our bsiness and the trading price of ot
Class A common stock.

We have complied with Section 404 of the SarbandsyQAct of 2002 by assessing, strengthening astinig our system of internal
controls. Even though we concluded our systemtefiral controls was effective as of December 3102@e need to continue to maintain our
processes and systems and adapt them to changeslassiness changes and we rearrange managermsponséilities and reorganize our
business accordingly. We may seek to automateicgntacesses to improve efficiencies and betteanangoing compliance but such
automation may itself disrupt existing internal tots and introduce unintended vulnerability tooemr fraud. This continuous process of
maintaining and adapting our internal controls eoohplying with Section 404 is expensive and timastoning, and requires significant
management attention. We cannot be certain thantennal control measures will continue to provitkequate control over our financial
processes and reporting and ensure complianceSeittion 404. Furthermore, as our business chamgeasawe expand through acquisitions
of other companies, our internal controls may bezomore complex and we will require significantly meesources to ensure our internal
controls overall remain effective. Failure to implent required new or improved controls, or difft@d encountered in their implementation,
could harm our operating results or cause us tadameet our reporting obligations. If we or ondépendent registered public accounting firm
identify material weaknesses, the disclosure affdna, even if quickly remedied, could reduce tharket’s confidence in our financial
statements and harm our stock price. In additforngiare unable to continue to comply with Secd@d, our non-compliance could subject us
to a variety of administrative sanctions, includthg suspension or delisting of our Class A comstork from the New York Stock Exchange
and the inability of registered broker-dealers tkma market in our Class A common stock, whicHdceeduce our stock price.

Problems with our information systems could interéewith our business, and our website may be subjedntentional disruption that coulc
adversely impact our operations.

We rely on our information systems and those ofitparties for processing customer orders, delieéroducts, 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 continuously work to enhance our infation systems. The implementation of these typeslbancements is frequently disrupt
to the underlying business of an enterprise, whiely especially be the case for us due to the sideeamplexity of our business. Any
disruptions relating to our systems enhancemeatsicplarly any disruptions impacting our operasiaturing the implementation period, could
adversely affect our business in a number of réspEeen if we do not encounter these adversetsffée implementation of these
enhancements may be much more costly than we ettd. If we are unable to successfully implemeatibtformation systems enhancements
as planned, our financial position, results of atiens, and cash flows could be negatively impacted
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Additionally, experienced computer programmers @mgmpt to penetrate our network security or tlroeiss of our website and
misappropriate proprietary information and/or cainserruptions of our services. Because the tealesqised by such computer programmers
to access or sabotage networks change frequertlynay not be recognized until launched againstgetawe may be unable to anticipate
these techniques. The theft and/or unauthorizedupablication of our trade secrets and other idemtial business information as a result of
such an event could adversely affect our competpiosition, reputation, brand and future salesuofppoducts and our customers may assert
claims against us related to resulting losses ofidential or proprietary information. Our businessild be subject to significant disruption,
and we could suffer monetary and other losses ematational harm, in the event of such incidents@aims.

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

We have rapidly expanded our operations since timepand anticipate further expansion in the futdieis future growth, if it occurs,
will place significant demands on our managemaetfitastructure and other resources. AdditionallytHfer international growth may occur in
regions where we presently have little or no irthiagure. To manage any future growth, we will néztire, integrate and retain highly skilled
and motivated employees. We will also need to oomtito improve our financial and management casitreporting and operational systems
and procedures. If we do not effectively managegsawth, we may not be able to meet our custonmeeds, thereby adversely affecting our
sales, or be able to meet our future reportinggaltibns.

Our financial results may be adversely impactedhigher than expected tax rates, and we may haveosxpe to additional tax liabilities.

As a multinational corporation, we are subjectimoime taxes as well as non-income based taxesthiniee 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 expersdditionally, the amount of income taxes paigdubject to our interpretation of applical
tax laws in the jurisdictions in which we file ankdanges to tax laws. Significant judgment is regplin determining our worldwide provision
for income taxes and other tax liabilities. Fromdito time, we are subject to income tax auditsil&\ke believe we have complied with all
applicable income tax laws, there can be no aseartmat 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 tock-based compensation, the impact of accountngdsiness combinations, changes in our
international organization, and changes in ovéeattls of income before tax.

For example, during 2010, the IRS announced aradified Schedule UTP, Uncertain Tax Positions StaténThis schedule is an annual
disclosure of certain federal UTPs, ranked in ofanagnitude, to be included in corporate tax§jb for U.S. federal income tax
purposes. According to the IRS, the disclosure is¢lude ‘a concise description of the tax position, inclgdéndescription of the relevant fa
affecting the tax treatment of the position aneinfation that reasonably can be expected to apihs8ervice of the identity of the tax
position.” As a result of this additional disclosuequirement, the amount of taxes paid could asze

Also, in December 2010, H.R. 4853, Tax Relief, Uptayment Insurance Reauthorization, and the Johtme Act of 2010, which
included an extension of a number of expired tawisions, took effect retroactively to 2010 andgwectively through 2011. Among the
extended tax provisions was the U.S. Federal R&tadit, which provides a significant reductionoiar effective tax rate. The renewal of |
credit beyond 2011 is uncertain.

27



Table of Contents

In addition, in the ordinary course of our globakimess, there are many intercompany transactimhsalculations where the ultimate
determination is uncertain. Although we believe thar tax estimates are reasonable, we cannotetizatrthe final determination of tax audits
or tax disputes will not be different from whatéslected in our historical income tax provisiomslaccruals.

We are also subject to non-income taxes, suchyaslpasales, use, valuadded, net worth, property and goods and servioesst 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 evenguch as pandemics, and to interruption
by manmade problems, such as computer viruses, unantitégadisruptions in local infrastructure or terrori®, which could result in delay
or cancellations of customer orders or the deploymef our 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, flood or other aGad, could have a material adverse impact on osinkss, financial condition and results of
operations. As we continue to grow internationdtgreasing amounts of our business will be locatefidreign countries that may be more
subject to political or social instability that ddwisrupt operations. In addition, our servers\arerable to computer viruses, break-ins and
similar disruptions from unauthorized tamperinghaour computer systems. Unanticipated disruptiareervices provided through localized
physical infrastructure, such as utility or telegoomication outages, can curtail the functionindpatl offices as well as critical components of
our information systems and adversely affect otlitato process orders, respond to customer reigugasd maintain local and global business
continuity. Furthermore, acts of terrorism or wauld cause disruptions in our or our customersiri®ss or the economy as a whole and
disease pandemics could temporarily sideline atanbal part of our or our customers’ workforceaay particular time. To the extent that such
disruptions result in delays or cancellations aftomer orders, or the deployment of our produaisrevenues would be adversely affected.

Our business is subject to a variety of U.S. antemational laws regarding data protection.

Our business is subject to federal, state andriatemal laws regarding privacy and protection $éndata. We post, on our website, our
privacy policies and practices concerning the ugkdisclosure of user data. Any failure by us tmpty with our posted privacy policies or
other federal, state or international privaejated or data protection laws and regulationdccmsult in proceedings against us by governm
entities or others which could have a material aslveffect on our business, results of operatiodsfiaancial condition.

It is possible that these laws may be interpretetiapplied in a manner that is inconsistent withdata practices. If so, in addition to the
possibility of fines and penalties, a governmeatder requiring that we change our data practiogddcresult, which in turn could have a
material adverse effect on our business. Compligrittethese regulations may involve significanttsos require changes in business praci
that result in reduced revenue. Noncompliance cragdlt in penalties being imposed on us or wedbel ordered to cease conducting the
noncompliant activity.

Additionally, our virtualization technology is useg cloud computing vendors, and we have expandethwolvement in the delivery
and provision of cloud computing through busindBareces with various providers of cloud computseyvices and software and expect to
continue to do so in the future. The applicatiotd. and international data privacy laws to cleochputing vendors is uncertain, and our
existing contractual provisions may prove to balaguate to protect us from claims for data losggulatory noncompliance made against
cloud computing providers who we may partner witbcordingly, the failure to comply with data protieo laws and regulations by our
customers and business partners who provide cloogbating services could have a material adverseefin our business.
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If we fail to comply with our customer contracts government contracting regulations, our businessutd be adversely affecte

Our contracts with our customers may include unigi@ specialized performance requirements. Inqdati, our contracts with federal,
state, and local and non-U.S. governmental cust®arer subject to various procurements regulatioorgract provisions and other
requirements relating to their formation, admirdtibn and performance. Any failure by us to compith provisions in our customer contracts
or any violation of government contracting regwas could result in the imposition of various cisild criminal penalties, which may include
termination of contracts, forfeiture of profits spension of payments and, in the case of our govemhcontracts, fines and suspension from
future government contracting. Further, any negapivblicity related to our customer contracts gor proceedings surrounding them, regarc
of its accuracy, may damage our business and aftecbility to compete for new contracts. If oustomer contracts are terminated, if we are
suspended from government work, or if our abildycompete for new contracts is adversely affestedcould suffer an adverse affect on our
business, operating results or financial condition.

Changes in accounting principles and guidance, tefr interpretation, could result in unfavorable @ounting charges or effects, including
changes to our previously-filed financial statemenivhich could cause our stock price to decline.

We prepare our consolidated financial statemené&aordance with accounting principles generaltepted in the United States of
America. These principles are subject to interpiateby the SEC and various bodies formed to imrand create appropriate accounting
principles and guidance. A change in these priesipl guidance, or in their interpretations, mayeha significant effect on our reported res
and retroactively affect previously reported result

Risks Related to Our Relationship with EMC

As long as EMC controls us, other holders of oura8k A common stock will have limited ability to inénce matters requiring stockholde
approval.

As of December 31, 2010, EMC owned 33,012,000 shafreur Class A common stock and all 300,000,0G0es of our Class B
common stock, representing approximately 80% otaked outstanding shares of common stock or 97%h®foting power of outstanding
common stock. The holders of our Class A commocksémd our Class B common stock have identicaksigireferences and privileges
except with respect to voting and conversion rigthis election of directors, certain actions ttegjuire the consent of holders of Class B
common stock and other protective provisions asostt in our certificate of incorporation. Holdes§our Class B common stock are entitled
to 10 votes per share of Class B common stocklanatters except for the election of our Groupitedtors, in which case they are entitled to
one vote per share, and the holders of our Classmmon stock are entitled to one vote per shafdags A common stock. The holders of
Class B common stock, voting separately as a dasgntitled to elect 80% of the total numbericéators on our board of directors that we
would have if there were no vacancies on our boédirectors at the time. These are our Groupéddalors. Subject to any rights of any series
of preferred stock to elect directors, the holagr€lass A common stock and the holders of Classfmon stock, voting together as a single
class, are entitled to elect our remaining diretarhich at no time will be less than one directoGroup |l director(s). Accordingly, the
holders of our Class B common stock currently atéled to elect 7 of our 8 directors.

If EMC transfers shares of our Class B common stocny party other than a successor-in-intereatsabsidiary of EMC prior to a
distribution to its stockholders under Section 85fhe Internal Revenue Code of 1986, as amende®56 distribution”), those shares will
automatically convert into Class A common stockdiidnally, if, prior to a 355 distribution, EMC'swnership falls below 20% of the
outstanding shares of our common stock, all outktgnshares of Class B common stock will automdyicanvert to Class A common stock.
Following a 355 distribution, shares of Class B owmon stock may convert to Class A common stockéhstonversion is approved by
VMware stockholders after the 355 distribution. Bolong as EMC or its
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successor-in-interest beneficially owns sharesuofcommon stock representing at least a majorityefvotes entitled to be cast by the holders
of outstanding voting stock, EMC will be able tedlall of the members of our board of directors.

In addition, until such time as EMC or its succedsenterest beneficially owns shares of our comnstock representing less than a
majority of the votes entitled to be cast by thédhos of outstanding voting stock, EMC will have thbility 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 durlrg period. As a result, EMC will have the abilitycontrol all matters affecting us, includi

» the composition of our board of directors and, tigto our board of directors, any determination wébpect 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 we entered into in cbanetith our transition to becoming a public compg
» corporate opportunities that may be suitable foang EMC;

« determinations with respect to enforcement of egh¢ may have against third parties, including wétspect to intellectual propel
rights;

» the payment of dividends on our common stock;

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

Our certificate of incorporation and the mastensection agreement entered into between us and iEM@nnection with our initial
public offering (“IPO”)also contain provisions that require that as lon&BIC beneficially owns at least 20% or more ofdhéstanding shar
of our common stock, the prior affirmative votevaitten consent of EMC (or its successor-in-intéras the holder of the Class B common
stock is required (subject in each case to ceetaieptions) in order to authorize us to:

» consolidate or merge with any other ent
e acquire the stock or assets of another entity aegx of $100 million

* issue any stock or securities except to our sudasedi or pursuant to our employee benefit pl
» establish the aggregate annual amount of sharesaydssue in equity awarc

» dissolve, liquidate or wind us u
» declare dividends on our stoc

* enter into any exclusive or exclusionary arrangemeéth a third party involving, in whole or in pagroducts or services that ¢
similar to EMC's; and

« amend, terminate or adopt any provision inconsistéth certain provisions of our certificate of orporation or bylaws

If EMC does not provide any requisite consent allgaus 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 cdranal its additional rights described above
may discourage transactions involving a change
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of control of us, including transactions in whiobldters of our Class A common stock might otherweszeive a premium for their shares over
the then-current market price. EMC is not prohibiteom selling a controlling interest in us to &dhparty and may do so without the approval
of the holders of our Class A common stock and euitlproviding for a purchase of any shares of Chassmmon stock held by persons other
than EMC. Accordingly, shares of Class A commomrlstmay be worth less than they would be if EMC mad maintain voting control over us
nor have the additional rights described above.

In the event EMC is acquired or otherwise undergoesange of control, any acquirer or successdhwientitled to exercise the voting
control and contractual rights of EMC, and may darnsa manner that could vary significantly from EM historic practice.

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

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

EMC and we are both IT infrastructure companieviging products related to storage management,-backlisaster recovery, security,
system management and automation, provisioningesalirce management. There can be no assuran&MRatvill not engage in increased
competition with us in the future. In addition, tinéellectual property agreement that we have edtérto with EMC provides EMC the ability
to use our source code and intellectual propertychy subject to limitations, it may use to prodeegtain products that compete with ours.
EMC's rights in this regard extend to its majordyned subsidiaries, which could include joint veatuwhere EMC holds a majority position
and one or more of our competitors hold minoritgifons.

EMC could assert control over us in a manner whimhld impede our growth or our ability to enter nearkets or otherwise adversely
affect our business. Further, EMC could utilizecitétrol over us to cause us to take or refraimftaking certain actions, including entering
into relationships with channel, technology andeotmarketing 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 withrth&n addition, EMC maintains significant partnépshwith certain of our competitors,
including Microsoft.

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

Our existing and potential partner relationshipy @ 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 tmigffect our ability to effectively
partner with these companies. These companies avay bur competitors because of our relationship EMC.

EMC competes with certain of our significant chdntechnology and other marketing partners, incigdBM and Hewlett-Packard.
Pursuant to our certificate of incorporation andeotagreements that we have with EMC, EMC may tiasability to impact our relationship
with those of our partners that compete with EM@ijol could have a material adverse effect on osulte of operations or our ability to
pursue opportunities which may otherwise be avkl&bus.

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 is required in order for EMC to affactax-free spin-off of VMware or
certain other tax-free transactions. We have agtestdor so long as EMC or its
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successor-in-interest continues to own greater 5%t of the voting control of our outstanding conmstock, we will not knowingly take or
fail to take any action that could reasonably beeexed to preclude EMC's or its successor-in-irgeseability to undertake a tax-free spin-off.
Additionally, under our certificate of incorporati@and the master transaction agreement we entgiedith EMC, we must obtain the consent
of EMC or its successor-imterest, as the holder of our Class B common stiacissue stock or other VMware securities, exiclgghursuant ti
employee benefit plans (provided that we obtairs€B common stockholder approval of the aggregatea number of shares to be granted
under such plans), which could cause us to forgitalaraising or acquisition opportunities that idotherwise be available to us. As a result,
we may be precluded from pursuing certain growitiaitives.

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 will
indemnify us for claims and losses’ relating tdiigies related to EMC’s business and not reldtedur business. However, if those liabilities
are significant and we are ultimately held lialme them, we cannot be certain that we will be ablecover the full amount of our losses from
EMC.

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 subsidiaries/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 purposesvell 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.UJeBeral income tax purposes or any
other consolidated, combined or unitary group of&®Blorporation and/or its subsidiaries, the amotitéxes 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

We have been included in the EMC consolidated gfoup).S. federal income tax purposes since ouuiipn by EMC, and expect to
continue to be included in such consolidated grfoneriods in which EMC owns at least 80% of thik 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 sulissity determined deficiency thereon. Similarlysome 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 efied income tax purposes or any other consolidaahbined 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 arigeo matters arising from our separation from El
» employee retention and recruitir
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* business combinations involving

» our ability to engage in activities with certainagimel, technology or other marketing partn

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

» thenature, quality and pricing of services EMC hasadrto provide us

« arrangements with third parties that are exclusipt@EMC,;

* Dbusiness opportunities that may be attractive th B&C and us; an

» product or technology development or marketingvétads 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 antengen agreement between the parties. While weargolled by EMC, we may
not have the leverage to negotiate amendment&se thgreements if required on terms as favorahle &s those we would negotiate with an
unaffiliated third party.

Some of our directors own EMC common stock, regeit shares of EMC common stock and/ or equity awsatd acquire EMC commol
stock and hold management positions with EMC, whicbuld cause conflicts of interests that result@ur not acting on opportunities w
otherwise may have.

Some of our directors own EMC common stock andgoitg awards to purchase EMC common stock. In &ftdisome of our directors
are executive officers and/or directors of EMC, &MC, as the sole holder of our Class B commonkstiscentitled to elect 7 of our 8
directors. Ownership of EMC common stock, restdctbkares of EMC common stock and equity awardsitohmase EMC common stock by
our directors and the presence of executive oSicerdirectors of EMC on our board of directorsldaereate, or appear to create, conflicts of
interest with respect to matters involving bothensl EMC that could have different implications EMC than they do for us. Provisions of our
certificate of incorporation and the master tratisacagreement between EMC and us address corpmpptetunities that are presented to our
directors or officers that are also directors dicefs of EMC. There can be no assurance thatrgions in our certificate of incorporation
the master transaction agreement will adequatelyesd potential conflicts of interest or that ptisdrconflicts of interest will be resolved in
our favor or that we will be able to take advantafjeorporate opportunities presented to individwaho are officers or directors of both us
EMC. As a result, we may be precluded from purseiegain growth initiatives.

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 comistock representing at least a majority of theventitled 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 d¢lie New York Stock Exchange rules and, as a resate 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 i 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 considtindependent director
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» that we have a corporate governance and nominetimgnittee that is composed entirely of independ@ettors with a writtel
charter addressing the commi’s purpose and responsibilitie

» that we have a compensation committee that is cegtpentirely of independent directors with a wnittharter addressing the
committef s purpose and responsibilities; ¢

» for an annual performance evaluation of the nonmgaind governance committee and compensation ctie@l

While we have voluntarily caused our Compensatiwh @orporate Governance Committee to currentlydmeposed entirely of
independent directors in compliance with the resmients of the New York Stock Exchange, we are equiired 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.

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

The historical financial information covering therjpds prior to our IPO in August 2007 includedir Annual Report on Form 10-K for
the fiscal year ended December 31, 2010 does meissarily reflect what our financial position, eswf operations or cash flows would have
been had we been an independent entity during thisterical periods. The historical costs and esgsireflected in our consolidated financial
statements prior to 2008 include an allocationcEmtain corporate functions historically providedEMC, including tax, accounting, treasury,
legal and human resources services. Although we tramsitioned most of these corporate functiongMwvare personnel, in certain
geographic regions where we do not have an egtedliegal entity, we contract with EMC subsidiafiessupport services and EMC
employees who are managed by VMware personnelcd$is incurred by EMC on VMware’s behalf relatedhtese employees include a
mark-up intended to approximate costs that woulckteen charged had we contracted for such semwitesn unrelated third party. These
costs have been charged by EMC and are includegpeses in our consolidated statements of inc@uehistorical financial information is
not necessarily indicative of what our financiakjion, results of operations or cash flows willibehe future if and when we contract at
arm’s-length with independent third parties for feevices we have received and currently recetnm EEMC. For additional information, see
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operations” and our histdrconsolidated financial statements
and notes thereto.

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 substaitly in the future.

Our Class A common stock has only been publiclgedasince our IPO on August 14, 2007. The tradimgepf our Class A common
stock has fluctuated significantly since then. &ample, between January 1, 2010 and January 21, & closing trading price of our
Class A common stock was very volatile, rangingveein $41.58 and $97.00 per share. Our trading pduatl fluctuate substantially in the
future due to the factors discussed in this Risitdta section and elsewhere in this Annual Repofam 10-K.

Substantial amounts of Class A common stock ar inebur employees, EMC and Cisco, and all of titeres of our Class B common
stock, which may be converted to Class A commookstipon request of the holder, are held by EMCr&haf Class A common stock held
EMC (including shares of Class A common stock thight be issued upon the conversion of Class B comstock) are eligible for sale
subject to the volume, manner of sale and othéricgens of Rule 144 of the Securities Act of 1923 amended (the “Securities Act”), which
allows the holder to sell up to the greater of 6w outstanding Class A common stock or our faeek average weekly trading volume
during any three-month period and following the
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expiration of their contractual restrictions. Addlitally, EMC possesses registration rights wittpees to the shares of our common stock that it
holds. If EMC chooses to exercise such rightssale of the shares that are registered would netibgct to the Rule 144 limitations. If a
significant amount of the shares that become ééidilr resale enter the public trading markets #hart period of time, 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 gerardltechnology companies in particular, also hdtenaxperienced 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 benstituted, including against us, and, if not resdhgwiftly, can result in substantial costs and a
diversion of management’s attention and resources.

If securities or industry analysts cease publishingsearch or reports about us, our business or ooarket, or if they change thei
recommendations regarding our stock adversely, atock price and trading volume could decline.

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 355 distribution of Class B common $tdxy EMC to its stockholders, the restriction thdieneficial owner of 10% «
more of our Class B common stock may not vote inelaction of directors unless such person or gredap owns at least an
equivalent percentage of Class A common stock taid approval of our board of directors prior ¢gj@iring beneficial ownership
of at least 5% of Class B common sto

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

» the requirement for advance notice for nominatimnlection to the board of directors or for prejmy matters that can be acted
upon at a stockholde’ meeting;

» the ability of the board of directors to issue,heitit stockholder approval, up to 100,000,000 shafreseferred stock with terms set
by the board of directors, which rights could beiseto those of common stock; a

» inthe event that EMC or its succesin-interest no longer owns shares of our common stegiesenting 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
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Until such time as EMC or its successor-in-intecestses to beneficially own 20% or more of thetaatiing shares of our common
stock, the affirmative vote or written consentlué holders of a majority of the outstanding shafdbe Class B common stock will be required
to:

« amend certain provisions of our bylaws or certificaf incorporation

» make certain acquisitions or dispositio

» declare dividends, or undertake a recapitalizatioliquidation;

« adopt any stockholder rights plépoison pil” or other similar arrangemer

e approve any transactions that would involve a memgmnsolidation, restructuring, sale of substdigtil of our assets or any of o
subsidiaries or otherwise result in any persomtityeobtaining control of us or any of our subsidés; ot

* undertake certain other actiol

In addition, we have elected to apply the provisiohSection 203 of the Delaware General Corpandtiw. These provisions may
prohibit large stockholders, in particular thosenavg 15% or more of our outstanding voting stoc&nf 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 relationship with us and the membleis on our board of individuals proposed by Intehd Cisco may create actual or
potential conflicts of interest

As a result of an investment by Intel Capital im @lass A common stock in August 2007, Intel hamhe-time right to designate a
director acceptable to our board of directors foiratial term of service. Pursuant to that riglig appointed an Intel executive to our board of
directors. Cisco, pursuant to its purchase of das€A common stock from EMC, also has an ownensHgiionship with us, and we appoin
an executive officer of Cisco (since retired fromsd®) proposed by Cisco as one of our directorgthielntel nor Cisco has an ongoing righ
designate a director for our board. However, ed¢hedirectors initially proposed by them contiade serve on our board. These relations
may create actual or potential conflicts of intéeesd the best interests of Intel or Cisco mayrafiéct the best interests of other holders of our
Class A common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2. PROPERTIES
As of December 31, 2010, we owned or leased thkties described below:

Approximate

Location Sq. Ft.* Principal Use(s)
Palo Alto, CA owned 462,00(
427,00( Executive and administrative offices, sales
leasec marketing, R&D, and data ceni
North and Latin American region (excluding P leasec 534,00( ** Administrative offices, sales and marketing, R&D,
Alto, CA) and data cente
Asia Pacific region leasec 346,00( Administrative offices, sales and marketing, R&D
and data cente
Europe, Middle East and Africa region leasec 295,00( Administrative offices, sales and marketing, and
R&D

* Of the total square feet leased, approximately(Bgyuare feet were under construction as of Deeeth 2010
** Includes leased space for a Washington data ckiéity, for which VMware is considered to be tbener for accounting purpose

We believe that our current facilities are suitdoleour current employee headcount and will sastai through 2011, but we intend to
add new facilities or expand existing facilitiesves add employees and expand our operations. Vilevbehat suitable additional or substitute
space will be available as needed to accommodai@nsion of our operations.

ITEM 3. LEGAL PROCEEDINGS

VMware is named from time to time as a party todaits in the normal course of its business. In siages 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 anmoercially reasonable terms, or at all, or that ltigation resulting from such claims would
not have a material adverse effect on our congeliieesults of operations, financial position, aadh flows, or consolidated financial
statements taken as a whole.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The names of executive officers and their aged &eloruary 20, 2011, are as follows:

Name Age Position(s)

Paul A. Maritz 55  Chief Executive Officer and Directi

Carl M. Eschenbac 44  Cc-President, Customer Operatic

Richard J. McAnift 61 Cc-President, Products and Chief Development Off

T. Tod Nielser 45  Cc-President, Application Platfor

Mark S. Peel 53 Chief Financial Officer and (-President, Business Operatic

S. Dawn Smith 47  Senior Vice President, General Counsel, Chief Canpé
Officer and Secretar

Betsy B. Sutte 50 Senior Vice President, Human Resour

Paul A. Maritz has been Chief Executive Officer and Director of Wae since July 2008. Mr. Maritz also served as \dvits Presider
from July 2008 to January 2011. Prior to joining Whte, he served as President, Cloud InfrastruetndeServices Division of EMC,
VMware's parent company and controlling stockholdér. Maritz joined EMC in February 2008 when EMEnaired Pi Corporation (“Pi”),
which he had founded in 2003 and where he serv&E&s Pi was a software company focused on buildiagd-based solutions. Prior to
founding Pi, he spent 14 years working at Micro§itporation, where he served as a member of Yieepierson Executive Committee that
managed the overall company prior to his retirenmre2000. He also serves as Chairman of the BofattdeoGrameen Foundation, which
supports microfinance around the world.

Carl M. Eschenbachwas appointed Co-President, Customer Operatiod/bfare in January 2011. Mr. Eschenbach served as
VMware's Executive Vice President of Worldwide EeDperations from May 2005 to January 2011. Pdqgoining VMware in 2002, he was
Vice President of North America Sales at Inktorinfir2000 to 2002. He also held various sales managepositions with 3Com Corporation,
Lucent Technologies Inc., and EMC.

Richard J. McAniff was appointed Co-President, Products and ChiefIDpreent Officer of VMware in January 2011. Mr. Mciffin
served as VMware’s Executive Vice President, Prtxland Chief Development Officer from March 2009#émuary 2011. Prior to joining
VMware, he served in various product developmemagament positions at Microsoft from 1987 throu§b& As corporate vice president
Microsoft Office, Mr. McAniff was responsible foegeral major software tools including Excel and égx He also oversaw the Business
Intelligence effort within Office and developmeritWeb components for the SharePoint Portal SeBeiore serving as corporate vice
president, Mr. McAniff served as general managehefVisual Basic development system.

T. Tod Nielsenwas appointed Co-President, Application Platfornvbfware in January 2011. Mr. Nielsen served as VieisaChief
Operating Officer from January 2009 to January 2@k ibr to joining VMware, he served as President @hief Executive Officer of Borland
Software Corporation, an enterprise software compam November 2005 to December 2008. From J@#520 November 2005,

Mr. Nielsen served as Senior Vice President, Mamigeaind Global Sales Support for Oracle Corporatioom August 2001 to August 2004,
served in various positions at BEA Systems, Imzluding Chief Marketing Officer and Executive ViBeesident, Engineering. Mr. Nielsen
also spent 12 years with Microsoft in various rplasluding General Manager of Database and Deegldpols, Vice President of Developer
Tools, and at the time of his departure, Vice Ries of Microsoft’s platform group.

Mark S. Peekwas appointed Chief Financial Officer and Bmesident, Business Operations of VMware in Jan@aiji. Mr. Peek servi
as VMware's Chief Financial Officer from April 20@@ January 2011. Prior to
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joining VMware, he served as Senior Vice Presidert Chief Accounting Officer of Amazon.com, Inm,e-commerce company, from July
2002 to April 2007. Prior to joining Amazon.comAmpril 2000, Mr. Peek spent 19 years at Deloitte &uthe, the last ten years as a
partner. Mr. Peek serves as a director of Trimtdeifjation, Ltd., a maker of positioning productigins.

S. Dawn Smithhas been the Senior Vice President, General Coansebecretary at VMware since September 2009 aief C
Compliance Officer since August 2010. Prior to jopghnVMware, she was a partner at Morrison & Foerkte?, a law firm, since January 2008
and served as an attorney since 2005. Prior tinpiMorrison & Foerster LLP, she was an attorneWéson Sonsini Goodrich & Rosati P.C.

Betsy B. Sutterwas appointed VMware’s Senior Vice President, HulRasources in July 2009. Ms. Sutter previously egias
VMware’s Vice President, Human Resources from Jan2@01 through July 2009. Prior to joining VMwaMs. Sutter was Vice President,
Human Resources at Silicon Gaming from 1997 thr®@00 and served in human resources managemeiditt! Equipment Corporation
from 1989 to 1997.
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PART Il

ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS, AND | SSUER
PURCHASES OF EQUITY SECURITIES

Market Information
Our Class A common stock, par value $0.01 per sli@@es on the New York Stock Exchange underyhesl VMW.

The following table sets forth the range of higld &ow sales prices of our Class A common stockhenNew York Stock Exchange for
the past two years during the fiscal periods shdur. Class B common stock is not publicly traded.

Market Prices

High Low

Year ended December 31, 2C

First Quartel $54.9¢ $41.0¢

Second Quarte 73.1( 51.2:¢

Third Quartel 89.1¢ 61.17

Fourth Quarte 91.9¢ 71.0¢
Year ended December 31, 2C

First Quarte! $27.21 $19.1¢

Second Quarte 33.4( 24.4;

Third Quartel 41.1¢ 25.7¢

Fourth Quarte 45.5] 36.92

Holders

We had 60 holders of record of our Class A commoaks and one holder of record, EMC CorporationM®&’), of our Class B comma
stock as of February 18, 2011.

Dividends

Subsequent to our initial public offering in Aug@§t07, we have not declared or paid cash dividendsur common stock. We currently
do not anticipate declaring any cash dividendfienforeseeable future. Any future determinatioddolare cash dividends will be made at the
discretion of our board of directors, subject te tionsent of the holders of our Class B commorkgtacsuant to our certificate of
incorporation. Holders of our Class A common staok our Class B common stock will share equally @er share basis in any dividend
declared on our common stock by our board of dirsct

Recent Sales of Unregistered Securities
None.
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Issuer Purchases of Equity Securities

Issuer purchases of Class A common stock duringjtiagter ended December 31, 2010:

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
Purchased D(@)@©) Paid Per Share (D(@)@©) or Programs () or Programs (3)(4)
October 1- October 31, 201 799,62 $ 77.0¢ 220,36¢ $ 96,969,22
November - November 30, 201 425,24. 78.3( 235,69:¢ 78,449,42
December = December 31, 201 763,94! 88.3¢ 194,90( 61,570,95
1,988,81. 81.6¢ 650,96(

(1) Includes 2,650 shares repurchased and retiredisfystax withholding obligations that arose on thesting of shares of restricted sto
(2) Includes 1,335,202 shares purchased by EMC in omeket transactions. In the first quarter of 2(BIC announced a stock purch:

3)

(4)

program of VMware’s Class A common stock to maimigs approximate level of ownership in VMware otlee long term. Inclusion of
EMC'’s purchases in the above table does not inglitett EMC is deemed to be an “affiliated purchaséth respect to the VMware
stock repurchase program discussed in the folloiongnote. Shares purchased by EMC remain issueéaatstanding

On March 2, 2010, our Board of Directors apeba stock repurchase program, authorizing thehasieeof up to $400.0 million of our
Class A common stock through the end of 2011 (tHdware Repurchase Program”). Stock will be purchgsersuant to this program,
from time to time, in the open market or througivate transactions, subject to market conditionghé three months ended

December 31, 2010, we repurchased in open magtactions and retired 650,960 shares of our @lagsnmon stock at a weighted-
average price of $80.76 per share for an aggrematdase price of $52,574,441. We are not obligatgnirchase any shares under our
stock repurchase program. Subject to applicabls,lagpurchases under the stock repurchase progesnbemade at such times and in
such amounts as we deem appropriate. Purchasessthads#ock repurchase program can be discontiatiady time that we feel
additional purchases are not warran

Represents the amount remaining in the VMwagpuRchase Program as of the end of each monthaewrobt include potential
purchases by EMC

Use of Proceeds

None.
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Stock Performance Graph

The graph below compares the cumulative total $tolcler return on our Class A common stock withahmulative total return on the
S&P 500 Index and the S&P 500 Systems Softwarexifimiethe period beginning on August 14, 2007 dagé our Class A common stock
commenced trading on the New York Stock Exchangeugh December 31, 2010, assuming an initial imrest of $100. While the IPO pri
of our common stock was $29.00 per share, the graphimes the initial value of our common stock agust 14, 2007 was the closing sales
price of $51.00 per share. Subsequent to our limtiblic offering in August 2007, we have not deethor paid cash dividends on our common
stock, while the data for the S&P 500 Index and3B# 500 Systems Software Index assume reinvestofielividends.

COMPARISON OF CUMULATIVE TOTAL RETURN

S200

5150

§100 8

850

&0 T

B80T 123107 12/31/08 123108 12;'3-fﬁ|:|
—— Vhiware, g, —ll— SAF 600 lhdex —k— SE&F 500 Syslemas Safware [ndex

Base

Period
8/14/07 12/31/07 12/31/0¢ 12/31/09 12/31/10
VMware, Inc. $100.0( $166.6¢ $46.4¢ $ 83.1( $174.3:
S&P 500 Inde» 100.0( 103.8: 65.42 82.7: 95.1¢
S&P 500 Systems Software Ind 100.0( 121.81 76.12 114.9¢ 120.5

Note: The stock price performance shown on thetgedqove is not necessarily indicative of future@merformance. This graph shall
be deemed “filed” for purposes of Section 18 of Exehange Act or otherwise subject to the lial@itof that section nor shall it be deemed

incorporated by reference in any filing under tleeBities Act or the Exchange Act, regardless gfganeral incorporation language in such
filing.
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ITEM 6. SELECTED FINANCIAL DATA

FIVE-YEAR SELECTED CONSOLIDATED FINANCIAL DATA
(in thousands, except per share amounts)

Year Ended December 31,

2010 2009 2008 2007 2006
Summary of Operations:
Revenues
License $1,401,42. $1,029,44. $1,178,14. $ 905,36¢ $ 491,90:
Services 1,455,91! 994,49! 702,88! 420,44 212,00:.
Total revenue $2,857,34 $2,023,93 $1,881,02 $1,325,81 $ 703,90:
Operating incomi $ 427,99 $ 219,29 $ 312,52! $ 235,34: $ 120,63¢
Net income 357,43¢ 197,09¢ 290,13: 218,13° 85,89(
Net income per weighted average share, basit
Class A and Class $ 0.87 $ 0.5C $ 0.7t $ 0.6z $ 0.2¢
Net income per weighted average share, dilutec
Class A and Class $ 0.84 $ 0.4¢ $ 0.7: $ 0.61 $ 0.2¢
Weighted average shares, basic, for Class A angkCla
B 409,80! 394,26¢ 385,06¢ 350,49: 332,50(
Weighted average shares, diluted, for Class A dads
423,44¢ 399,77¢ 397,18! 359,18 332,50(
December 31
2010 2009 2008 2007 2006
Balance Sheet Data
Cash, cash equivalents and s-term investments® $3,323,64! $2,513,82: $1,840,81. $1,231,16! $ 176,13:
Working capital (deficiency® 2,508,50: 1,888,43i 1,510,383t 935,16: (55,319
Total asset® 6,797,31! 5,066,98. 3,839,20! 2,695,701 1,145,95!
Long-term obligation<? 450,00( 450,00( 450,00( 450,00( 800,00(
Stockholder’ equity (deficit)®@ 3,808,44. 2,742,95. 2,070,06 1,340,61 (230,81)
Cash Flow Data:
Net cash provided by operating activit $1,174,38! $ 985,61t $ 800,13: $ 552,43t $ 279,86:
Free cash flow® 1,202,00: 839,84« 603,41: 235,74. 194,76t

1)

(@)

3)

In August 2007, we completed our IPO in which wkl8Y,950,000 shares (including 4,950,000 sharesupit to the underwrite' full

exercise of their over-allotment option) of our &a& common stock at a price to the public of $a%ér share. The net proceeds to us
were $1,035.2 million. Subsequent to receivinggtaceeds, we purchased our new headquartersitciiiom EMC for $132.6 million,
which is equal to the cost expended by EMC thrahghdate of purchase. We also repaid $350.0 mibifgprincipal on the note payable
to EMC. Also in August 2007, we sold 9,500,000 skasf our Class A common stock to Intel Capits$28.00 per share. The net
proceeds to us from that transaction were $218li®miRefer to ltem 8 in Part Il of our Annual Rappon Form 10-K for the fiscal year
ended December 31, 2007 for additional informat

In April 2007, we declared an $800.0 million divigeto EMC paid in the form of a note. This dividemds given retroactive effect as
December 31, 2006. Subsequent to receiving thesposcfrom the IPO in August 2007, we repaid $38@llon of principal on the note.
See Note H to the consolidated financial statemfentadditional information. In 2005, we declaredlgaid a cash dividend of $190.0
million to EMC.

Free cash flows, a n-GAAP financial measure, is defined as net cashigeavby operating activities plus the excess taelits from
stock-based compensation, less capital expenditum@gapitalized software development costs. Edjlsting item is separately
presented on our consolidated statements of cagls fiSee Item 7 of Part Il, “Management’s Discussind Analysis of Financial
Condition and Results of Operati—Non-GAAP Financial Measur” for further information
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ITEM 7. 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 annual consolidated financial statementd aotes thereto which appear elsewhere in thisudhReport on Form 10-K.

All dollar amounts expressed as numbers in this MO&xcept per share amounts) are in millions.

Overview

Our primary source of revenues is the licensingifialization and cloud infrastructure solutiomslaelated support and services for use
by businesses and organizations of all sizes am$anumerous industries in their information tedbgy (“IT”) infrastructure. Our
virtualization solutions reflect a pioneering apeb to computing that separates application soéviram the underlying hardware to achieve
significant improvements in efficiency, agility, @lability, flexibility and manageability. Our brdand proven suite of virtualization solutions
addresses a range of complex IT problems thatdectost and operational inefficiencies, facilitgtacccess to “cloud computing” capacity,
business continuity, software lifecycle managenaert corporate end-user computing device manage®@eantsolutions run on industry-
standard servers and desktop computers and suppade range of operating system and applicatisfirenments, as well as networking and
storage infrastructures. Our solutions enable argéinns to aggregate multiple servers, storagastfucture and networks together into shi
pools of capacity that can be allocated dynamicakygurely and reliably to applications as neettedieasing hardware utilization and reducing
spending. The benefits to our customers includstsmnlially lower IT costs, cost-effective high daaility across a wide range of applications,
and a more automated and resilient systems infictsiie capable of responding dynamically to vagdhisiness demands. With our latest
platform, VMware vSphere, we are helping compaalesg the path of cloud computing by providing catitge IT infrastructures for both
businesses and cloud service providers.

Although we believe we are currently the leadingviter of virtualization infrastructure softwaregions, we face competitive threats
our leadership position from a number of comparsese of which have significantly greater resoutbes we do, which could result in
increased pressure to reduce prices on our offerifig a result, we believe it is important to coné to invest in strategic initiatives related to
product research and development, market expaasidmssociated support functions to expand ousinglieadership. We believe that we
will be able to continue to meet our product depeient objectives through continued investment inexisting infrastructure, supplemented
with strategic hires and acquisitions, funded tigiothe operating cash flows generated from theafader products and services. We believe
this is the appropriate priority for the long-tehmalth and growth of our business.

Our current financial focus is on long-term reveguewth to generate free cash floivs to fund oura@spon of industry segment share
and to evolve our virtualization-based productsdfata centers, desktop computers and cloud congptitiough a combination of internal
development and acquisitions. We expect to growbosiness by broadening our virtualization infrasture software solutions technology and
product portfolio, increasing product awarenessnuting the adoption of virtualization and buildilegng-term relationships with our
customers through the adoption of enterprise lieeggeements (“ELAS”). Since the introduction i®2®f VMware vSphere and VMware
View 4, we have introduced more products that boildhe vSphere foundation. In the third quarte2@f0, we released updated versions of
VMware vSphere and VMware View, and we plan to corg to introduce additional products in the futukdditionally, we have made, and
expect to continue to make, acquisitions desigoeddrengthen our product offerings and/or extendstrategy to deliver solutions that can be
hosted at customer data centers or at serviceqesi

' Free cash flows, a n-GAAP financial measure, is defined as net cashigealvby operating activities plus the excess taelits from
stock-based compensation, less capital expenditum@gapitalized software development costs. Edjlsting item is separately presented
on our consolidated statements of cash flows.“Non-GAAP Financial Measur” for further information
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In evaluating our results, we also focus on opegathargin excluding certain expenses included imtotal operating expenses calculated
in accordance with GAAP. The expenses excludedtark-based compensation, the net effect of thet@mation and capitalization of
software development costs and certain other exgsectnsisting of employer payroll taxes on emplateek transactions, amortization of
intangible assets and acquisition-related itemsb@lieve this measure reflects our ongoing busimeasnanner that allows meaningful period-
to-period comparisons. We are not currently focumedhort-term operating margin expansion, buteratim investing at appropriate rates to
support our growth and future product offeringsvimat may be a substantially more competitive emvirent.

We have developed a multi-channel distribution nhéalexpand our presence and to reach various sggroéthe industry. In 2010 we
derived over 85% of our sales from our channelngast, which include distributors, resellers, systemdors and systems integrators. Sales to
our channel partners often involve three tiersisfribution: a distributor, a reseller and an emsésucustomer. Our sales force works
collaboratively with our channel partners to intiod them to customers and new sales opportuniteesie expand geographically, we expect
to continue to add additional channel partners. rfEneainder of our sales is primarily derived froorghases made directly by end-user
customers.

From late 2008 and through most of 2009, macroemimoonditions deteriorated globally and we obseérthat customers responded to
the economic downturn with reductions in IT spegdiBince the fourth quarter of 2009 and through020d& have benefited, along with the IT
industry, from pent-up demand for IT products aexiges. While the overall macroeconomic environters improved since late 2009, and
while we believe that our customers continue topadoir product platform as a strategic investmbeat énables substantial cost savings and
improves efficiency and flexibility for their busiss, we continue to be cautious about the macroetiocrenvironment and the volatility we ¢
observing in the world economy. We expect to cargito manage our resources prudently, while makéaygnvestments in support of our
long-term growth objectives.

The majority of our contracts include both perpesadtware licenses and ongoing software mainte@@&oatracts. License revenues are
recognized when the elements of revenue recogriiotihe licensed software are complete, genergiyn electronic shipment of the software.
Software maintenance revenues are typically reeeghiatably over the term of the software mainteageriod, i.e. over periods from one to
five years subsequent to the initial contract, metlde renewals of software maintenance sold #fieinitial software maintenance period
expires. We also recognize revenues from profeakservices provided to our customers primarilgewices are performed. Vendor-specific
objective evidence (“VSOE”) of fair value for sofive maintenance services is established by the chteged in stand-alone sales of software
maintenance contracts or the stated renewal ratoftware maintenance included in the licenseegent. Our software products may also be
sold with professional services. VSOE of fair valaeprofessional services is based upon the stdnddées we charge for such services when
sold separately. The revenues allocated to thevaodtlicense included in multiple-element contraefgresent the residual amount of the
contract after the fair value of the other elemdwas been determined.

As a consequence of the timing differences in do@gnition of license revenues and software maamtea revenues, variability in
operating margin can result from differences in whe quote and contract for our services and whercost is incurred. Variability in
operating margin can also result when we recogmizdoreign denominated unearned maintenance regeinfuture periods. Due to our use
of the U.S. Dollar as our functional currency, umea revenue remains at its historical rate wheogerized into revenue while our operating
expenses in future periods are based upon theyfoeichange rates at that time. Our unearned reyéath current and lontgrm, represents
liability on our consolidated balance sheets agd¢lgeirements of revenue recognition have not gentmet, and it consists of amounts rece
from customers and amounts billed but not colleftedvhich revenue has not yet been recognized.

Our unearned revenues consist of unearned softwairgenance revenues, unearned professional seméeenues and unearned license
revenues. As of December 31, 2010, total uneameehues were $1,860.1, an increase of 40% frorpriheous year. Of the total, $1,536.6
will be recognized ratably over terms from oneite fyears, and is comprised of $1,461.3 of softwaaintenance revenue and $75.3 of license
revenue. The
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weighted-average remaining term of arrangementsemexenue will be recognized ratably is approxghal.8 years. Additionally, unearned
revenues of $191.8 are related to software liceesenue, which will be recognized upon the shipneémither existing or future products and
is classified as current unearned revenue. Futw@ugts include, in some cases, emerging prodbatsare offered as part of product
promotions where the purchaser of an existing prbiduentitled to receive a promotional product@tadditional charge. We regularly offer
product promotions, generally as a strategy tadbamvareness of our emerging products. To the eptemiotional products are not yet
available, the revenue for the entire order is wleeuntil such time as all product obligations é&een fulfilled. The remaining unearned
revenues of $131.7 relate to professional senaceswill be recognized when the services are dedtveWe believe our overall unearned
revenue balance improves predictability of futleeemues and that it is a key indicator of the heattd growth of our business.

Until the second quarter of 2009, most of our rexecontracts with international channel partnerseevéenominated in U.S. Dollars, bt
portion of our operating expenses were, and coatinlbe, denominated in currencies other than ti§e Dollar. This currency difference
between our revenues and operating expenses hatpriaused variability in our operating margingedo fluctuations in the U.S. Dollar as
compared with other currencies. In the second quaft2009, we started to invoice and collect i Euro, the British Pound, the Japanese Yen
and the Australian Dollar in their respective regioAs a result of invoicing in these local curiesdn which we also have expensesjability
in operating margin due to foreign currency flutittias has been reduced. However, increased exptistoeeign currency fluctuations
introduces additional risk for variability in revegrrelated components of our consolidated finarstatements when these locally denominated
revenues are remeasured into U.S. Dollars. We legdcthe foreign currency impact on our revenuethaslifference between revenues
translated at current exchange rates and the saraaues translated at prior-period exchange r&tigen that we began to invoice and collect
in currencies other than the U.S. Dollar duringgbeond quarter of 2009, we are not able to deterthie full year-over-year impact of foreign
currency fluctuations on our revenues. The unaagtaind volatility of currency fluctuations will atinue to impact our results. In order to
manage our exposure to foreign currency fluctuatisimce July 2009, we have entered into foreigreawy forward contracts to hedge a
portion of our net outstanding monetary assetdliabdities against movements in certain foreigrieaxnge rates. These forward contracts are
not designated as hedging instruments under apjgieaeccounting guidance, and therefore all chairg#é fair value of the forward contracts
are reported in other income (expense), net ictimsolidated statements of income. The gains asgtoon our foreign currency forward
contracts generally offset the majority of the gaamd losses associated with the underlying foreigrency denominated assets and liabilities
that we hedge.

Our Relationship with EMC

As of December 31, 2010, EMC owned 33,012,000 shafr€lass A common stock and all 300,000,000 shafr€lass B common stoc
representing approximately 80% of our total outdilag shares of common stock and 97% of the combieédg power of our outstanding
common stock.

In April 2010, we acquired certain software prodigcthnology and expertise from EMC'’s lonix IT maaagent business for cash
consideration of $175.0. EMC retained the lonixnigrand will continue to offer customers the prodwtquired by us, pursuant to the ongoing
reseller agreement we have with EMC. The net asset®xpertise acquired from EMC constituted ariess and were accounted for as a
business combination between entities under contoaotrol pursuant to generally accepted accountimgiples (“GAAP”). See Note E to tr
consolidated financial statements included elsew/hethis filing for further information. In the @iwth quarter of 2010, we paid $10.6 of
contingent amounts to EMC in accordance with ttsetagurchase agreement.

Pursuant to the ongoing reseller arrangement wWMIC Ehat commenced in 2009, EMC bundles our prodatsservices with EMC’s
hardware and sells them to end-users. In 2010 @68, 2ve recognized
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revenues of $48.5 and $14.1, respectively, frondyets and services sold pursuant to our reseltangement with EMC. As of December 31,
2010 and 2009, $29.0 and $22.4, respectively,wafmees from products and services sold under #®@lee arrangement were included in
unearned revenue.

In the years ended December 31, 2010, 2009 and 2@0&cognized professional services revenue$®@6$$25.2 and $16.9,
respectively, for services provided to EMC'’s custospursuant to our contractual agreements with EMOf December 31, 2010 and 2009,
$5.9 and $0.7, respectively, of revenues from msifmal services to EMC customers were includedhearned revenue.

In the years ended December 31, 2010, 2009 and 2@06cognized revenues of $6.1, $5.6 and $4speatively, from server and
desktop products and services purchased by EM@temal use pursuant to our contractual agreemeithisEMC. As of December 31, 2010
and 2009, $19.3 and $3.7, respectively, of revefroes server and desktop products and serviceshpeed by EMC for internal use were
included in unearned revenue.

We purchased storage systems and software, agsvetinsulting services, from EMC for $18.4, $9.@ $85.2 in the years ended
December 31, 2010, 2009 and 2008, respectively.

In certain geographic regions where we do not lzavestablished legal entity, we contract with EMBsidiaries for support services ¢
EMC employees who are managed by our personnelcdsts incurred by EMC on our behalf related ta¢hemployees are passed on to us
and we are charged a marg-intended to approximate costs that would haes lebarged had we contracted for such servicesanmitimrelate
third party. These costs are included as expensaesriconsolidated statements of income and priynaélude salaries and benefits, travel and
rent. Additionally, EMC historically incurred ceiiacosts on our behalf in the U.S., which primar#jated to a shared system for travel. In the
fourth quarter of 2009, we implemented our own etaystem in the U.S. and are now incurring thestscdirectly. The total cost of the
services provided to us by EMC as described ab@a=$66.4, $95.6 and $139.8 in the years ended Dmedi, 2010, 2009 and 2008,
respectively.

As calculated under our tax sharing agreement BMIC, we paid EMC $5.1 in 2010 for our portion of EN consolidated federal
income taxes. Under the same tax sharing agreef@®i@, paid us $2.5 in 2010 for a refund of an ovgrpant related to the consolidated
federal and state income taxes for the fiscal geded December 31, 2008. In 2009 and 2008, we}dic® and $64.3, respectively, for our
portion of EMC’s consolidated federal and stateine taxes for various periods, as well as the csimh of the 2005 and 2006 federal income
tax audit. In 2009, EMC paid us $107.6 for our dtatone federal taxable loss for the fiscal yeatimgy December 31, 2008 and for a refund of
an overpayment related to our portion of EMC’s 2€@8Jeral consolidated income taxes. No payments wexde by EMC in 2008. The
amounts that we pay to EMC for our portion of fedémcome taxes on EMC's consolidated tax retuffedfrom the amounts we would owe
on a stand-alone basis and the difference is pred&s a component of stockholders’ equity. In 2848 2008, the difference between the
amount of tax calculated on a stand-alone basigsldmount of tax calculated per the tax shargrgement was recorded as an increase in
stockholders’ equity of $6.5 and $5.2, respectively2009, the difference between the amount ottgulated on a stand-alone basis and the
amount of tax calculated per the tax sharing ages¢nvas recorded as a decrease in stockholderiy edi$8.0.

Interest expense with EMC, net, primarily consaftsiterest expense on the note payable to EMQ0I0, 2009 and 2008, $4.1, $6.5
$18.6, respectively, of interest expense was rexbrdlated to the note payable to EMC and includeaterest expense with EMC, net,
recorded on the consolidated statements of inc@ueinterest income and expenses as a separatd;adtane company may be higher or lo
than the amounts reflected in the consolidatedhfira statements.

In 2008, we resolved with EMC certain acquisiti@hated intercompany liabilities due to EMC. Aseault, intercompany liabilities due
EMC of $9.7 were recorded as a capital contributiom EMC in additional paid-in capital without tissuance of additional equity by us or
remittance of any cash.
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As of December 31, 2010, we had $76.5 due from EM@ch was partially offset by $21.0 due to EMC. &December 31, 2009, we
had $47.1 due from EMC, which was partially offegt$20.7 due to EMC. The net amounts due from EMGfaDecember 31, 2010 and
December 31, 2009 were $55.5 and $26.4, respegtizet! resulted from the related party transactaescribed above. In addition to the $£
due from EMC as of December 31, 2010, we had $1d#iricome taxes receivable due from EMC, whicingduded in other current assets on
our consolidated balance sheets. As of Decembe2(®R, we had $3.0 of income taxes receivable thra EMC and $10.5 of income taxes
payable due to EMC. A large portion of the incoe teceivable is related to 2010 federal incomedand is expected to be received from
EMC after the 2010 consolidated federal tax reaxtension is filed. Balances due to or from EMCahhére unrelated to tax obligations are
generally settled in cash within 60 days of eaclrguend. The timing of the tax payments due to and fEdviC is governed by the tax shar
agreement with EMC.

By nature of EMC’s majority ownership of us, the@amts we recorded for our intercompany transactieitts EMC would not be
considered arm’s-length with an unrelated thirdyparherefore the financial statements includeaimemay not necessarily reflect our
financial condition, results of operations and cievs had we engaged in such transactions withraalated third party during all periods
presented. Accordingly, our historical results dtlawot be relied upon as an indicator of our fupegformance as a stand-alone company.

Income Statement Presentation

As we operate our business in one operating segmentevenues and operating expenses are presamdetiscussed at the consolidated
level.

Sources of Revenue
License revenues

Our license revenues consist of revenues earneadtfre licensing of our software products. Theselpcts are generally priced and
licensed on a perpetual basis based upon the nuwhpéaysical desktop computers or server processorghich our software runs. Certain
products are licensed on a subscription basisciffe September 1, 2010, our management solutienpr&ced on a per-virtual-machine basis.
The new model for management products better aligtiisour customer’s need to manage the numbeirtofal machines, rather than to the
management of physical hardware.

Software maintenance revenues

Software maintenance revenues are recognized yaiabl the contract period. Our contract periogisdglly 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-andaifadle basis.

Professional services revenues

Professional services include design, implememaditd training. Professional services are not cemed essential to the functionality of
our products, as these services do not alter ihdugt capabilities and may be performed by ourarusts or by other vendors. Professional
services engagements performed for a fixed feeyfich we are able to make reasonably dependatiteates of progress toward completion,
are recognized on a proportional performance Hesied on hours incurred and estimated hours of letioyp. Professional services
engagements that are on a time and materials #@sigcognized based on hours incurred. Revenuakl otiner professional services
engagements are recognized upon completion.
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Operating Expenses
Cost of license revenues

Our cost of license revenues principally consi$the amortization of capitalized software devel@mincosts and of intangibles, as well
as royalty costs in connection with technologyriged from third-party providers and the cost dfilfmient of our software. The cost of
fulfillment of our software includes product packag personnel costs and related overhead assdaidtie the physical and electronic delive
of our software products.

Cost of services revenues

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

Research and development expenses

Our research and development (“R&D") expenses belilhe personnel and related overhead associatedhsiresearch and
development of new product offerings and the enbiaxant of our existing software offerings, net ofoaimts capitalized.

Sales and marketing expenses

Our sales and marketing expenses include perseostd, sales commissions and related overheadiatesbwith the sale and marketing
of our license and services offerings, as welhascbst of product launches and certain marketiitigiives, including our annual VMworld
conferences in the U.S. and Europe. Sales commissi@ generally earned and expensed when a fiter @& received from the customer and
may be recognized in a period different than th@éopldan which the related revenue is recognized.

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 facilitiésaice, human resources, IT infrastructure and dggartments.

Results of Operations
Revenues
Our revenues for the years ended 2010, 2009 argl &@0as follows:

For the Year Ended December 31, % Change
2010 2009 2008 2010 vs. 200 2009 vs. 200
Revenues
License $1,401. $1,029.- $1,178.: 36% (13)%
Services
Software maintenanc 1,217.( 823.¢ 555.¢ 48 48
Professional service 238.¢ 170.7 147 .C 40 16
Total service: 1,455.¢ 994t 702.¢ 46 41
$2,857.: $2,023.¢ $1,881.( 41 8
Revenues
United State: $1,452.° $1,039.( $ 987.¢ 40% 5%
International 1,404.¢ 984 .¢ 893.¢ 43 10
$2,857.: $2,023.¢ $1,881.( 41 8

49



Table of Contents

Total revenues were $2,857.3 in 2010, $2,023.9092and $1,881.0 in 2008, representing year-ovar-yereases of $833.4 or 41% in
2010 and $142.9 or 8% in 2009. The revenue miXitD2Zeflected an increase in license revenues aitcaease in services revenues as
compared with 2009. The revenue mix in 2009 refléct decrease in license revenues and an increasevices revenues as compared with
2008. In 2010 and 2009, the growth in our servieggnues was driven by strong maintenance renemals$i;year software maintenance
contracts sold in previous periods and additionailtenance contracts sold in conjunction with safeMicenses. Our professional services
practice has continued to grow in conjunction vifite growth of our customer base. During 2010, weisgproved economic conditions and a
corresponding increase in customer spending, wdigte our license revenue growth for the year. Gaalgjcally, both U.S. and international
revenues increased in 2010 and 2009, respectaglypmpared with their respective prior years. dédine in license revenues year-over-year
in 2009 was a result of customers delaying or redutheir IT purchases in response to the macraaoimenvironment.

License Revenues

Software license revenues were $1,401.4 in 20102914 in 2009 and $1,178.1 in 2008, representipgga-over-year increase of $372.0
or 36% in 2010 and a year-over-year decrease @.818f 13% in 2009. We believe license revenuegfited in 2010 from the improving
macroeconomic environment, resulting in stronga@ustr demand for the vSphere platform and growiter@st in our desktop and
management solutions. We believe that the reveaakng in 2009 compared with 2008 was due to tffedit macroeconomic environment
and the related challenges that our customers faweldding reduced budgets for IT spending.

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 by us amdubh certain channel partners. ELAs
core to our strategy to build long-term relatiopshivith customers as they commit to our virtual@ainfrastructure software solutions in their
data centers. ELAs provide a base from which toasklitional products, such as our applicationfptat products, our end-user computing
products, and virtualization and cloud managemesdycts. Under a typical ELA, a portion of the newes is attributed to the license and
recognized immediately and the remainder is dedegirel recognized as services maintenance revemdigtsiie periods. In addition, ELAS
typically include an initial maintenance periodttisglonger than other types of license sales.

In 2010, we observed an increase in the volumaipEh As as compared with 2009 and 2008, due intpagtowing international
customer interest as well as the improving econanidgronment. In addition, in 2010, customers galierenewed their ELAs at a dollar
value higher than the original transaction and w&ithaverage maintenance term of three years. Thease in the value of the renewed ELAs
compared with the initial ELAs is typically dueadditional products and upgrades added to the reth&AAs, as well as the expanding use of
originally purchased products within the customerigironment.

Services Revenues

Services revenues were $1,455.9 in 2010, $9942809 and $702.9 in 2008, representing year-overipeseases of $461.4 or 46% in
2010 and $291.6 or 41% in 2009. The increase iices revenues during 2010 and 2009 was primattifipatable to growth in our software
maintenance revenues.

Software maintenance revenues were $1,217.0 in, 3BHB.8 in 2009 and $555.9 in 2008, representaag-pver-year increases of
$393.3 or 48% in 2010 and $267.9 or 48% in 20020100 and 2009, software maintenance revenuesiteh&bm strong renewals, multi-
year software maintenance contracts sold in previmsiods, and additional maintenance contractsisatonjunction with software licenses
2010, customers continued to buy, on average, thare24 months of support and maintenance with aaghlicense purchased, which we
believe illustrates our customers’ commitment toWade as a core element of their data center anthite In addition, in 2009, services
revenues increased year-over-year as a resulstdroers becoming current on their maintenance agrets in order to receive our 2009
release of vSphere 4.0 as a part of their servieamgements.
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Professional services revenues were $238.9 in ZRIA).7 in 2009 and $147.0 in 2008, representirg-peer-year increases of $68.2 or
40% in 2010 and $23.7 or 16% in 2009. Professisanlices revenues increased as growth in our ledthhse led to strong demand for our
professional services, including consulting and@mer training. As we continue to invest in ourtpars and expand our eco-system of third-
party professionals with expertise in our solutitmgéhdependently provide professional servicesuocustomers, we do not expect our
professional services revenues to constitute aeasing component of our revenue mix. As a redtthie strategy, our professional services
revenue can vary based on the delivery channetsinseny given period as well as the timing of eyejaents.

Operating Expenses
Information about our operating expenses is as\ia!

For the Year Ended December 31, 201

Core Stock- Capitalized
Operating Based Software Total
Compen- Developmen Operating
Expenses Other
(1) sation Costs, net Expense Expenses
Cost of license revent $ 524 $ 17 $ 99.F $ 23.¢ $ 177k
Cost of services reveni 292.: 18.t — 5.5 316.%
Research and developmt 537.¢ 164.¢ (60.7) 11.5 653.(
Sales and marketir 931.7 73.1 — 8.5 1,013.:
General and administrati\ 230.1 34.C — 5.2 269.:
Total operating expens $2,044.: $291.7 $ 38.¢ $ 54.€ $2,429.¢
Operating incomt $ 428.(
Operating margi 15.(%
For the Year Ended December 31, 200
Core Stock- Capitalized
Operating Based Software Total
Compen- Developmen Operating
Expenses Other
1) sation Costs, net Expense Expenses
Cost of license revent $ 30. $ 1.3 $ 82.¢ $ 11.7 $ 126.7
Cost of services reveni 217.7 14.¢ — 0.4 233.C
Research and developm: 441.¢€ 121.¢ (68.€) 1.8 496.¢€
Sales and marketir 675.F 58.€ — 2.3 736.2
General and administrati\ 174.€ 34.¢ — 2.4 211.¢
Total operating expens $1,540.: $231.F $ 14.2 $ 18.€ $1,804.¢
Operating incomt $ 219.:
Operating margi 10.8%
For the Year Ended December 31, 2008
Core Stock- Capitalized
Operating Based Software Total
Compen- Developmen Operating
Expenses Other
(1) sation Costs, net Expense Expenses
Cost of license revent $ 241 $ 1.1 $ 51.€ $ 11.2 $ 88.1
Cost of services reveni 202.z 13.t — 0.2 215.¢
Research and developmt 432.% 78.C (90.9) 9.4 429.2
Sales and marketir 599.t 49.¢ — 4.8 654.1
General and administrati\ 153.¢ 24.1 — 3.2 181.2
Total operating expens $1,412.¢ $166.5 $  (39.9 $ 28.€ $1,568.!
Operating incom: $ 312t
Operating margi 16.€%
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@ Core operating expenses is a -GAAP financial measure that excludes s-based compensation, the net effect of the amadizaind

capitalization of software development costs anthaeother expenses from our total operating egpsrtalculated in accordance with
GAAP. The other expenses excluded are employeiopagres on employee stock transactions, amonizaif intangible assets and
acquisitior-related items. Se*Non-GAAP Financial Measur” below for further information

Operating margins increased from 10.8% in 200%6t0% in 2010 and decreased from 16.6% in 2008 18%0n 2009. The increase in
our operating margin in 2010 compared with 200¢nprily related to the increase in our revenuescivbutpaced the increase in our exper
The decrease in our operating margin in 2009 coetpaith 2008 primarily related to slower revenuewvgth, which was negatively impacted
by the global economic downturn in 2009 and lat@&8and our continued investments in our productstae Company’s infrastructure. In
evaluating our results, we generally focus on ogrerating expenses. We believe that our core dpgrakpenses reflect our ongoing business
in a manner that allows meaningful period-to-pegothparisons. Our core operating expenses areciedno the most comparable GAAP
measure, “total operating expenses,” in the tabéve.

Core Operating Expenses

The following discussion of our core operating enges and the components comprising our core opgrexipenses highlights the fact
that our management focuses upon in evaluatingperating margin and operating expenses. The isesear decreases in operating expenses
discussed in this section do not include chandesimg to stock-based compensation, the net effettte amortization and capitalization of
software development costs and certain other exgzemghich consist of employer payroll taxes on eygé stock transactions, amortization of
intangible assets and acquisition-related item$ostt above.

Core operating expenses increased by $504.1 o210 compared with 2009 and $127.8 or 9% in 28f8pared with 2008. As
quantified below, these increases were primarily tuincreases in employee-related expenses, vittide salaries and benefits, bonuses,
commissions, and recruiting and training. The iases in employee-related expenses for both peweds largely a result of incremental
headcount from strategic hiring, business growth lausiness acquisitions, as well as from higherrm@sion expense as a result of increased
sales volumes beginning in the fourth quarter @f®8and continuing through 2010. In 2009, the insegia core operating expenses was
partially offset by the benefit from the austentgasures that we introduced at the end of 2008sipanse to the global economic downturn.
These austerity measures included reduced tradedaiertainment costs, decreased contractor dostgg limits and suspensions of merit pay
increases and matching contributions to employd€kd@etirement plan accounts. We reinstated matchontributions to 401(k) retirement
plan accounts in the fourth quarter of 2009, andeirstated a budget for merit pay increases éffie@ the second quarter of 2010.

A portion of our core operating expenses, primatily cost of personnel to deliver technical supporbur products and professional
services, marketing, and research and developraentienominated in foreign currencies, and are¢kpsesed to foreign exchange rate
fluctuations. Core operating expenses were nedgiivgpacted by $4.1 in 2010 and benefited by $28.82009, as compared with their
respective prior years, due to the effect of flatitens in the exchange rates between the U.S. iDantid foreign currencies.

Cost of License Revenues

Core operating expenses in cost of license reveingesased by $21.6 or 70% in 2010 compared wi92hd by $6.7 or 28% in 2009
compared with 2008. The increases were primarily tduincreases of $19.2 and $8.1, respectivelsgyalty and licensing costs for technology
licensed from third-party providers that is use@im products.
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Cost of Services Revenues

Core operating expenses in cost of services rewengesased by $74.6 or 34% in 2010 compared vii®2nd by $15.5 or 8% in 2009
compared with 2008. The increase in 2010 was piiyndwe to growth in employee-related expensesddf. $, which were largely driven by
incremental headcount from business growth andisitigns, as well as an increase in thiary professional services costs of $19.1 to ke
professional services and training, primarily agsed with increased services revenues. The iner@e2009 was primarily due to increases in
employee-related expenses of $13.5, which werelladyiven by incremental headcount to supportsémwices function, as well as an increase
in third-party professional services costs of $10.provide technical support and professionalises; primarily associated with increased
services revenues. These increases in 2009 weellyasffset by a decrease of $9.4 for certaintsdlat were previously categorized as co
services revenues that are now recorded in othenatipg expense categories on our consolidateeinstatts of income.

Research and Development Expenses

Core operating expenses for R&D increased by $8622% in 2010 compared with 2009 and by $8.9 022009 compared with
2008. The increase in 2010 was primarily due tavtinan employee-related expenses of $80.3, whick pramarily driven by incremental
headcount from strategic hiring and business aitgunis. The increase in 2009 was primarily duerpkyee-related expenses of $27.9 driven
primarily by incremental headcount from strategiinly. This increase was partially offset by a d&se of $16.5 in corporate and legal
expenses and contractor costs due to the austegigures we introduced at the end of 2008 in resgptinthe global economic downturn.

Sales and Marketing Expenses

Core operating expenses for sales and marketimgased by $256.2 or 38% in 2010 compared with 20@Bby $76.0 or 13% in 2009
compared with 2008. The increase in 2010 was piiynde to growth in employee-related expensesl&3 driven by incremental
headcount from strategic hiring and business aitigpnis as well as by higher commission expensetdircreased sales volumes. In support of
our expanding markets and sales efforts, the edstarketing programs increased by $36.9, and t@ve entertainment expense increased by
$19.9. We also incurred additional expenses of@&%. T infrastructure development to support rave growth, as well as consulting proje
The fluctuations in the exchange rate between ti% Dollar and foreign currencies had a minimalaetmpn expenses in 2010. The increase in
2009 was primarily due to increases in employeateel expenses of $82.9 driven by incremental head@xded in conjunction with our
international expansion as well as by higher corsimisexpense due to increased sales volumes. Ti@sases in 2009 were partially offset
by the positive impact of $16.6 from fluctuationsthhe exchange rate between the U.S. Dollar argigiorcurrencies, a decrease in travel and
entertainment expense of $13.1 resulting from theemity measures we implemented at the end of ,28@8a decrease in the costs of
marketing programs of $7.5.

General and Administrative Expenses

Core operating expenses for general and adminigriicreased by $55.5 or 32% in 2010 compared 2009 and by $20.7 or 13% in
2009 compared with 2008. The increase in 2010 wiasapily due to an increase of $21.2 related tgooate expenses, including contributions
to our charitable foundation and legal fees. Alsotdbuting to the increase in expenses in 2010degseciation and equipment expenses of
$11.3 and employee-related expenses of $10.9 dire tacremental growth in headcount. The incréa&909 was primarily due to an
increase of $18.3 related to employee-related esgzeas a result of additional personnel employeshib@nce the infrastructure of our business
and to expand our own administrative functions. ifleeease in employee-related expenses in 2009ratbaled expenses related to the
relocation of certain functions to lower-cost geaggical regions.

53



Table of Contents

Stock-Based Compensation Expense

For the Year Ended December 31

2010 2009 2008
Stock-based compensation, excluding amounts capita $291.% $231. $166.5
Stoclk-based compensation capitaliz 10.€ 14.¢ 22.7

»

Stoclk-based compensation, including amounts capita 302.¢ $246.4 $189.2

Stock-based compensation expense was $302.6 in $246.4 in 2009 and $189.2 in 2008, representaay-pveryear increases of $5¢
and $57.2, respectively. The increase in stock<basepensation expense in 2010 over 2009 was plyntlre to an increase of $29.9 for
grants made to new employees, an increase of $2Br2new awards made to our existing employees aanidcrease of $20.8 from equity
awards issued in connection with the acquisitioBpfingSource late in the third quarter of 200%3ehincreases were offset in part by a
decrease of $20.8 primarily related to forfeitumed grants reaching a fully vested status. In 26fk-based compensation increased over
2008 primarily due to an increase of $36.1 fronrieted stock unit awards to certain internatios@ployees who were not eligible to
participate in the September 2008 offer to exchamgtain employee stock options issued under VMis&@07 Equity and Incentive Plan and
restricted stock unit awards to various other elygrs for retention purposes. Additionally, stockdzthcompensation increased by $14.8 for
new awards made to our existing employees in thergbquarter of 2009 and $14.3 from equity awasdagdd in connection with the
acquisition of SpringSource late in the third geadf 2009. The 2009 increases were offset by eedse of $9.7 primarily related to forfeitul
and grants reaching a fully vested status.

Stock-based compensation is recorded to each ompextpense category based upon the function ofitingloyee to whom the stock-
based compensation relates and fluctuates basedtp@alue and number of awards granted. Compensattilosophy varies by function,
resulting in different weightings of cash inceniweersus equity incentives. As a result, functiaith larger cash-based components, such as
commissions, will have comparatively lower stoclsdéé compensation expense than other functions.

As of December 31, 2010, the total unamortizedvalue of our outstanding equity-based awards bgldur employees was
approximately $595.8. This amount will be recogdipeer the awards’ requisite service periods, arekpected to result in stock-based
compensation expense of approximately $270.6, 816414.3 and $41.1 for 2011, 2012, 2013 and 2@kpectively.

In future quarters, we expect our total stock-bagsedpensation expense to increase as a resultldfoal equity grants we have
recently made as well as grants we expect to n&tkek-based compensation expense reported in ogotidated statements of income is
reduced by the amount of stock-based compensdtainrtay be capitalized for the development of neftware products and the amount of
awards that are forfeited.

Capitalized Software Development Costs, Net

Capitalization of material development costs ofwafe to be sold, leased, or otherwise marketedwgct to capitalization beginning
when the products’ technological feasibility hagsmestablished and ending when the product isabaifor general release. The R&D
expenses and amounts that we capitalize as softlea@opment costs may not be comparable to ourqueepanies due to differences in a
variety of factors, including multiple areas of gident inherent in the assessment of these costs.

In 2010, 2009 and 2008, we capitalized $71.6 (iiclg $10.9 of stock-based compensation), $83.3u(iieg $14.9 of stock-based
compensation), and $113.6 (including $22.7 of stoaged compensation), respectively, of costs ieduior the development of software
products. These amounts have been excluded from &§Bnse on our accompanying consolidated statsméiitcome. The decrease in
capitalized
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software development costs of $10.1 in 2010 as eoetpwith 2009 was primarily due to the timing dfem products reached technological
feasibility. The decrease in capitalized softwarsts of $30.1 in 2009 as compared with 2008 wasgnily due to $37.7 of reduced costs
capitalized for VMware vSphere 4.0 as most of tBphere 4.0 costs were capitalized during the sebaticf 2008. This decrease was
partially offset by an increase of $14.5 relatethdevelopment of version 4.1 of VMware vSphedgich was released in the third quarter of
2010.

In 2010, 2009 and 2008, amortization expense frapitalized software development costs was $99.3.9%8nd $51.6. These amounts
are included in cost of license revenues on ounrapanying consolidated statements of income. Toiease in the amortization of software
development costs of $16.6 in 2010 compared widD2@as primarily due to the general release of VkémeSphere 4.0 in the second quarter
of 2009 and the subsequent release of versiom4tieithird quarter of 2010. This resulted in aréase in amortization of $36.2 in 2010 as
compared with 2009 that was partially offset by $2& amortization for certain capitalized projetttat were fully amortized prior to the end
of 2009. The increase in the amortization of sofendevelopment costs of $31.3 in 2009 compared 2008 was primarily due to the general
release of VMware vSphere 4.0 in the second quaft2®09, which resulted in an increase in amatitizeof $38.7 in 2009 as compared with
2008.

Other Operating Expenses

Other operating expenses, which consist of emplpggroll tax on employee stock transactions, intalegamortization and acquisition-
related items, were $54.6 in 2010, $18.6 in 20a9%#8.9 in 2008, representing an increase of $852010 and a decrease of $10.3 in 2009.
The increase in 2010 was primarily due to additiom@angible amortization of $20.6, primarily reBng from new acquisitions, as well as an
increase of $13.4 in employer payroll taxes on eygé stock transactions, which was driven by tieesimse in the market value of our stock
and the number of awards exercised, sold or ve$tezldecrease in 2009 was primarily due to expeimsptbcess research and developme
$6.6 in 2008, which was not repeated in 2009, addcaease of $3.3 resulting from the completioimtaingible amortization related to
historical acquisitions.

Investment Income

Investment income decreased by $1.6 or 19% toifi®2610, as compared with $8.2 in 2009. Investnierdme decreased by $20.1 or
71% in 2009, as compared with $28.3 in 2008. Inwest income primarily consists of interest earnedash, cash equivalents and short-term
investment balances partially offset by the amation of premiums paid on fixed income securitlegestment income decreased in 2010
compared with 2009 primarily due to a decreaséénaverage rate of interest earned as a resutvefrimarket interest rates. This decrease
partially offset by higher yields earned on ouefixincome securities during the second half of 20ridincreased cash equivalent and short-
term investment balances. During the second quaft2010, we began investing in fixed income sd@giin order to achieve investment
returns in line with our objectives of principakgervation and risk management. Investment incauneedsed in 2009 compared with 2008
primarily due to a decrease in the average raietefest earned as a result of lower market intesgss.

Interest Expense with EMC, Ne

Interest expense with EMC, net, decreased by $249.%, to $4.1 in 2010, as compared with $7.0 id2and by $11.3 or 62% to $7.0 in
2009, as compared with $18.3 in 2008. Interest es@e&vith EMC, net primarily consists of interespemse incurred on the note issued to E
in April 2007. The interest rate on the note pagabkets quarterly and is determined using thea§0-¢BOR rate plus 55 basis points, two
business days prior to the first day of each figgeirter. The decrease in interest expense in 20d@2009, as compared with 2009 and 2008,
respectively, was due to lower interest rates emttte. For 2010, 2009 and 2008, the weighted-geenate was 0.9%, 1.45% and 4.14%,
respectively.
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Other Income (Expense), Net

Other expense, net of $14.2 in 2010 changed byl&is’compared with other income, net of $2.9 iN2@her income, net of $2.9 in
2009 changed by $6.1 as compared with other expaesef $3.2 in 2008. The change in 2010 compwiiid 2009 was primarily due to $8.2
of foreign exchange loss from the net impact ofartyihg foreign currency exposure and foreign coeseforward contracts. These losses were
partially offset by a gain of $5.9 recognized ie third quarter of 2009 from the remeasuremenaitovilue of a previously held equity interest
in SpringSource in connection with the acquisitidrspringSource. The change in 2009 compared vii@i82vas primarily due to the
aforementioned gain of $5.9 recognized in 200%igdhr offset by losses on foreign currency trangarcs.

Income Tax Provisior

Our effective tax rate for 2010 was 14.2% as coegbarith 11.8% for 2009 and 9.1% for 2008. The higiféective tax rate in 2010 was
primarily attributable to a jurisdictional shift afcome from lower-tax jurisdictions to the Unit8tates, which was offset by a decrease in
unrecognized tax positions relative to income befocome tax. The increase in the effective ratelt8% in 2009 from 9.1% in 2008 was
mainly attributable to an increase in unrecognizedpositions as a percent of income before tdgebby the increase in the favorable impact
of tax credits relative to income before tax.

The 2011 tax rate is expected to be higher thafighal year 2010 tax rate primarily due to a fasted shift of earnings from lower-tax
jurisdictions to the United States and a lower B&leral R&D tax credit, partially offset by a degse in unrecognized tax positions i
percent of income before income tax. The effediierate for fiscal year 2011 is based upon thermefor the year, the composition of the
income in different countries, and adjustmentany, for the potential tax consequences relatedet@esolution of audits or changes in
uncertain tax positions. Our aggregate incomeagin foreign jurisdictions is lower than our inoe tax rate in the United States.

We have been included in the EMC consolidated gfoup).S. federal income tax purposes, and exmecbhtinue to be included in su
consolidated group for periods in which EMC owngeast 80% of the total voting power and value wf @utstanding stock as calculated for
U.S. federal income tax purposes. The percentagetiify power and value calculated for U.S. fedarabme tax purposes may differ from
percentage of outstanding shares beneficially oviayeMC due to the greater voting power of our €IBscommon stock as compared to our
Class A common stock and other factors. Each mewfeiconsolidated group during any part of a cbdated return year is jointly and
severally liable for tax on the consolidated retofisuch year and for any subsequently determiregididncy thereon. Should EMC’s
ownership fall below 80% of the total voting povegrvalue of our outstanding stock in any periogntiwve would no longer be included in the
EMC consolidated group for U.S. federal incomegarposes, and thus no longer be liable in the etattany income tax liability was
incurred, but not discharged, by any other membéte@EMC consolidated group. Additionally, our Uf8deral income tax would be reported
separately from that of the EMC consolidated group.

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 tock-based compensation, the impact of accountngdsiness combinations, changes in our
international organization, shifts in the amouninaome before tax earned in the U.S. as compaittdother regions in the world, and chan
in overall levels of income before tax.

Liquidity and Capital Resources

During the second quarter of 2010, we began invgsti fixed income securities, which drove a shifin cash and cash equivalents to
short-term investments. Our fixed income investnpantfolio is denominated in U.S. Dollars and cstsbf various holdings, types and
maturities. Our primary objective for holding fixed
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income securities is to achieve an appropriatestment return consistent with preserving princgrad managing risk.

December 31

2010 2009
Cash and cash equivale $1,629.( $2,486.!
Shor-term investment 1,694." 27.4
Total cash, cash equivalents and s-term investment $3,323." $2,513.¢

Our operating activities in 2010, 2009 and 2008peetively, generated sufficient cash to meet pearating needs. Our cash flows for
years ended 2010, 2009 and 2008 were as foll

For the Year Ended December 31,

2010 2009 2008

Net cash provided by (used ii
Operating activitie: $1,174.. $ 985.¢ $ 800.1
Investing activities (2,261.9 (562.9 (421.9
Financing activitie: 230.] 222.2 231.
Net increase (decrease) in cash and cash equis $ (857.9) $ 645.¢ $ 609.¢

In evaluating our liquidity internally, we focus @amg-term, sustainable growth in free cash flowd & non-GAAP cash flows from
operating activities (“non-GAAP operating cash f&)v We define norGAAP operating cash flows as net cash providedggrating activitie:
less capitalized software development costs pleeKtess tax benefits from stock-based compensatierdefine free cash flows, also a non-
GAAP financial measure, as non-GAAP operating dhshs less capital expenditures. See “Non-GAAP Raial Measures” for additional
information.

Our non-GAAP operating cash flows and free cashgléor 2010, 2009 and 2008 were as follows:

For the Year Ended December 31,

2010 2009 2008

Net cash provided by operating activit $1,174.- $ 985.¢ $ 800.1
Capitalized software development cc (64.7) (68.6) (90.9)
Excess tax benefits from st-based compensatic 223. 26.2 85.¢
Non-GAAP operating cash flow 1,333.% 943.2 795.(
Capital expenditure (131.%) (103.9) (191.6)
Free cash flow $1,202.( $ 839.¢ $ 603.¢

Free cash flows increased by $362.2 or 43% to £1020r the year ended December 31, 2010, compeitéds839.8 for the year ended
December 31, 2009, and by $236.4 or 39% to $838.the year ended December 2009, compared with.8608the year ended December
2008. The increase in free cash flows in 2010 @&@®2vas primarily due to increased sales and ilkedsh collections.

Historically, we have invested excess cash predantiy in money market securities that are liquid afhigh quality investment grade.
The fair value for money market securities is dateed based on quoted market prices as of the tiatudate. We limit the amount of our
domestic and international investments with anglsiissuer and any single financial institutiong @tso monitor the diversity of the portfolio,
thereby diversifying the credit risk. In the secaparter of 2010, we began investing in fixed ineasecurities. As of December 31, 2010, we
held a diversified portfolio of money market furatsd fixed income securities, which
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primarily consist of highly liquid debt instrumergéthe U.S. government and its agencies, U.S. aipati obligations, and U.S. and foreign
corporate debt securities.

We expect to continue to generate positive cashsflivom operations in 2011 and to use cash geret@perations as our primary
source of liquidity. We believe that existing castd cash equivalents, together with any cash gestefilom operations will be sufficient to
meet normal operating requirements including sgiatacquisitions and capital expenditures for astéhe next twelve months.

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, amortizatfdntangible assets, amortization of premiumsipgion purchase of investments in our
fixed income portfolio, stock-based compensatiopegse, deferred income taxes, excess tax bemiitssdtock-based compensation and other
adjustments. Net changes in assets and liabilitexe impacted by increases in unearned revenués iperiods presented, and we expect this
trend to continue in the future.

Cash provided by operating activities increase®188.8 to $1,174.4 in 2010, as compared with $9B52009. The increase in operat
cash flows for 2010 was the result of an increasmsh collections from customers driven by streaigs volume. The increase in cash
collections was partially offset by increases im care operating expenses, primarily related todmental headcount from strategic hiring and
business acquisitions as well as an increase iaxbess tax benefit from stock-based compensatiertathe increase in market value of our
stock.

Cash flows from operating activities in 2009 weosifively impacted by the collection of $107.6 fr&MC related to the 2008 joint
income tax return with EMC. The receivable was ttueur stand-alone taxable loss for the year-eiissgbmber 31, 2008, which was
primarily attributable to tax deductions arisingrfr both non-qualified stock option exercises andhfrestricted stock where the restrictions
lapsed. Under the tax sharing agreement with EM@CEHs obligated to pay us an amount equal to thd&mefit that EMC will recognize on
its tax return. In 2009, the receipt was offseth®y payment of $14.2 for our portion of EMC'’s colidated federal and state income taxes for
various periods, as well as the conclusion of ®@52and 2006 federal income tax audit.

Investing Activities

Cash used in investing activities is primarily ititable to the purchase of fixed income securitiesiness acquisitions, capital
expenditures and capitalized software developmestisc Cash provided by investing activities is iy attributable to the sales or maturities
of fixed income securities.

We began investing in fixed income securities dyitime second quarter of 2010 to achieve our objedf an appropriate investment
return consistent with the preservation of printgrad management of risk. Total fixed income samsiof $2,101.9 purchased in 2010 are
classified as cash outflows from investing actastiWe classify these investments as short-tergsinvents on our consolidated balance sheets
based upon the nature of the security and theifaditity for use in current operations or for othmurposes, such as business acquisitions and
strategic investments. These cash outflows wergafigroffset by a cash inflow of $516.3 as a résilthe sales and maturities of these fixed
income securities.

In 2010, we acquired certain software product tetdgy and expertise from EMC’s lonix IT managemieasiness for $175.0 and paid
$10.6 in contingent amounts to EMC. The net assadsexpertise acquired from EMC constituted a lassirand were accounted for as a
business combination between entities under contootrol. See Note E to the consolidated finand&tesnents included elsewhere in this
filing for further information.

58



Table of Contents

During 2010, we paid $293.0 for various businespigitions as compared with $356.3 paid for Sprog8e in 2009 and $138.6 for
various acquisitions in 2008. Business acquisit@msan important element in our industry and weeekto continue to consider additional
strategic acquisitions in the future.

Financing Activities

Proceeds from the issuance of our Class A comnumk $tom the exercise of stock options and the Ipase of shares under the VMware
Employee Stock Purchase Plan (“ESPP”), were $4%P37.7 and $190.1 in 2010, 2009 and 2008, reyadgtiin 2009, the timing of
purchases under our ESPP was amended and, adtawestompleted two ESPP purchases of shareslifi @th aggregate proceeds of $45.1,
while in 2009 we completed one ESPP purchase witbgeds of $18.3.

In 2010, the cash inflows were partially offsetdash outflows of $338.5 in 2010 to repurchase shaffeur Class A common stock as
part of our stock repurchase program. In March 2010 Board of Directors approved a stock repurelmegram, authorizing the purchase of
up to $400.0 of our Class A common stock throughehd of 2011. From time-to-time, subject to madaetditions, stock is purchased
pursuant to this program in the open market oru@hoprivate transactions as permitted by secuigies and other legal requirements. In 2(
we repurchased and retired 4.9 million shares ofdass A common stock at a weighted-average ofi&58.96 per share under the stock
repurchase program that we announced in March 204 0f December 31, 2010, authorized funds of $6&méained available under the stock
repurchase program.

There were additional cash outflows of $86.2, $2h8 $44.5 in 2010, 2009 and 2008, respectiveligparchase shares of our Class A
common stock to cover tax withholding obligationconjunction with the net share settlement upenvtisting of restricted stock units and
restricted stock. Additionally, the excess tax igfi@m stock-based compensation was $223.5, $a62$85.8 in 2010, 2009 and 2008,
respectively, and is shown as a reduction to dastsffrom operating activities and an increaseashcflows from financing activities. The
yea-over-year change in the repurchase of shareshenexcess tax benefit from stock-based compensatid®10 was primarily due to the
increase in the market value of our stock and timaber of awards exercised, sold or vested. Thegearyear change in the repurchase of
shares and the excess tax benefit from stock-bamagensation in 2009 was primarily due to the deciin the market value of our stock and
the number of awards exercised, sold, or vested.

Future cash proceeds from issuances of common atutkhe excess tax benefit from stock-based cosapen and future cash outflows
to repurchase our shares to cover tax withholdbigyations will depend upon, and could fluctuatgn#icantly from period-to-period based on
the market value of our stock, the number of awardscised, sold or vested, the tax benefit redl@ed the tax-affected compensation
recognized.

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

Non-GAAP Financial Measures

Regulation S-K Item 10(e), “Use of Non-GAAP Finaaldileasures in Commission Filings,” defines andspriées the conditions for use
of non-GAAP financial information. Our measurescofe operating expenses, non-GAAP operating cas¥sfand free cash flows each meet
the definition of a non-GAAP financial measure.

Core Operating Expenses

Management uses the non-GAAP measure of core apgtpenses to understand and compare operasnfig@cross accounting
periods, for internal budgeting and forecastingopses, for short- and long-term operating plansatoulate bonus payments and to evaluate
our financial performance, the performance ofritsividual functional groups and the ability of ogons to generate cash. Management
believes that core
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operating expenses reflect our ongoing busineasmanner that allows for meaningful period-to-pgromparisons and analysis of trends in
our business, as they exclude certain expenseariabt reflective of ongoing operating results.

We define core operating expenses as our totahtipgrexpenses excluding the following componentéch we believe are not
reflective of our ongoing operational expensesdoh case, for the reasons set forth below, maramgdmlieves that excluding the component
provides useful information to investors and othiergnderstanding and evaluating our operatingltesind future prospects in the same
manner as management, in comparing financial eaghoss accounting periods and to those of peepanies and to better understand the
long-term performance of our core business.

» Stock-based compensatioAlthough stock-based compensation is an importgpéet of the compensation of our employees and
executives, determining the fair value of the stbaked instruments involves a high degree of judgraed estimation and the
expense recorded may bear little resemblance tadtual value realized upon the future exerciseimnination of the related stock-
based awards. Furthermore, unlike cash compens#tiewalue of stock-based compensation is deteuniising a complex
formula that incorporates factors, such as markkdtiity, that are beyond our contr

* Amortization and capitalization of software devet@mt costs Amortization and capitalization of software deystwent costs can
vary significantly depending upon the timing of goats reaching technological feasibility and beimade generally availabl

» Other expensesOther expenses excluded are employer payroll taesnployee stock transactions, amortization afrigible
assets and acquisition-related items. The amouatnplioyer payroll taxes on stock-based compensa&idapendent on our stock
price and other factors that are beyond our coamdl do not correlate to the operation of the ssinRegarding the amortizatiot
intangible assets, a portion of the purchase mifi@r acquisitions is generally allocated to imfiéafe assets, such as intellectual
property, and is subject to amortization. Howewss,do not acquire businesses on a predictable .cididitionally, the amount of
an acquisition’s purchase price allocated to initalegassets and the term of its related amortinatam vary significantly and are
unigue to each acquisition. Acquisition-relatednseinclude direct costs of acquisitions, such assaction fees, which vary
significantly and are unique to each acquisitioddifionally, we do not acquire businesses on aiptaile cycle

Non-GAAP operating cash flows and free cash flows

We define non-GAAP operating cash flows as net pashiided by operating activities less capitaliseftware development costs plus
the excess tax benefits from stock-based compensaie define free cash flows as non-GAAP operatemh flows less capital expenditures.
Management uses non-GAAP operating cash flows athenmeasure of cash flows from operations becthiseneasure offers a perspective
of our operating cash flows that aligns with hownagement internally views our overall and individiuactional group operating results.
When viewing operating results for evaluating oastgperformance and for planning purposes, managiegreludes certain items, including
the effect of capitalizing and amortizing softwaevelopment costs and items related to stock-bemegensation, which are also excluded in
the nonGAAP operating cash flows measure. Managementfusegash flows as a measure of financial progreesr business, as it balan
operating results, cash management and capitalesftiy. In addition to quarterly free cash flowgmagement also focuses on trailing twelve
month free cash flows, as free cash flows can tegtil®in the short-term.

We believe that our measures of BAAP operating cash flows and free cash flows gteviseful information to investors and other:
they allow for meaningful period-to-period comparis of our operating cash flows for analysis ofidiin our business. Additionally, we
believe that information regarding non-GAAP
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operating cash flows and free cash flows providgsstors and others with an important perspectiveash that we may choose to make
available for strategic acquisitions and investragtite repurchase of shares, ongoing operationsthed capital expenditures.

We deduct capitalization of software developmemstefrom both measures because these costs aiderealsto be a necessary
component of our ongoing operations and the ameaypitalized under GAAP can vary significantly frgreriod-to-period depending upon the
timing of products reaching technological feasipiand being made generally available. Consequestigyware development costs paid out
during a period that are capitalized under GAAP @nahot impact GAAP operating cash flows for thatipd do result in a decrease to our
measures of non-GAAP operating cash flows and naAd®free cash flows, thereby providing managemaeith wseful measures of cash
flows generated from operations during the peribd.add back the excess income tax benefits frookdiased compensation to our measures
of non-GAAP operating cash flows and free cash §las management internally views cash flows ariimg income taxes as similar to
operating cash flows rather than as financing €iasVs as required under GAAP. Furthermore, we eXeloapital expenditures on property
equipment from free cash flows because these expessiare also considered to be a necessary ca@npohongoing operations.

Limitations on the use of Non-GAAP financial measur

A limitation of our non-GAAP financial measuresaufre operating expenses, non-GAAP operating cas¥sfand free cash flows is that
they do not have uniform definitions. Our definit®owill likely differ from the definitions used ther companies, including peer companies,
and therefore comparability may be limited. Thus, mon-GAAP measures of core operating expenses@#AP operating cash flows and
free cash flows should be considered in additigméd as a substitute for, or in isolation from,aseres prepared in accordance with GAAP.
Additionally, in the case of stock-based compensaif we did not pay out a portion of compensafiothe form of stock-based compensation
and related employer payroll taxes, the cash sabgpgnse included in costs of revenues and opgraxipenses would be higher which would
affect our cash position. Further, the non-GAAP soe@ of core operating expenses has certain limisbecause it does not reflect all items
of income and expense that affect our operatiodsaa@a reflected in the GAAP measure of total ofegagxpenses.

We compensate for these limitations by reconcitioge operating expenses to the most comparable Giilw&Rcial measure.
Management encourages investors and others toar@iefinancial information in its entirety, not tely on any single financial measure and
to view our non-GAAP financial measures in conjimeiwith the most comparable GAAP financial measure

See “Results of Operations—Operating Expensesi feconciliation of the non-GAAP financial measafeore operating expenses to
the most comparable GAAP measure, “total operagenses,” for the years ended December 31, 2009, &nd 2008.

See “Liquidity and Capital Resources” for a rectiation of non-GAAP operating cash flows and fresit flows to the most comparable
GAAP measure, “net cash provided by operating #igts;” for the years ended December 31, 2010, 20@b2008.

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

We enter into agreements in the ordinary courdmusiness with, among others, customers, distrisutesellers, system vendors and
systems integrators. Most of these agreementsreegsito indemnify the other party against thirdepalaims alleging that one of our products
infringes or misappropriates a patent, copyright,
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trademark, trade secret, and/or other intelleqiuaperty right. Certain of these agreements requsr® indemnify the other party against
certain claims relating to property damage, persiofry, or the acts or omissions by us and oupkayees, agents, or representatives.

We have agreements with certain vendors, finamesitutions, lessors and service providers purst@awhich we have agreed to
indemnify the other party for specified mattersstsas acts and omissions by us and our employgestsa or representatives.

We have procurement or license agreements wittece$p technology that we have obtained the rightse in our products and
agreements. Under some of these agreements, weageeed to indemnify the supplier for certain claittmat may be brought against such
with respect to our acts or omissions relatingh®dupplied products or technologies.

We have agreed to indemnify our directors and etkezofficers, to the extent legally permissiblgamst all liabilities reasonably
incurred in connection with any action in which kuedividual may be involved by reason of suchvdlial being or having been a director or
officer. Our by-laws and charter also provide fadtémnification of our directors and officers to theent legally permissible, against all
liabilities reasonably incurred in connection wéthy action in which such individual may be involmdreason of such individual being or
having been a director or executive officer. We atglemnify certain employees who provide servidh wespect to employee benefits plans,
including the members of the Administrative Comastbf the VMware 401(k) Plan.

In connection with certain acquisitions, we haveead to indemnify the former directors and officefshe acquired company in
accordance with the acquired company’ddys and charter in effect immediately prior to #uguisition or in accordance with indemnificat
or similar agreements entered into by the acquicedpany and such persons. We typically purchasail& directors’ and officers’ insurance
policy, which should enable us to recover a portibany future indemnification obligations relatedthe former officers and directors of an
acquired company.

It is not possible to determine the maximum potdraimount under these indemnification agreemerggawour limited history with prior
indemnification claims and the unique facts andwinstances involved in each particular agreemeastotically, payments made by us under
these agreements have not had a material effemtioconsolidated financial position, results of igbiens, or cash flows.

Contractual Obligations

We have various contractual obligations impactinglmuidity. The following represents our contnaat obligations as of December 31,
2010:

Payments Due by Perioc

Less thar 1-3 35 More than
Total 1 year years (1) years (2) 5 years
Note payable to EM(®) $ 450.( $ — $450.( $ — $ —
Operating lease® 421.% 40.¢ 63.1 42.4 275.(
Other agreemen®) 65.7 15.7 22.¢ 5.8 21.4
Sut-Total $ 937.( $ 56.t $535.¢ $ 482 $ 296.¢
Uncertain tax position® 107.¢
Total $1,044.¢

(1) Includes payments from January 1, 2012 through Déee 31, 2013
(2) Includes payments from January 1, 2014 through Déee 31, 2015

62



Table of Contents

(3) The note is due and payable in full on April 6, 20however, we can pay down the note at an eafdit in full or in part at our electio
(4) Our operating leases are primarily for office sparaind the world
(5) Consisting of various contractual agreements, whiclude commitments on the lease for our Washimgtata center facility

(6) As of December 31, 2010, we had $107.9 of nament net unrecognized tax benefits under geneaaltepted accounting guidance. We
are not able to provide a reasonably reliable eggrof the timing of future payments relating testé obligations

Critical Accounting Policies

Our consolidated financial statements are basdti@selection and application of accounting pritesmenerally accepted in the United
States of America that require us to make estimetdsassumptions about future events that affecathounts reported in our financial
statements and the accompanying notes. Futuresaedttheir effects cannot be determined with o#gtaTherefore, the determination of
estimates requires the exercise of judgment. Actsllts could differ from those estimates, andsuch differences may be material to our
financial statements. We believe that the critazadounting policies set forth below may involveighler degree of judgment and complexity in
their application than our other significant acdigp policies and represent the critical accounpoticies used in the preparation of our
financial statements. If different assumptions amditions were to prevail, the results could bearially different from our reported results.
Our significant accounting policies are presenté&fiivNote A, “Overview and Basis of Presentatiomour consolidated financial statements
appearing in this Annual Report on Form 10-K.

Revenue Recognitio

We derive revenues from the licensing of software eelated services. We recognize revenues whesugsive evidence of an
arrangement exists, delivery has occurred, thes galee is fixed or determinable, and collectiljiig probable. Determining whether and when
some of these criteria have been satisfied ofteolwes assumptions and judgments that can hawgnéisant impact on the timing and amount
of revenue we report.

We recognize license revenues from the sale ofvaoé licenses when risk of loss transfers, whidleiserally upon electronic shipment.
We primarily license our software under perpetigarises through our channel of distributors, resglisystem vendors, systems integrator:
our direct sales force. To the extent we offer pagoromotions and the promotional products areypbaivailable, the revenue for the entire
order is deferred until such time as all produdigaiions have been fulfilled. We defer revenudatieg to products that have shipped into our
channel until our products are sold through thenoka We estimate and record reserves for prodhatsare not sold through the channel b
on historical trends and relevant current informatiWe obtain sell-through information from distribrs and certain resellers on a monthly
basis and reconcile any estimates, if necessamge iimathe previous month. Historically, actual imf@tion has not differed materially from the
related estimate. For our channel partners whootlogport sell-through data, we determine selltiglobased on payment of such distributors’
and certain resellers’ accounts receivable balaacdother relevant factors. For software soldysgesn vendors that is bundled with their
hardware, unless we have a separate license agrewiitie the end-user, revenue is recognized inaasrapon the receipt of binding royalty
reports. The accuracy of our reserves depends oability to estimate the product sold through ¢hannels and could have a significant
impact on the timing and amount of revenue we repor

We offer rebates to certain channel partners, whielrecognized as a reduction of revenue atnie tiie related product sale is
recognized. When rebates are based on the senpageeof actual sales, we recognize the costsofebates as a reduction of revenue when
the underlying revenue is recognized. In cases eviedates are earned if a cumulative level of daleshieved, we recognize the cost of the
rebates as a reduction of revenue proportionatlgéeh sale that is required to achieve the taiget.estimated reserves for channel
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rebates and sales incentives are based on chaamtre¢is’actual performance against the terms and condibbttse programs, historical tren
and the value of the rebates. The accuracy of tlessgves for these rebates and sales incentipends on our ability to estimate these items
and could have a significant impact on the timind amount of revenue we report.

With limited exceptions, VMware's return policy dorot allow product returns for a refund. Certastributors and resellers may rotate
stock when new versions of a product are releasedestimate future product returns at the timeaté.Our estimate is based on historical
return rates, levels of inventory held by distriimstand resellers and other relevant factors. Tharacy of these reserves depends on our
ability to estimate sales returns and stock rotatimong other criteria. If we were to change anthese assumptions or judgments, it could
cause a material increase or decrease in the arobumtenue that we report in a particular peri®dturns have not been material to date and
have been in line with our expectations.

Our services revenues consist of software maintsnand professional services. We recognize softmaiatenance revenues ratably
over the contract period. Typically, our contraetipds range from one to five years. Professioaalises include design, implementation and
training. Professional services are not considesseéntial to the functionality of our products hesaservices do not alter the product
capabilities and may be performed by customergtmrorendors. Professional services engagemerftarped for a fixed fee, for which we ¢
able to make reasonably dependable estimates gfgg®toward completion are recognized on a prigpait performance basis based on hi
and direct expenses incurred. Professional sereicgagements that are on a time and materials d&siecognized based upon hours incu
Revenues on all other professional services engagesnare recognized upon completion. If we werghtinge any of these assumptions or
judgments regarding our services revenues, it ccalbe a material increase or decrease in the drobrevenue that we report in a partict
period.

Our software products are typically sold with safter maintenance services. VSOE of fair value fftw&re maintenance services is
established by the rates charged in stand-aloes sékoftware maintenance contracts or the stateglval rate for software maintenance
included in the license agreement. Our softwarelyects may also be sold with professional servid&OE of fair value for professional
services is based upon the standard rates we cfaargech services when sold separately. The reageallocated to the software license
included in multiple-element contracts represeatréssidual amount of the contract after the falu@a@f the other elements has been
determined. If we are unable to establish VSOEanffalue for one of the undelivered elements idetliin a multiple-element contract, the
revenue is deferred until VSOE of fair value foe tindelivered element has been established otdhreeat has been delivered. If the element
involves time-based delivery, the entire arrangerserecognized ratably over the delivery period.

Customers under software maintenance agreemenentitied 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 specificufiesst or functionalities, entitlements or the
release number of an upgrade have been annountedthielivered, and customers will receive thajraple as part of a current software
maintenance contract, a specified upgrade is deenmeated and product revenues are deferred on ggeshmade after the announcement date
until delivery of the upgrade. The amount and eletséo be deferred are dependent on whether thpaoyrhas established VSOE of fair
value for the upgrade. VSOE of fair value of thepgrades is established based upon the price saabggement. We have a history of selling
such upgrades on a stand-alone basis. We areedduoiexercise judgment in determining whether V&Rists for each undelivered element
based on whether our pricing for these elemerdafficiently consistent with the sale of these etets on a stand-alone basis. This
determination could cause a material increase aredse in the amount of revenue that we reporpiarticular period.
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Accounting for Stock Option:

Generally accepted accounting principles requicegaizing compensation costs for all share-basgthpat awards made to employees
based upon the awards’ estimated grant date fhieva

We elected to estimate the fair value of employeeksoption awards and options under our EmployteekSPurchase Plan using the
Black-Scholes option pricing model. The determioratdf the fair value of our share-based paymentdsvan the date of grant using the Black-
Scholes option pricing model is affected by oucktprice, as well as assumptions regarding a numibgubjective variables. These variables
include the expected stock price volatility oves term of the awards, the risk-free interest rameiated with the expected term of the awards,
expected dividends and actual and projected emelsigek option exercise behaviors. If any of theuaptions used in the Black-Scholes
option pricing model change significantly, stockséd compensation expense may differ materiallpénfature from that recorded in the
current period.

The estimation of stock awards that will ultimatebst requires judgment, and to the extent acasllts or updated estimates differ from
our current estimates, such amounts will be reabedean adjustment in the period the estimateseaiged. Should our actual forfeitures differ
from our estimates, this could have a material ichpa our financial statements.

Capitalized Software Development Costs

Costs related to R&D are generally charged to espas incurred. Capitalization of material develeptrtosts of software to be sold,
leased, or otherwise marketed are subject to dapitian from the time technological feasibility éstablished until the product is available for
general release. Judgment is required to deterwilie® technological feasibility is established. Giesin judgment as to when technological
feasibility is established, or changes in our besé including our go-to-market strategy, woul@ljkmaterially impact the amount of costs
capitalized. For example, if the length of timevbe¢n technological feasibility and general avaligbileclines in the future, the amount of
costs capitalized would likely decrease. In additiour R&D expenses and amounts capitalized awadtdevelopment costs may not be
comparable to our peer companies due to differeimcegsigment as to when technological feasibiligstibeen reached or differences in
judgment regarding when the product is availabtegfmeral release. Generally accepted accountingiples require annual amortizati
expense of capitalized software development cogdte the greater of the amounts computed usingatiteof current gross revenue to a
product’s total current and anticipated revenuesh® straight-line method over the product’s rerimagj estimated economic life. To date, we
amortized these costs using the stralgté-method as it is the greater of the two amaduFie ongoing assessment of the recoverabilithedd
costs requires considerable judgment by managewidntespect to certain external factors such dsipated future revenue, estimated
economic life, and changes in software and hardieatenologies. Material differences in amortizatgmnounts could occur as a result of
changes in the periods over which we actually geaevenues or the amounts of revenues generated.

Asset Valuatior

Asset valuation includes assessing the recordec &l certain assets, including accounts receivaifer intangible assets and goodwill.
We use a variety of factors to assess valuatigpemniding upon the asset. Accounts receivable aleatea based upon the creditworthiness of
our customers, historical experience, the ageefé¢leivable and current market and economic donditShould current market and econo
conditions deteriorate, our actual bad debt expeoskl exceed our estimate. Other intangible assetsvaluated based upon the expected
period during which the asset will be utilized,doasted cash flows, changes in technology andmestdemand. Changes in judgments on any
of these factors could materially impact the valfithe asset. As we operate our business in on@tipg segment and one reporting unit, our
goodwill is assessed at the consolidated levehfipairment in the fourth quarter of each year orerfoequently if events or changes in
circumstances indicate that the asset might beiregharhe assessment is performed by comparingntr&et value of our reporting unit to its
carrying value.
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Accounting for Income Taxe:

In calculating our income tax expense, managenuelgiment is necessary to make certain estimatepidgthents for financial statement
purposes that affect the recognition of tax assetkliabilities.

In order for us to realize our deferred tax asse¢smust be able to generate sufficient taxablermein those jurisdictions where the
deferred tax assets are located. We record a vahualtowance to reduce our deferred tax assetset@mount that is more likely than not to be
realized. We consider future market growth, foresdearnings, future taxable income, and prudetifeasible tax planning strategies in
determining the need for a valuation allowancehinevent we were to determine that we would nalie to realize all or part of our net
deferred tax assets in the future, an adjustmethietaleferred tax assets would be charged to egrininthe period in which we make such
determination. Likewise, if we later determine thas more likely than not that the net deferrad &ssets would be realized, we would reverse
the applicable portion of the previously provideduation allowance.

We calculate our current and deferred tax provisiased on estimates and assumptions that couét élifim the actual results reflected
in income tax returns filed during the subseques@ryAdjustments based on filed returns are gegeradorded in the period when the tax
returns are filed.

The amount of income tax we pay is subject to augjtfederal, state and foreign tax authoritiesctvimay result in proposed
assessments. Our estimate of the potential outéonasy uncertain tax issue is highly judgmentaé Bélieve that we have adequately
provided for any reasonably foreseeable outconaeaelto these matters. However, our future resudtg include favorable or unfavorable
adjustments to our estimated tax liabilities in preeiod the assessments are made or resolveds anditlosed or when statutes of limitation on
potential assessments expire. Additionally, thesglictions in which our earnings or deductionsraadized may differ from our current
estimates. As a result, our effective tax rate fhastuate significantly on a quarterly basis.

We do not provide for a U.S. income tax liability ondistributed earnings of our foreign subsid®&riehe earnings of non-U.S.
subsidiaries, which reflect full provision for n&hS. income taxes, are indefinitely reinvestedon+4u.S. operations or will be remitted
substantially free of additional tax.

Income taxes are calculated on a separate taxreasis, although we are included in the consaiigdx return of EMC. The difference
between the income taxes payable that is calcutaiesiseparate return basis and the amount acpeithto EMC pursuant to our tax sharing
agreement with EMC is presented as a componerddifi@anal paid-in capital.

New Accounting Pronouncements
Revenue Recognition

In September 2009, the Financial Accounting Stadel&oard (“FASB”) issued new standards for multigidiverable revenue
arrangements. These new standards affect the detgirom of when individual deliverables includedamultiple-element arrangement may be
treated as separate units of accounting. In additicese new standards modify the manner in whiehransaction consideration is allocated
across separately identified deliverables, elinginhe use of the residual value method of allogatimangement consideration and require
expanded disclosure. These new standards becaewti\edffor us for multiple-element arrangement&esd into or materially modified on or
after January 1, 2011. We have determined thaethew standards did not have an impact on our tidased financial statements as our
business is currently conducted.

Software

In September 2009, the FASB issued amended stamtarthe accounting for certain revenue arrangésndat include software
elements. These new standards amend pre-existitvgase revenue
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guidance by removing from its scope tangible présltitat contain both software and non-software comepts that function together to deliver
the products functionality. These amended standards becamaetiet for us for revenue arrangements enteredointoaterially modified on ¢
after January 1, 2011. We have determined thaéthew standards are not applicable to our busenegsvill not have an impact on our
consolidated financial statements.

Consolidations

In December 2009, the FASB issued standards fasalwlation of variable interest entities (“VIEgS)imarily related to the determinati
of the primary beneficiary of the VIE. These ameahdmndards became effective for us on Januar§10.2rhe adoption of these standards did
not have a material impact on our consolidatednfiied position and results of operations. Theserated standards may, however, have an
impact on accounting for any changes to existitgtimships or future investments.

ITEM 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK
Foreign Exchange Risk

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

International revenues as a percentage of totaelhuges were 49% in 2010, 49% in 2009 and 48% in 28B8orically, our revenue
contracts were primarily denominated in U.S. Dalldn May 2009, we began to invoice and colle¢hEuro, the British Pound, the Japar
Yen and the Australian Dollar in their respectiegions. Additionally, a portion of our operatingoexses, primarily the cost of personnel to
deliver technical support on our products and msifmal services, sales and sales support andecbsead development, are denominated in
foreign currencies, primarily the Euro, the BritBhund, the Australian Dollar and the Indian Rufmzenues resulting from selling in local
currencies and costs incurred in local currenciesaposed to foreign exchange rate fluctuationstwban affect our operating income. As
exchange rates vary, operating margins may diffgenmally from expectations.

Operating expenses were negatively impacted by ®ilibn in 2010 and $10.6 million in 2008, and ledited by $28.0 million in 2009,
due to fluctuations in the exchange rates betweettS. Dollar and foreign currencies as comparigtl tive same period in the prior year. We
calculate the foreign currency impact on our opega¢xpenses as the difference between operatipgnees translated at current exchange
rates and the same expenses translated at priodmchange rates. Given that we began to invaricecollect in currencies other than the
U.S. Dollar during the second quarter of 2009, vilervat be able to determine the year-oyear impact of foreign currency fluctuations on
revenues for the periods disclosed until we haftdl gear of prior-year comparable information.

To manage the risk associated with fluctuationf®imign currency exchange rates, we utilize denrgafinancial instruments, such as
foreign currency forward contracts. We enter irdefgn currency forward contracts to hedge a poribour net outstanding monetary assets
and liabilities against movements in certain fonegxchange rates. Our foreign currency forwardremts are generally traded on a monthly
basis with a typical contractual term of one mowth.of December 31, 2010, we had outstanding fadveantracts with a total notional value
$238.9 million. The fair value of these forward trasts was immaterial as of December 31, 2010.d han be no assurance that our hedging
activities will adequately protect us against tis&s associated with foreign currency fluctuatiohsypothetical adverse foreign currency
exchange rate movement of 10% would have resultedpiotential loss in fair value of our foreign muncy forward contracts of $23.9 million
as of December 31, 2010. This sensitivity analgigsegards any potentially offsetting gain that rbayassociated with the underlying foreign-
currency denominated assets and liabilities thatwéké hedges.
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This analysis also assumes a parallel adversedlaft foreign currency exchange rates againstit& Dollar; however, foreign currency
exchange rates do not always move in such a mamukeactual results may differ materially. We do eoter into speculative foreign exchange
contracts for trading purposes. See Note D to timsalidated financial statements for further infation.

Interest Rate Risk
Fixed Income Securities

During the second quarter of 2010, we began invgsti fixed income securities. Our fixed incomedstment portfolio is denominatec
U.S. Dollars and consists of various holdings, syaed maturities.

Our primary objective for holding fixed income sdtias is to achieve an appropriate investmentrretonsistent with preserving
principal and managing risk. At any time, a shasp in interest rates or credit spreads could laaveterial adverse impact on the fair value of
our fixed income investment portfolio. Hypothetichlanges in interest rates of 50 basis points 80basis points would have changed the
value of our fixed income investment portfolio dD@cember 31, 2016y $7.6 million and $15.1 million, respectively.i$lsensitivity analys
assumes a parallel shift of all interest rates, dwew, interest rates do not always move in suclauaner and actual results may differ materit
We monitor our interest rate and credit risk, imldhg our credit exposures to specific rating catexgoand to individual issuers. There were no
impairment charges on our cash equivalents and fixeome securities during 2010. These instrumarmsiot leveraged and we do not enter
into speculative securities for trading purpose® Hotes C and D to the consolidated financiakstants for further information.

Note Payable to EM(

As of December 31, 2010, $450.0 million was ouwsitagy on our consolidated balance sheet in relabdhe note payable with EMC. T
interest rate on the note payable was 0.84% aetbf@ecember 31, 2010 and 2009 and 4.43% as ofrileme31, 2008. In 2010, 2009 and
2008, $4.1 million, $6.5 million and $18.6 milliorespectively, of interest expense was recordedeelto the note payable.

The note may be repaid, without penalty, at angtifthe note matures in April 2012 and bears amdsteate of the 90-day LIBOR plus
55 basis points, with interest payable quarterlgriears. The interest rate on the note resetseglyaand is determined on the two business
days prior to the first day of each fiscal quartethe interest rate on the note payable weréhimge 100 basis points from the December 31,
2010 rate and assuming no additional repaymentleoprincipal were made, our annual interest exparauld change by $4.5 million.

Equity Price Risk

Our investments in equity securities expose usatkat risk associated with publicly traded equégigities. These investments are
classified as short-term investments on our codat#d balance sheets. A hypothetical change of d@8®20% in the publicly traded price for
our investments in equity securities would havengea the fair value of these investments by $51Bamiand $10.4 million, respectively, as
December 31, 2010.

68



Table of Contents

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
VMware, Inc.
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND SCHE DULE

Report of Independent Registered Public AccourfEimm 70
Consolidated Statements of Cash Flows for the yeradled December 31, 2010, 2009 and 2 71
Consolidated Statements of Income for the yearsaéicember 31, 2010, 2009 and 2 72
Consolidated Balance Sheets at December 31, 2@l2G0®9 73
Consolidated Statements of Stockhol’ Equity for the years ended December 31, 2010, 20@9200¢ 74
Notes to Consolidated Financial Stateme 75
Schedule

Schedule —Valuation and Qualifying Accoun 114

Note: All other financial statement schedules arétied because they are not applicable or the redquinformation is included in the
consolidated financial statements or notes thereto.

69



Table of Contents

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders and Board of Directors of VM&dnc.:

In our opinion, the consolidated financial statetadisted in the accompanying index present fairlyall material respects, the financial
position of VMware, Inc. and its subsidiaries acBmber 31, 2010 and 2009, and the results of tipeirations and their cash flows for each of
the three years in the period ended December 31 @0conformity with accounting principles genéraccepted in the United States of
America. In addition, in our opinion, the financ&htement schedule listed in the accompanyingxipdesents fairly, in all material respects,
the information set forth therein when read in aoction with the related consolidated financiatestaents. Also in our opinion, the Company
maintained, in all material respects, effectiveinal control over financial reporting as of Decem®1, 2010, based on criteria established in
Internal Control—Integrated Framework issued byGloenmittee of Sponsoring Organizations of the TweadCommission (COSO). The
Company’s management is responsible for thesediabstatements and financial statement schedatenintaining effective internal control
over financial reporting and for its assessmernhefeffectiveness of internal control over finahcigporting, included in Management’s Report
on Internal Control over Financial Reporting appegaunder Item 9A. Our responsibility is to expregsnions on these financial statements
the financial statement schedule, and on the Coyipanternal control over financial reporting basedooir audits which were integrated au
in 2010 and 2009. We conducted our audits in acoarel with the standards of the Public Company Acting Oversight Board (United
States). Those standards require that we plan eridrm the audits to obtain reasonable assuranmet athether the financial statements are
free of material misstatement and whether effedtiternal control over financial reporting was mained in all material respects. Our audits
of the financial statements included examiningadast basis, evidence supporting the amounts igatbsures in the financial statements,
assessing the accounting principles used and gignifestimates made by management, and evaluagngyerall financial statement
presentation. Our audit of internal control ovesaficial reporting included obtaining an understagdif internal control over financial
reporting, assessing the risk that a material weskmexists, and testing and evaluating the desidgroperating effectiveness of internal control
based on the assessed risk. Our audits also irttelforming such other procedures as we considezedssary in the circumstances. We
believe that our audits provide a reasonable Basisur opinions.

A company’s internal control over financial repogiis a process designed to provide reasonablezassuregarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in accordantegenerally accepted accounting princip
A companys internal control over financial reporting inclesddose policies and procedures that (i) pertathéanaintenance of records tha
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetseofdmpany; (ii) provide reasonable assurance
that transactions are recorded as necessary tatggaparation of financial statements in accor@éawith generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (iii) provide readdeassurance regarding prevention or timely detecf unauthorized acquisition, use, or
disposition of the company’s assets that could lzareaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. Also, projections of
any evaluation of effectiveness to future periodssabject to the risk that controls may becomdenaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

/sl PricewaterhouseCoopers LLP
San Jose, California
February 28, 2011
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VMware, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Operating activities:
Net income

Adjustments to reconcile net income to net caskigea by operating activitie:

Depreciation and amortizatic
Stoclk-based compensation, excluding amounts capita
Excess tax benefits from st-based compensatic
Other
Changes in assets and liabilities, net of acqaisiti
Accounts receivabl
Other asset
Due to/from EMC, ne
Accounts payabl
Accrued expense
Income taxes receivable from EN
Income taxes payab
Deferred income taxes, r
Unearned revent

Net cash provided by operating activit

Investing activities:

Additions to property and equipme
Capitalized software development cc
Purchases of availal-for-sale securitie
Sales of availab-for-sale securitie
Maturities of availabl-for-sale securitie
Purchase of strategic investme

Sale of strategic investmer

Business acquisitions, net of cash acqu
Transfer of net assets under common cot
Decrease in restricted ca

Net cash used in investing activiti

Financing activities:

Proceeds from issuance of common si

Repurchase of common sta

Excess tax benefits from st-based compensatic

Shares repurchased for tax withholdings on vesifrrgstricted stoc
Net cash provided by financing activiti

Net increase (decrease) in cash and cash equis

Cash and cash equivalents at beginning of the ¢

Cash and cash equivalents at end of the pi

Supplemental disclosures of cash flow information
Cash paid for intere:
Cash paid (refunded) for tax

Non-cash items:

Changes in capital additions, accrued but not
Capitalization of facilities under financing leasansactior
Fair value of stock options assumed in acquisi

For the Year Ended December 31,

2010 2009 2008
$ 357,43¢ $ 197,090 $ 290,13
260,55 198,48( 158,62t
291,69: 231,45 166,51
(223,45) (26,219 (85,77¢)
13,08: 2,81¢ 8,66:
(77,127 (193,61() (52,52)
(79,43:) (14,18’) (21,910
(28,50%) (64,762) 40,34
8,881 (17,88¢) 3,01z
120,88( 124,68! 22,93(
2,50¢ 107,92° (111,05()
89,43¢ 32,77¢ 26,62:
(56,94¢) (40,47¢) 38,90¢
495,38: 447,498 315,63
1,174,38' 985,61 800,13:
(131,69 (103,37} (191,591
(64,149 (68,617 (90,90()
(2,101,90) — —
389,25: — —
127,05« — —
(4,800) (34,66%) (1,750
2,64¢ — —
(292,97() (356,27 (138,56
(185,58() — —
20€ 54¢ 92¢
(2,261,94) (562,38() (421,88)
431,30 227,661 190,10°
(338,52) — —
223,45 26,21+ 85,77¢
(86,179 (31,46 (44,482
230,05 222,41 231,40
(857,49 645,64¢ 609,64
2,486,46. 1,840,81: 1,231,16i
$1,628,96  $2,486,46  $1,840,81
$ 619. $ 1096 $ 20,18(
23,42¢ (74,36%) 74,54¢
$ (1,339 $ (11,30) $ 19,56¢
— — 19,07’
— 16,18’ 2,38¢

The accompanying notes are an integral part o€dimsolidated financial statements.
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Revenues
License
Services

Operating expense® :
Cost of license revenu
Cost of services revenu
Research and developmt
Sales and marketir
General and administrati\
Operating incomi
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)

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

(1) Includes stoc-based compensation as follov

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

For the Year Ended December 31,

2010 2009 2008
$1,401,42.  $1,029,44;  $1,178,14:
1,455,91" 994,49 702,88t
2,857,34: 2,023,93 1,881,02
177,45¢ 126,68t 88,15¢
316,25 233,04 215,94¢
652,96t 496,55: 429,20
1,013,28, 736,38 654,08:
269,38 211,97 181,11
427,99 219,29 312,52

6,63: 8,231 28,30

(4,06¢) (6,95¢) (18,316

(14,18:) 2,87¢ (3,225)
416,37 223,44 319,28

58,93¢ 26,35/ 29,15;
$ 357,43 $ 197,09 $ 290,13
$ 08 $ 05 $ 0.7F
$ 08 $ 04 $ 0.7%
409,80 394,26 385,06
423,44¢ 399,77¢ 397,18t
$ 165 $ 1200 0§ 1,12

18,47¢ 14,87t 13,48t

164,43! 121,77( 77,99:

73,14¢ 58,61 49,76

33,97¢ 34,90¢ 24,15’

The accompanying notes are an integral part o€dmsolidated financial statements.
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VMware, Inc.

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

December
2010 2009
ASSETS
Current assett
Cash and cash equivalel $1,628,96! $2,486,46.
Shor-term investment 1,694,67! 27,36(
Accounts receivable, n 614,72t 534,19¢
Due from EMC, ne 55,48: 26,40:
Deferred tax asset, current porti 100,68t 63,36(
Other current asse 203,11¢ 44,70!
Total current asse 4,297,65! 3,182,48!
Property and equipment, r 419,06! 402,35¢
Capitalized software development costs, net aner 151,94! 169,29:
Deferred tax asset, net of current pori 149,12¢ 102,52¢
Intangible assets, n 210,92¢ 94,557
Goodwill 1,568,60! 1,115,76!
Total asset $6,797,31! $5,066,98:
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 58,91 $ 50,56¢
Accrued expenses and otl 459,811 334,52
Unearned revenue, current port 1,270,421 908,95:
Total current liabilities 1,789,15: 1,294,04.
Note payable to EM( 450,00( 450,00(
Unearned revenue, net of current por 589,66¢ 416,34!
Deferred tax liability 30,09¢ 60,30(
Other liabilities 129,96( 103,34t
Total liabilities 2,988,87! 2,324,03.
Commitments and contingencies (see Nol
Stockholder equity:
Class A common stock, par value $.01; authoriz6@@000 shares; issued and outstanding 116,70:
102,785 share 1,167 1,02¢
Class B convertible common stock, par value $.0thaized 1,000,000 shares; issued and outstanding
300,000 share 3,00 3,00
Additional paic-in capital 2,955,97. 2,263,12!
Accumulated other comprehensive inco 19,63t 4,56%
Retained earning 828,67( 471,23:
Total stockholder equity 3,808,44. 2,742,95.
Total liabilities and stockholde’ equity $6,797,31! $5,066,98:

The accompanying notes are an integral part o€dmsolidated financial statements
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(in thousands)

Class B Retained
Class A Convertible . Earnings Accumulated
Common Stock Common Stock Additional (Accumulated Other . Stockholders’
Comprehensive
Paid-in
Shares Par Value Shares Par Value Capital Deficit) Income Equity
Balance, January 1, 20! 82,92¢ $ 82¢ 300,00 $ 3,000 $1,352,78: $ (16,000 $ — $ 1,340,61
Proceeds from issuance of common st 8,241 82 — — 190,02! — — 190,10
Issuance of stock options in acquisit — — — — 2,38¢ — — 2,38¢
Issuance of restricted stock, net of cancellat 104 1 — — 1) — — —
Shares repurchased or withheld and retired fi
tax withholdings on vesting of restricted
stock (827) (8) — — (44,47 — — (44,48))
Stocl-based compensatic — — — — 190,62: — — 190,62:
Excess tax benefits from stock- based
compensatiol — — — — 85,77¢ — — 85,77¢
Credit from tax sharing arrangement (see Note
A) — — — — 5,24: — — 5,24:
Capital contribution by EMC (see Note — — — — 9,66¢ — — 9,66¢
Net income — — — — — 290,13: — 290,13:
Balance, December 31, 20 90,44¢ 904 300,00( 3,00( 1,792,03! 274,13: — 2,070,06'
Proceeds from issuance of common si 10,42 104 — — 228,46 — — 228,56¢
Issuance of stock options in acquisit — — — — 16,187 — — 16,187
Issuance of restricted stock, net of cancellat 2,94¢ 30 — — (30) — — —
Shares repurchased or withheld and retired fi
tax withholdings on vesting of restricted
stock (1,030 (10) — — (31,45) — — (31,467
Stocl-based compensatic — — — — 246,03¢ — — 246,03
Excess tax benefits from stock- based
compensatiol — — — — 19,887 — — 19,887
Amounts due from tax sharing arrangement (see
Note A) — — — — (7,99)) — — (7,99))
Unrealized gain on available-for- sale securit
net of tax (see Note L — — — — — — 4,567 4,567
Net income — — — — — 197,09¢ — 197,09¢
Balance, December 31, 20 102,78! 1,02¢ 300,00( 3,00( 2,263,12! 471,23: 4,56: 2,742,95
Proceeds from issuance of common si 17,08¢ 171 — — 432,07« — — 432,24!
Repurchase and retirement of common s (4,909 (49) — — (338,479 (338,52)
Issuance of restricted stock, net of cancellat 2,99¢ 30 — — (30) — — —
Shares repurchased or withheld and retired fi
tax withholdings on vesting of restricted
stock (1,25¢) (13 — — (87,04°) — — (87,06()
Stocl-based compensatic — — — — 302,92: — — 302,92
Excess tax benefits from stock- based
compensatiol — — — — 218,88 — — 218,88:
Credit from tax sharing arrangement (see Note
A) — — — — 7,231 — — 7,231
Unrealized gain on available- for-sale securit
net of tax (see Note | — — — — — — 15,07: 15,07:
Capital contribution from EMC, net (see Note — — — — 157,28t — — 157,28t
Net income — — — — — 357,43¢ — 357,43
Balance, December 31, 20 116,70( $ 1167 300,00 $ 3,000  $2,955,97 $ 828,67( $ 19,63 $ 3,808,444

The accompanying notes are an integral part o€dmsolidated financial statements
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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 and to the cloud. VMware’s virzation infrastructure software solutions run oruistdy-standard desktop computers and
servers and support a wide range of operating isyatel application environments, as well as netwngrland storage infrastructures.

Accounting Principles

The financial statements and accompanying noteprapared in accordance with accounting princigksserally accepted in the United
States of America.

Basis of Presentatiol

VMware was incorporated as a Delaware corporatiatf98 and continues to operate in large measuaestsnd-alone company
following the Company’s acquisition by EMC Corpaoat (“EMC”) in 2004 and following VMware’s initigbublic offering of VMware’s
Class A common stock in August 2007. As of Decen®ier2010, EMC holds approximately 80% of VMwaretgstanding common stock,
including 33.0 million shares of VMware’s Class #&namon stock and all of VMware’s Class B common lstdMware is considered a
“controlled company” under the rules of the New K'&tock Exchange. VMware historically has receivat] continues to receive, certain
administrative services from EMC, and VMware and@&khgage in certain intercompany transactions.Sdnsurred by EMC for the direct
benefit of VMware, such as rent, salaries and benglus a mark-up intended to approximate thiadtypcosts, are included in VMware’s
consolidated financial statements. Management\esgi¢he assumptions underlying the consolidatexhfifal statements are reasonable.
However, the amounts recorded for VMware’s interpany transactions with EMC would not be considered’s length with an unrelated
third party by nature of EMC’s majority ownership\tMware. Therefore, the financial statements ideld herein may not necessarily reflect
the cash flows, results of operations and finaremaldition had VMware engaged in such transactiagitts an unrelated third party during all
periods presented. Accordingly, VMware’s historifiancial information is not necessarily indicatiof what the Company’s cash flows,
results of operations and financial condition Wi in the future if and when VMware contracts at’arlength with unrelated third parties for
services the Company has received and currentgives from EMC.

Upon retirement of repurchased shares, VMware tidstily recorded the excess of the cost of treastogk over its par value as a
reduction of retained earnings. Effective 2010,@ompany has reflected these amounts as a redwdtamtditional-paid-in-capital and
reclassified historical results accordingly. Theocaimts reclassified were not material to VMware’ssalidated financial statements and did not
have an effect on VMware’s total stockholders’ égui

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

Principles of Consolidatior

The consolidated financial statements include tw®ants of VMware and its subsidiaries. All interquany transactions and balances
between VMware and its subsidiaries have been ditad. All intercompany transactions with EMC ie ttonsolidated statements of cash
flows will be settled in cash, and changes in titercompany balances are presented as a compdreagtoflows from operating activities.
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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 contingdjabilities at the date of the financial statenseiistimates are used for, but not limited to,
capitalized software development costs, trade vabé valuation, certain accrued liabilities, usdiftes of fixed assets and intangible assets,
valuation of acquired intangibles, revenue reserve®me taxes, stock-based compensation and gemtiies. Actual results could differ from
those estimates.

Revenue Recognitio
VMware derives revenues from the licensing of safevand related services. VMware recognizes rexeewhen persuasive evidence of
an arrangement exists, delivery has occurred,dles price is fixed or determinable, and colletitibis probable.

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

License revenues
VMware recognizes revenues from the sale of sofiaenses when risk of loss transfers, which rsegally upon electronic shipment.
VMware licenses most of its software under pergdicenses through its channel of distributorsetiess, system vendors, systems
integrators and through its direct sales force. \@mnalso licenses certain software products orbscsiption basis. To the extent VMware
offers product promotions and the promotional paigl@re not yet available, the revenue for theewotider is deferred until such time as all
product obligations have been fulfilled. Revenusating to products that have shipped into a chleameedeferred until the products are sold
through the channel. VMware obtains sell-throughrimation from distributors and certain resellensaomonthly basis. For VMwarechanne
partners who do not report sell-through data, VMaw@etermines sell-through information based on mantrof such distributors’ and certain
resellers’ accounts receivable balances and ogthevant factors. For software sold by system vesitiwat is bundled with their hardware,
unless the Company has a separate license agreeiditiethe end-user, revenue is recognized in asrepon the receipt of binding royalty
reports.
For all sales, VMware uses one of the followingtmstitute evidence of an arrangement:
* apurchase order or equivale
» alicense agreement and a purchase order or egnfy
» alicense agreement which includes language teaddheement also serves as the purchase orc
* amaster agreement and a binding royalty re|

Sales through distributors and resellers are eciglbiby a master distribution agreement, togethtr prirchase orders or equivalent, on a
transaction-by-transaction basis.

With limited exceptions, VMware’s return policy dorot allow product returns for a refund. Certastributors and resellers may rotate
stock when new versions of a product are releagilivare estimates future
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product returns at the time of sale based on héstioreturn rates, levels of inventory held by disitors and resellers, and other relevant
factors. Returns have not been material to datéhamd been in line with VMware’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 esbate earned only if a cumulative level
of sales is achieved, VMware recognizes the amolihte rebates as a reduction of revenues propeattiofor each sale that is required to
achieve the target.

VMware also offers marketing development fundsddain channel partners. VMware records the amolitite 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@ueofessional services. VMware recognizes softwaaintenance revenues ratably
over the contract period, which typically rangesiirone to five years. Professional services incllelgn, implementation and training.
Professional services are not considered essémtiaé functionality of VMwares products as these services do not alter the pradpabilitie:
and may be performed by customers or other ven&oodessional services engagements performedfired fee, for which VMware is able
make reasonably dependable estimates of progressdaompletion, are recognized on a proportioealggmance basis based on hours and
direct expenses incurred. Professional serviceagagents that are on a time and materials basie@wgnized based upon hours incurred.
Revenues on all other professional services engagisnare recognized upon completion.

Multiple-element arrangements

VMware software products are typically sold withite@re maintenance services. Vendor-specific objeavidence (“VSOE”") of fair
value for software maintenance services is estalidy the rates charged in stand-alone salestofaze maintenance contracts or the stated
renewal rate for software maintenance includedhénlicense agreement. VMware software products aisy be sold with professional
services. VSOE of fair value for professional seggiis based upon the standard rates VMware chmgsesch services when sold separately.
VMware perpetual software products may be sold pitiducts licensed on a subscription basis. VSOfiof/alue for subscription license
products is established by the rates charged imistéone sales of subscription license products.fElrenues allocated to the software license
included in multiple-element contracts represeatrsidual amount of the contract after the falu@af the other elements has been
determined. If VMware is unable to establish VSOHEa@ value for one of the undelivered elementduded in a multiple-element contract,
the revenue is deferred until VSOE of fair valuetfee undelivered element has been establishdtealement has been delivered. If the
element involves time-based delivery, the entirarsgement is recognized ratably over the delivenyogl.

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 have been annountedttdelivered, and customers will receive thagraple as part of a current software
maintenance contract, a specified upgrade is deeneatied and product revenues are deferred on gaesimade after the announcement date
until delivery of the upgrade. The amount and elet®¢éo be deferred are dependent on whether theaoyrhas established VSOE of fair
value for the upgrade. On occasion, VSOE of faiueaf
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these upgrades is established based upon thesgtibey management. VMware has a history of seliith upgrades on a stand-alone basis.

Unearned revenues include unearned software maimterfees, professional services fees and licerese f

Foreign Currency Translation

The U.S. Dollar is the functional currency of VMwa foreign subsidiaries. Gains and losses froridor currency transactions are
included in other income (expense), net and wetenaterial on a net basis in any period presented.

Cash and Cash Equivalents and Short-Term Investngent

VMware invests a portion of its excess cash pritpami money market funds, highly liquid debt instrants of the U.S. government and
its agencies, U.S. municipal obligations, and &&l1 foreign corporate debt securities. VMware digssall highly liquid investments with
maturities of three months or less from date otpase as cash equivalents and all highly liquiéstments with maturities of greater than
three months from date of purchase as short-tevestments. VMware classifies its investments adahla-for-sale. VMware may sell these
securities at any time for use in current operationfor other purposes, such as consideratioadquisitions and strategic investments.
Consequently, VMware may or may not hold securitiéh stated maturities greater than twelve monitd maturity. As a result, VMware
classifies its investments, which include secwsitigth maturities beyond twelve months, as curessets in the accompanying consolidated
balance sheets.

VMware carries its fixed income investments, aslaglits equity investments in public companies Have readily determinable fair
values, at fair value and reports unrealized gaimslosses on these investments, net of estimaxgutovisions or benefits, in accumulated
other comprehensive income, a component of stodiensl equity. Unrealized losses which are deterthioebe other than temporary, as well
as realized gains and losses are recorded to VMsvemasolidated statements of income. Realizedsgamil losses on the sale of fixed income
securities issued by the same issuer and of the g are determined using the first-in first-G&FO”) method. Equity investments, for
which VMware has the ability to exercise signifitarfluence over the investee, are accounted fimguihe equity method of accounting. Un
the equity method, VMware’s investment is initialgcorded at cost and subsequently adjusted throtmgn income (expense), net on a go
forward basis to recognize VMware’s share of thegtee’s income (loss) after the acquisition dét&t any point VMware’s share of the
investee’s loss exceeds VMware’s investment, nihéuross is recognized once VMware's investmestiieen reduced to zero. VMware
periodically evaluates whether declines in faieasl of its investments below their cost basis #rerehan-temporary. This evaluation consists
of several qualitative and quantitative factorsjuding VMwares ability and intent to hold the investment untibeecasted recovery occurs,
well as any decline in the investment quality e decurity and the severity and duration of thecalized loss.

In addition, VMware has restrictions on certaintcamounts pursuant to the terms of various agreem¥Mware includes this restrictt
cash in other current assets in the accompanyingotidated balance sheets. The amount of restraztsld was not material in any period
presented.

Allowance for Doubtful Accounts

VMware maintains an allowance for doubtful accodotsestimated probable losses on uncollectibl®@acts receivable. The allowance
is based upon the creditworthiness of VMware’s @mgrs, historical
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experience, the age of the receivable and curranitehand economic conditions. Uncollectible amsware charged against the allowance
account. The allowance for doubtful accounts wa5 #$4llion and $2.5 million as of December 31, 2@t@ 2009, respectively.

Property and Equipment, Ne

Property and equipment, net are recorded at cegirdgiation commences upon placing the assetwicsesnd is recognized on a
straight-line basis over the estimated useful livethe assets, as follows:

Buildings 39 to 51 year

Land improvement 15 years

Furniture and fixture 5 years

Equipment and softwa 2to 5 year:

Leasehold improvemen Lease term, not to exceed 5 ye

Upon retirement or disposition, the asset costraleded accumulated depreciation are removed wigtgain or loss recognized as
operating expenses in the consolidated stateméirisame. Repair and maintenance costs that dextend the economic life of the
underlying assets are expensed as incurred.

Research and Development and Capitalized Softwaex&opment Cosi

Costs related to research and development (“R&DP&)generally charged to expense as incurred. Qiaptian of material development
costs of software to be sold, leased, or othermigeketed are subject to capitalization beginningmvtechnological feasibility has been
established and ending when the product is availfiblgeneral release. Judgment is required imadtiéng when technological feasibility is
established. Changes in judgment as to when teayiwal feasibility is established, or changes inwWafle’s business, including go-to-market
strategy, would likely materially impact the amowoftosts capitalized. For example, if the lendttime between technological feasibility and
general availability declines in the future, thecamt of costs capitalized would likely decreasenhveitcorresponding increase in R&D expense.
In addition, VMware’s R&D expenses and amounts tediped as software development costs may not bgeacable to VMware’s peer
companies due to differences in judgment as to vilseimological feasibility has been reached oedéffices in judgment regarding when the
product is available for general release. Generalbepted accounting principles require annual eination expense of capitalized software
development costs to be the greater of the amaamputed using the ratio of current gross revenwegroduct’s total current and anticipated
revenues, or the straight-line method over the yetsl remaining estimated economic life. To date, VMavaas amortized these costs using
straight-line method as it is the greater of the asnounts. The costs are amortized over periodgngrirom 18 to 24 months, which represent
the product’s estimated economic life. The onga@agessment of the recoverability of these costsnexjconsiderable judgment by
management with respect to certain external facioch as anticipated future revenue, estimatedogcigrife, and changes in software and
hardware technologies. Material differences in dipation amounts could occur as a result of changése periods over which VMware
actually generates revenues or the amounts of vegegenerated.

Unamortized software development costs were $108I®n and $129.4 million as of December 31, 2@t@ 2009, respectively, and
included in capitalized software development cast$,and other on the consolidated balance shaet$T03.3 million of unamortized softwe
development costs as of December 31, 2010 incladéillion of capitalized software developmenttsasansferred from EMC in connection
with VMware’s acquisition of EMC'’s lonix IT managemt business in the second quarter of 2010. See B&tr further information.
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For the years ended December 31, 2010, 2009 ar@] 200ware capitalized $71.6 million (including $80million of stock-based
compensation), $83.5 million (including $14.9 naitli of stock-based compensation) and $113.6 mi(lieciuding $22.7 million of stock-based
compensation), respectively, of costs incurredtierdevelopment of software products. These amdwaus been excluded from R&D
expenses on the accompanying consolidated staterokimcome. Amortization expense from capitaliaetounts was $99.5 million, $82.9
million and $51.6 million for the years ended Debem31, 2010, 2009 and 2008, respectively. Amditimeexpense is included in cost of
license revenues on the consolidated statemermsae.

Intangible Assets and Goodwi

Intangible assets, other than goodwill, are amedtiaver their estimated useful lives, which rangeaul3 years, during which the assets
are expected to contribute directly or indirectiyfeiture cash flows. In the years ended Decembg2@®10, 2009 and 2008, VMware amortized
$34.8 million, $14.1 million and $17.5 million, yesctively, for intangible assets.

VMware reviews intangible assets for impairmenthia fourth quarter of each year or more frequeifityents or changes in business
circumstances indicate that the carrying amounth®fssets may not be fully recoverable or thauseful lives of these assets are no longer
appropriate.

Goodwill is initially carried at its historical cod/Mware tests goodwill for impairment in the foluquarter of each year or more
frequently if events or changes in circumstancdgate that the asset might be impaired.

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

Derivative Instruments

Derivative instruments and hedging activities aemasured at fair value and reported as a net asgetad liability on the consolidated
balance sheet, as applicable.

In order to manage VMware's exposure to foreigmeney fluctuations, VMware enters into foreign emey contracts to hedge a portion
of VMware’s net outstanding monetary asset andlifgipositions. VMware’s foreign currency forwambntracts are generally traded on a
monthly basis, with a typical contractual term aeanonth and are adjusted to fair value througbrdticome (expense), net in the
consolidated statements of income. The Company doiesnter into speculative foreign exchange catdrfor trading purposes. See Note D to
the consolidated financial statements for furtiéorimation.

Business Combination

For business combinations, VMware recognizes thstifiable assets acquired, the liabilities assuraed any non-controlling interests
in an acquiree, which are measured based on thes#@n date fair value. Businesses acquired fEEMC are accounted for as a business
combination between entities under common contodyant to generally accepted accounting princip/éware includes the results of
operations of the acquired businesses under coneoranol, if material, in the period of acquisitias if it had occurred at the beginning of the
period and retrospectively adjusts financial infation presented for prior years. VMware recognthesnet assets under common control at
their carrying values as of the date of the tranafel records the excess of the carrying valuestbeecash consideration as an equity
transaction. Goodwill for all other business conaltions is measured as the excess of consideratinsférred, the fair value of any non-
controlling interest, and the fair value of pre\suheld equity interest over the net amounts efitkentifiable assets acquired and the liabilities
assumed at the acquisition date.
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VMware uses significant estimates and assumptionkiding fair value estimates, to determine thevalue of assets acquired and
liabilities assumed and when applicable the relateful lives of the acquired assets, as of thinbas combination date. When those estimates
are provisional, VMware refines them as necesshrming the measurement period. The measurememdisrihe period after the acquisition
date, not to exceed one year, in which VMware nether new information about facts and circumstaticasexisted as of the acquisition date
to adjust the provisional amounts recognized. Mesamant period adjustments are applied retrospégtiddl other adjustments are recorded to
the consolidated statements of income.

Costs to effect an acquisition are recorded in ggrasd administrative expenses on the consolidstegdments of income as the expe
are incurred.

Advertising

Advertising production costs are expensed as ieduddvertising expense was $13.7 million, $5.diarland $9.4 million in the years
ended December 31, 2010, 2009 and 2008, respsctivel

Income Taxes

Income taxes as presented herein are calculatadseparate tax return basis, although VMware isidtezi in the consolidated tax return
of EMC. Deferred tax assets and liabilities areogetzed for the expected future tax consequencesaits that have been included in the
financial statements or tax returns. Deferred &psets and liabilities are determined based onifferehce between the tax basis of assets and
liabilities and their reported amounts using enéte rates in effect for the year in which thdetiénces are expected to reverse. Tax credits
are generally recognized as reductions of incom@itavisions in the year in which the credits ariBee measurement of deferred tax assets is
reduced by a valuation allowance if, based upoiiaa evidence, it is more likely than not thatrsoor all of the deferred tax assets will not
be realized.

VMware does not provide for a U.S. income tax ligobn undistributed earnings of VMware's foreignbsidiaries. The earnings of non-
U.S. subsidiaries, which reflect full provision foon-U.S. income taxes, are currently indefiniteliynvested in non-U.S. operations or will be
remitted substantially free of additional tax.

The difference between the income taxes payabtdgitalculated on a separate return basis andrtfwaint actually paid to EMC
pursuant to VMware’s tax sharing agreement (see Nas presented as a component of additional-pedpital.

Earnings Per Share

Basic net income per share is calculated usingvsighted-average number of shares of VMware’s comstock outstanding during the
period. Diluted earnings per share are calculagéaguhe weighted-average number of common shaobsding the dilutive effect of equity
awards as determined under the treasury stock mhethdware has two classes of common stock, Claasd\Class B common stock. For
purposes of calculating earnings per share, VMwaes the two-class method. As both classes shamathe rights in dividends, basic and
diluted earnings per share are the same for badses.

Comprehensive Income

The components of comprehensive income includéeetne adjusted for (i) unrealized gains (lossesawailable-for-sale securities, net
of tax, and (ii) reclassification of (gains) lossesavailable-for-sale securities recognized dutimgperiod, net of taxes. See Note L to the
consolidated financial statements for more infororat
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Concentrations of Risks

Financial instruments, which potentially subject Wite to concentrations of credit risk, consist gipally of cash and cash equivalents,
short-term investments and accounts receivableéh Gasleposit with banks exceeds the amount of &msie provided on such deposits. These
deposits may be redeemed upon demand. VMware ptasés cash equivalents and short-term investnpeimbgrily in money market funds
and fixed income securities and limits the amodrihweestment with any single issuer and any sitfiglencial institution. VMware holds a
diversified portfolio of money market funds anddikincome securities, which primarily consist ofieas highly liquid debt instruments of the
U.S. government and its agencies, U.S. municipbdations, and U.S. and foreign corporate debt sées. VMware’s fixed income
investment portfolio is denominated in U.S. dollansl consists of securities with various maturities

VMware monitors the counterparty risk to ensuregaée diversification amongst the financial indi@ns holding the funds. VMware
also monitors counterparty risk to financial ingiibons with which VMware enters into derivativesaiosure that these financial institutions are
of high credit quality.

VMware provides credit to distributors, reselleasd certain end-user customers in the normal cafrsasiness. Credit is generally
extended to new customers based upon a creditagiariu Credit is extended to existing customer&das ongoing credit evaluations, prior
payment history and demonstrated financial stgbilit

As of December 31, 2010, three distributors accedifiar 18%, 13% and 12%, respectively, of VMwaratcounts receivable balance.
of December 31, 2009, one distributor accounted &% and two distributors accounted for 13% eaespectively, of VMware’s accounts
receivable balance.

One distributor accounted for 13% of revenues ib28nd 16% of revenues in both 2009 and 2008, c&sply, and another distributor
accounted for 11%, 15% and 18% of revenues in 22009 and 2008, respectively. A third distributoceunted for 10% of revenues in 2010,
but less than 10% in 2009 and 2008. One channgiqragiccounted for less than 10% of revenues i® 20 2009, but accounted for 11% of
revenues in 2008, respectively.

Accounting for StockBased Compensation

VMware utilizes the Black-Scholes option-pricing debto determine the fair value of VMware’s stogikion awards. The BlacBeholes
model includes assumptions regarding dividend giedtpected volatility, expected term and risk-freerest rates. These assumptions reflect
the Company’s best estimates, but these itemsvauahcertainties based on market and other conditiaitside of the Company’s control.
VMware restricted stock unit awards are valued tasethe Companyg’stock price on the date of grant. VMware recoggmizompensation cc
on a straight-line basis over the awards’ vestiagaals for those awards which contain only a serviesting feature.

New Accounting Pronouncemen
Revenue Recognition

In September 2009, the Financial Accounting Stadel&oard (“FASB”) issued new standards for multigidiverable revenue
arrangements. These new standards affect the detgrom of when individual deliverables includedamultiple-element arrangement may be
treated as separate units of accounting. In additicese new standards modify the manner in wiiehransaction consideration is allocated
across separately identified
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deliverables, eliminate the use of the residualeahethod of allocating arrangement consideratimhraquire expanded disclosure. These new
standards became effective for us for multiple-eetrarrangements entered into or materially madlifie or after January 1, 2011. VMware
has determined that these new standards did netdraimpact on VMware’s consolidated financialetagnts as the Company’s business is
currently conducted.

Software

In September 2009, the FASB issued amended stamtarthe accounting for certain revenue arrangésndat include software
elements. These new standards amend pre-existitvgase revenue guidance by removing from its sdapgible products that contain both
software and non-software components that fundtigether to deliver the product’s functionality.eBe amended standards became effective
for VMware for revenue arrangements entered intmaterially modified on or after January 1, 201Mware has determined that these new
standards are not applicable to the Company’s basiand will not have an impact on its consolidéitezhcial statements.

Consolidations

In December 2009, the FASB issued standards faatmation of variable interest entities (“VIEgi}jimarily related to the determinati
of the primary beneficiary of the VIE. These amahd&@andards became effective for VMware on JanLia®p10. The adoption of these
standards did not have a material impact on VMvgacehsolidated financial position and results adragions. These amended standards may,
however, have an impact on accounting for any casug existing relationships or future investments.

B. Earnings per Share

Basic net income per share is computed by dividieigincome by the weighted-average number of comshanes outstanding during the
period. Diluted net income per share is computedibiging net income by the weighted-average nunadf@ommon shares outstanding and
potentially dilutive securities, as calculated gsihe treasury stock method, outstanding duringo#hvéd. Potentially dilutive securities include
stock options, unvested restricted stock unitsested restricted stock awards, other unvestedatestrstock, and purchase options under
VMware's employee stock purchase plan. Securitiee&cluded from the computations of diluted nebime per share if their effect would be
anti-dilutive. As of December 31, 2010, VMware Hddb.4 million shares of Class A common stock anal@nillion shares of Class B
common stock outstanding that were included inctileulation of basic earnings per share. VMwares tise two-class method to calculate
earnings per share as both classes share the ggntseim dividends, therefore basic and dilutechgrys per share are the same for both classes

The following table sets forth the computationdasic and diluted net income per share (tabledngands, except per share data):

For the Year Ended December 31

2010 2009 2008
Net income $357,43¢  $197,09¢  $290,13!
Weightec-average shares, basic for Class A and Cls 409,80! 394,26¢ 385,06¢
Effect of dilutive securitie 13,64 5,507 12,115

Weightec-average shares, diluted for Class A and Cla 423,44¢ 399,77t 397,18!
Net income per weight-average share, basic for Class A and Cla $ 08 $ 05C $ 0.7t
Net income per weight-average share, diluted for Class A and Cla $ 08 $ 04¢ $ 0.7¢
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For the years ended December 31, 2010, 2009 ar@] 2@k options to purchase 2.9 million, 20.6 iwriland 11.4 million shares,
respectively, of VMware Class A common stock wetele@ded from the diluted earnings per share calimria because their effect would have

been anti-dilutive. For the years ended Decembg@10, 2009 and 2008, 0.1 million, 2.9 million &nd million shares of restricted stock
were excluded from the diluted earnings per shaleutations because their effect would have bedérdiative.

C. Investments

During 2010, VMware began investing in fixed incosgeurities. Investments as of December 31, 20&8ist@d of the following (table
in thousands):

Cost or Unrealized Unrealized

Amortized Aggregate

Cost Gains Losses Fair Value
U.S. government and agency obligatis $ 379,28t $ 32¢ $ (310 $ 379,30:
U.S. and foreign corporate debt securi 522,67 724 (28¢€) 523,11!
Foreign governments and m-national agency obligatior 63,101 72 13 63,16(
Municipal obligations 660,13t 111 (762 659,48’
Asse-backed securitie 17,80( 9 — 17,80¢
Total fixed income securitie 1,643,00: 1,24z (1,379 1,642,87!
Equity securitie: 20,00( 31,80( — 51,80(
Total investment $1,663,00- $ 33,04 $ (1,37) $1,694,67!

Gross realized gains and gross realized lossesvestiments in the year ended December 31, 2010wve¢maaterial.

As of December 31, 2010, VMware did not have investts in a continuous unrealized loss positiorivi@lve months or greater.
Unrealized losses on investments as of Decembeé2(@1) that have been in a net loss position far flean twelve months were classified by
investment category as follows (table in thousands)

Gross

Unrealized
Fair

Value Losses
U.S. government and agency obligatir $109,93: $ (310
U.S. and foreign corporate debt securi 149,83: (28¢€)
Foreign governments and m-national agency obligatior 26,41°* (13
Municipal obligations 412 ,88. (762)
Total investment $699,06( $ (1,37)

VMware evaluated its investments in fixed incomeusities and publicly traded equity securities BBecember 31, 2010 and
determined that there were no unrealized lossésrtizated an other-than-temporary impairment.
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Contractual Maturities
The contractual maturities of investments held et&nber 31, 2010 consisted of the following (tablgousands):

Amortized Aggregate

Cost Basis Fair Value
Due within one yea $ 753,20: $ 753,37(
Due after 1 year through 5 ye: 776,93: 776,63!
Due after 5 year 112,87( 112,87(
Total $1,643,00 $1,642,87!

D. Fair Value Measurements and Derivative Instrumeits
Fair Value Measurements

Generally accepted accounting principles provide tair value is an exit price, representing theant that would be received to sell an
asset or paid to transfer a liability in an orddrgnsaction between market participants. As siaéhyalue is a market-based measurement that
is determined based on assumptions that marketiparits would use in pricing an asset or liabil&g a basis for considering such
assumptions, generally accepted accounting priesipstablished a thréier value hierarchy, which prioritizes the inputed in measuring fe
value as follows: (Level 1) inputs are quoted wiseactive markets for identical assets or ligibsi; (Level 2) inputs other than the quoted
prices included within Level 1 that are observdblethe assets or liabilities, either directly ndirectly; and (Level 3) unobservable inputs for
the assets or liabilities in which there is littleno market data, which requires VMware to devéispwn assumptions.

VMware’s Level 1 classification of the fair valueharchy includes money market funds, availablesfale equity securities and certain
available-for-sale fixed income securities becabtsse securities are valued using quoted pricastime markets for identical assets.
VMware's Level 2 classification includes the rendsn of the available-fosale fixed income securities because these sexaudte priced usii
guoted market prices for similar instruments and-himding market prices that are corroborated lgeolkable market data.

The following table sets forth the fair value hietsy of VMware’s money market funds and availaldedale securities, including those
securities classified within cash and cash equitalen the consolidated balance sheet, that weteresl to be measured at fair value as of
December 31, 2010 (table in thousands):

Level 1 Level 2 Total

Money-market funds $1,436,31! $ — $1,436,31!
U.S. government and agency obligatit 66,76: 312,54: 379,30!
U.S. and foreign corporate debt securi — 537,54« 537,54«
Foreign governments and m~national agency obligatior — 63,16: 63,16!
Municipal obligations — 659,48 659,48’
Asse-backed securitie — 55,74¢ 55,74¢
Equity securitie: 51,80( — 51,80(

Total cash equivalents and investme $1,554,88: $1,628,48. $3,183,36!
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VMware’s valuation inputs for foreign currency forward tracts are based on quoted prices and quoted giiitiervals from public dai
sources. These contracts are typically classifigdimvLevel 2 of the fair value hierarchy and aiscdssed below in the derivative instruments
section. VMware does not have any assets or ligsilthat fall into Level 3 of the fair value hiechy.

Derivative Instruments

In May 2009, VMware started to invoice and colliecthe Euro, the British Pound, the Japanese Ydrtlaa Australian Dollar in their
respective regions. Since July 2009, in order toamga its exposure to foreign currency fluctuatidfidware has entered into foreign currency
forward contracts to hedge a portion of its nestartding monetary assets and liabilities againsteim@nts in certain foreign exchange rates.
These forward contracts are not designated as igdustruments under applicable accounting guidaawee therefore all changes in the fair
value of the forward contracts are reported in oiheome (expense), net in the consolidated statésra income. The gains and losses on
VMware’s foreign currency forward contracts genlgraffset the majority of the gains and losses aisded with the underlying foreign-
currency denominated assets and liabilities thatwéké hedges. VMware does not enter into specul&dinsdgn exchange contracts for trading
purposes.

VMware’s foreign currency forward contracts are galy traded on a monthly basis with a typicaltcactual term of one month. As of
December 31, 2010, VMware had outstanding forwartracts with a total notional value of $238.9 roill The fair value of these forward
contracts was immaterial as of December 31, 208Glerefore excluded from the table above. Theviame was measured under Level 2
sources as discussed above.

E. Business Combinations, Goodwill and Intangible 8sets, Net
Business Combination

The results of operations of all acquired compaaiebstransferred net assets mentioned below hareibeluded in VMware’s
consolidated financial statements from the respedatates of purchase or transfer, as applicabtefdPma results of operations have not been
presented as the results of the acquired compantésransferred net assets, prior to being acqbiyedMware, were not material, individually
or in aggregate, to the consolidated results ofatmns in the years ended December 31, 2010, 202908.
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Fiscal Year 2010
Business Acquisitions

In the year ended December 31, 2010, VMware acggitecompanies, which were not material to VMwareonsolidated financial
statements, either individually or in the aggregatee aggregate consideration for these acquisitieas $293.0 million, net of cash acquired.
The following table summarizes the allocation &f ttonsideration paid to the fair value of the thleggand intangible assets acquired and
liabilities assumed (table in thousands):

Other current asse $ 6,32¢
Intangible asset 114,10(
Goodwill 178,16(
Deferred tax asse 48,32:
Total tangible and intangible assets acqu 346,91
Unearned revent (21,424
Deferred tax liabilitie: (30,109
Accrued liabilities and othe (2,419
Total liabilities assume (53,94)

Fair value of tangible and intangible assets aegluand liabilities assume $292,97(

Transfer of Net Assets Under Common Control

In April 2010, VMware acquired certain software guat technology and expertise from EMC’s lonix imfation technology (“IT”)
management business for cash consideration of @1f#lion. The acquired software product technolegyl expertise complement VMware’s
existing development efforts and expand its vCepteduct family. EMC retained the lonix brand amshtinues to offer customers the prodt
acquired by VMware, pursuant to the ongoing reseligeement between EMC and VMware. Additionalbntingent amounts totaling up to
$25.0 million may be payable to EMC by the endhef $econd anniversary of the transfer. These ara@uatcontingent on EMC achieving
certain revenue milestones.

The net assets and expertise acquired from EMCitatesl a business and were accounted for as adsscombination between entities
under common control pursuant to generally acceptedunting principles. Accordingly, VMware inclutithe carrying values of the
transferred assets and liabilities as of the dateansfer in its consolidated financial statemeatswell as recorded the excess of the carrying
values over the cash consideration as an equitgdcion. Contingent consideration, if any, paid/ware to EMC will be recorded as an
equity transaction when due. VMware did not revisénistorical consolidated financial statementshashistorical impact of the acquired net
assets was not material.

During the three months ended December 31, 201D6$tillion of the $25.0 million contingent amoumtas paid to EMC. This amount
was recorded as an offset to the initial capitaitébution from EMC.

87



Table of Contents

VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
The following table summarizes the net carryingureal of the tangible and intangible assets anditiekitransferred to VMware and the

capital contribution from EMC, as of the transfatel and exclude the subsequent contingent coasioleipaid referenced above (table in
thousands):

Property and equipme $ 3,09
Other asset 1,38:
Deferred tax asst 48,61¢
Intangible assel 37,02¢
Goodwill 275,26(
Total tangible and intangible assets acqu 365,38.
Unearned revent (17,990
Deferred tax liabilitie: (2,889
Other liabilities (2,639
Capital contribution from EM( (167,866
Total liabilities assumed and capital recei (190,389
Tangible and intangible assets acquired and lis@slassumed, and capital recer $ 175,00(

Fiscal Year 2009

On September 15, 2009, VMware acquired all of #maining outstanding capital stock of SpringSo@tebal, Inc. (“SpringSource”),
under the terms of an Agreement and Plan of Mezgtared into in August 2009. The SpringSource a&itipm was accounted for as a business
combination.

The aggregate consideration transferred to ac@grangSource was $389.2 million, which includedhcas$373.0 million and the fair
value of stock options assumed attributed to prafination services of $16.2 million. In additiohetCompany assumed stock options
attributed to post-combination services and issestticted common stock with a total fair valuebd#t.6 million.

In accordance with the merger agreement, the nunfbélMware stock options into which assumed Sprimg8e stock options were
converted and the number of shares of restrictethoon stock that were issued were determined basedatio. The ratio was derived from
the per share merger consideration payable to rofeSpringSource capital stock and the ten-dagitig average of VMware’s Class A
common stock two trading days immediately prioB&ptember 15, 2009. The assumed vested and unestidptions converted into
652,253 and 476,081, respectively, of VMware stopkons to purchase Class A common stock with @gkted-average exercise price of
$4.87 per share. In addition, 572,492 shares of @kClass A restricted common stock were issuegrt@ain employees of SpringSource v
agreed to accept shares of VMware Class A comnuomk stubject to vesting restrictions in lieu of atmm of their cash merger proceeds. The
shares are subject to vesting restrictions based opntinued employment with VMware. Subject to timggethe vesting requirements, the
holders of the shares will receive a guaranteednmim value that is equivalent to the portion ofitltash merger proceeds foregone to receive
the shares. To the extent that the fair value efsthares is less than the guaranteed minimum uleieljfference will be paid in cash upon
vesting. At December 31, 2010, the fair value @frel exceeded the minimum value guarantee.

The Company included the fair value of the stockoms assumed by VMware attributed to pre-combamagiervices of $16.2 million in
the consideration transferred for the acquisitiime fair value of the stock options attributed tsfecombination services and the fair value of
the restricted common stock of $44.6 million weog included in the consideration transferred armdbeing recognized as stock-based
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compensation expense over their remaining requesiteice periods. The fair value of the stock amiavas estimated using a Black-Scholes
option-pricing model with the following weighted-erage assumptions: i) market price of $40.00 parestwhich was the closing price of
VMware's Class A common stock on the acquisitioted®) expected term of 1.6 years; iii) risk-friegerest rate of 0.7%; iv) annualized
volatility of 38.1%; and v) no dividend yield. Theeighted-average acquisition-date fair value ofahgumed stock options attributed to post-
combination services was $35.02. The fair valuthefrestricted common stock was based on the atiqoislate closing price of $40.00 per
share for VMware’s Class A common stock.

In connection with the acquisition, VMware alsoespt to offer additional equity incentives to SpBogrce employees. Accordingly,
VMware granted an aggregate of approximately 2IBanistock options and 0.8 million restricted dtamits under its 2007 Equity and
Incentive Plan shortly after the close of the asifioin. Stockbased compensation expense of approximately $3®&milill be recognized ovi
the four-year vesting term of the awards. Of thalt$58 million in stock-based compensation expeapproximately $14 million and $4
million were recorded during the years ended Deeerith, 2010 and 2009, respectively, on VMware’'ssotidated statement of income.

The following table summarizes the allocation & tonsideration paid to the fair value of the thtegand intangible assets acquired and
liabilities assumed as of December 31, 2009, aftectémmaterial adjustments made in 2010 to firaihe purchase price allocation (table in
thousands):

Cash $ 16,70:
Other current asse 8,14,
Property and equipme 1,071
Intangible asset 46,00(
Goodwill 340,09:
Deferred tax asset and other as 16,40¢
Total assets acquire 428,41¢
Deferred tax liability (16,762)
Unearned revent (7,81))
Other current liabilitie: (3,069
Income taxes payab 9,92¢
Total liabilities assume 37,56(

Fair value of identifiable assets acquired andilitzs assume $390,85¢

As required by generally accepted accounting pplesi, VMware remeasured a previously held equiigrést in SpringSource to a fair
value of $10.9 million immediately before the adition date and recorded a gain of $5.9 milliowtiher income (expense), net on the
consolidated statements of income for the yeareibirember 31, 2009. The $10.9 million was recotdegbodwill, bringing the total amot
of goodwill related to SpringSource to $350.0 roiilifor the year ended December 31, 2009. The $h0li®n in goodwill is not included in
the table above as it is not considered part optirehase price. The $350.0 million in goodwill megents the excess of the consideration
transferred and the fair value of the previousligtegjuity interest over the fair values assigneth&assets acquired and liabilities assumed,
and was allocated to VMware’s one reporting uniandgement believes that the goodwill mainly reprissthe synergies expected from
combining the technologies of VMware and Spring8euNone of the goodwill was deductible for incotawe purposes.
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Fiscal Year 2008

On July 1, 2008, VMware acquired all of the outdiag capital stock of a privately-held applicatjperformance management software
company. The aggregate consideration transferrédsracquisition was $60.8 million, which includessh of $58.4 million and the fair value
of stock options assumed attributed to pre-comhunatervices of $2.4 million.

The following table summarizes the allocation & ttonsideration paid to the fair value of the thtegand intangible assets acquired and
liabilities assumed as of December 31, 2008, aftedctéammaterial adjustments made in 2009 to firmlihe purchase price allocation (table in
thousands):

Cash $ 21¢
Intangible assel 18,50:
Goodwill 52,80:
Assets acquire 5,511
Total assets acquire 77,03
Total liabilities assume (16,209

Fair value of identifiable assets acquired andilitzs assume( $ 60,82«

In addition to the above acquisition, VMware acqdisix companies during 2008 for aggregate casideration of $80.3 million, net
cash acquired and including transaction costsofmection with these acquisitions, the Company imeduechnologies that are complement
to VMware’s core virtualization technology. Acquired intarigibtotaled $23.9 million, consisted primarily afrphased technology, and hay
weighted-average estimated useful life of 7.1 yeBing excess of the purchase price over the faievef the net assets acquired was $67.2
million and is classified as goodwill on the condated balance sheet, which reflects adjustmentierima2009 to finalize the purchase price
allocations.

The purchase prices for the companies acquire@08 2vere allocated to the assets acquired andathiéities assumed based on their
final fair value.

Goodwill

Goodwill is tested for impairment on an annual basid between annual tests if the Company becowes® af any events occurring or
changes in circumstances that would indicate aatémtuin the fair value of the goodwill below itarcying amount. Changes in the carrying
amount of goodwill for the years ended Decembe2B10 and 2009 consisted of the following (tabléhiousands):

December 31

2010 2009

Balance, beginning of the ye $1,115,76! $ 771,08¢
Increase in goodwill related to business combimes 453,42( 350,03t
Deferred tax adjustments to purchase price allonaton previous acquisitiol 2,062 (3,752
Other adjustments to purchase price allocationgremious acquisition (2,657 (1,609
Balance, end of the ye $1,568,60! $1,115,76!
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Intangible Assets, Ne
Intangible assets, net, excluding goodwill, as eE@mber 31, 2010 and 2009, consisted of the fatig\tiable in thousands):

Weighted-
Average
Useful Gross Carrying Accumulated
Lives Net Book
201C (in years) Amount Amortization Value
Purchased technolog 4.8 $ 279,05: $ (157,409 $121,64:
Customer relationships and customer | 7. 88,99 (23,85¢) 65,13¢
Trademarks and tradenarr 6.2 24,78( (11,119 13,66¢
Other 4.3 18,42t (7,947) 10,48:
Total intangible assets, net, excluding good $ 411,25; $ (200,32) $210,92¢
Weighted-
Average
Useful Gross Carrying Accumulated
Lives Net Book
2009 (in years) Amount Amortization Value
Purchased technolog 4.9 $ 168,82 $(114,80¢) $54,01¢
Customer relationships and customer | 8.6 37,69¢ (6,45]) 31,24:
Trademarks and tradenarr 7.4 14,68( (7,607 7,07:
Other 4.3 8,62¢ (6,402 2,227
Total intangible assets, net, excluding good $ 229,82 $ (135,269 $94,557

Amortization expense on intangibles was $34.8 anilli$14.1 million and $17.5 million in the yearsied December 31, 2010, 2009 and

2008, respectively. Based on intangible assetgdedoas of December 31, 2010 and assuming no sudsegdditions or impairment of
underlying assets, the remaining estimated anmoalt&Zzation expense is expected to be as folloalsl€tin thousands):

2011 $ 51,39:
2012 49,921
2013 35,60¢
2014 28,101
2015 18,53¢
Thereaftel 27,36¢
Total $210,92¢
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F. Property and Equipment, Net
Property and equipment, net, as of December 310 288l 2009 consisted of the following (table inutands):

December 31,

2010 2009
Equipment and softwal $ 438,38 $ 327,14¢
Buildings and improvemen 270,78t 256,75¢
Furniture and fixture 52,61 48,07¢
Construction in progres 3,082 5,89
Total property and equipme 764,86! 637,87:
Accumulated depreciatic (345,80() (235,51)
Total property and equipment, r $ 419,06! $ 402,35¢

Depreciation expense was $114.2 million, $102.3aniland $89.5 million in the years ended Decen#ier2010, 2009 and 2008,
respectively.

In conjunction with the completion of portions & Washington data center facility, VMware increhee estimated useful lives of
certain fixed assets from 3 to 5 years during #wsd quarter of 2009. This change in estimatepraspectively applied beginning on April 1,
2009. In the year ended December 31, 2009, thisgeghm estimate reduced depreciation expense by $iillion. After considering the tax
effect on the reduction in depreciation expenserethvas a $0.02 impact on basic and diluted easrpeg share in the year ended December 31
2009. In the second quarter of 2008, VMware ina@dabe estimated useful lives of computers androtiated equipment from 2 years to 3
years to match the length of the related warraatytracts. In the year ended December 31, 2008 ttlesnges in estimates redu
depreciation expense by $10.4 million and incredssd basic and diluted earnings per share by $&.82 what would have been reported
otherwise in the year ended December 31, 2008. Widwneviewed and revised the useful lives of thesedfassets in 2009 and 2008 after
considering (i) the estimated future benefits tloenBany expects to receive from those assetshéipattern of consumption of those benefits
and (iii) the information available regarding thdmnefits.

G. Accrued Expenses and Other
Accrued expenses as of December 31, 2010 and 20@%sted of the following (table in thousands):

December 31

2010 2009
Salaries, commissions, bonuses and ber $242,18(  $174,20°
Accrued partner liabilitie 94,67¢ 77,26¢
Other 122,95 83,05:

Total accrued expens $459,81:  $334,52:

Accrued partner liabilities relate to rebates aratkating development fund accruals for channelngast system vendors and systems
integrators, as well as accrued royalties.
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H. Note Payable to EMC

In April 2007, VMware declared an $800.0 milliorvidiend to EMC paid in the form of a note payabkeybich $450.0 million remained
outstanding as of December 31, 2010. The note e=tarApril 2012, with interest payable quarteryarrears commencing June 30, 2007.
interest rate resets quarterly and bears an interesof the 90-day LIBOR plus 55 basis pointsthieyears ended December 31, 2010, 2009
and 2008, $4.1 million, $6.5 million and $18.6 moill, respectively, of interest expense was recordided to the note payable. The note may
be repaid, without penalty, at any time commendinly 2007. No repayments of principal were madéndu2010 and 2009.

I. Income Taxes
The domestic and foreign components of income kgoovisions for income taxes were as follows @ablthousands):

For the Year Ended December 31

2010 2009 2008
Domestic $127,29. $ 31,69C $ 63,58¢
International 289,08: 191,75¢ 255,69’

Total $416,37¢ $223,44¢ $319,28!

VMware’s provision for income taxes consisted @& fbllowing (table in thousands):

For the Year Ended December 31

2010 2009 2008
Federal:
Current $ 65,79¢ $41,11¢ $(27,52)
Deferred (42,159 (35,909 38,34¢
23,63¢ 5,20¢ 10,82«
State:
Current 15,49¢ 6,07( (8249
Deferred (9,055 (3,630 4,044
6,441 2,44( 3,22(
Foreign:
Current 34,59: 19,64 18,59:
Deferred (5,73) (93€) (3,489
28,85’ 18,70¢ 15,10¢
Total provision for income taxce $ 58,93¢ $ 26,35: $ 29,15:

A reconciliation of VMware’s income tax rate to tsgtutory federal tax rate is as follows:

For the Year Ended
December 31,

2010 2009 2008
Statutory federal tax ra 35.(% 35.(% 35.(%
State taxes, net of federal ben 1.5% 1.1% 1.C%
Tax rate differential for international jurisdictie (17.2%) (21.5%) (23.2%)
U.S. tax credit: (8.€%) (8.5%) (6.7%)
Permanent items and ot 3.€% 5.7% 3.1%
Effective tax rate 14.2% 11.8% 9.1%
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The components of the current and non-current cerfeéax assets and liabilities were as followsl&at thousands):

December 31,

2010 2009
Deferred Tax Deferred Tax Deferred Tax Deferred Tax
Asset Liability Asset Liability
Current:
Accruals and allowance $ 30,67 $ — $ 20,99 $ —
Unearned revent 82,551 — 52,50 —
Net operating loss carryforwar 292 — — —
Valuation allowanct (12,839 — (10,13)) —
Total current 100,68t — 63,36( —
Non-current:
Property, plant and equipment, | — (20,229 — (19,665
Intangible and other, n — (1,55)) — (40,63%)
Stoclk-based compensatic 52,09t — 49,13t —
Unearned revent 24, 75" — 19,78¢ —
Other nor-current liabilities — (8,31¢) — —
Tax credit and net operating loss carryforwe 95,31¢ — 52,32 —
Valuation allowanct (23,040 — (18,715 —
Total nor-current 149,12¢ (30,096 102,52¢ (60,300
Total deferred tax assets and liabilit $ 249,81! $ (30,09¢ $ 165,88¢ $ (60,300

VMware has U.S. federal net operating loss carwé&ods of $117.9 million from acquisitions made sir2006. These carryforwards
expire at different periods through 2030. Portiohthese carryforwards are subject to annual litioitss. VMware expects to be able to fully
use these net operating losses against future ie.cAtgo resulting from acquisitions since 2006, Vater has state net operating loss
carryforwards of $200.7 million expiring at differieperiods through 2030. A valuation allowance wexorded to reduce gross deferred tax
assets to an amount VMware believes is more likedy not to be realized. The valuation allowancatisbutable to the uncertainty regarding
the realization of state tax credit carryforwaraéfis. VMware has non-U.S. net operating losse®&l@ 1 million resulting from a non-U.S.
acquisition in 2009. These net operating losseg laavunlimited carryforward period. VMware expedotbe able to fully use these net
operating losses against future non-U.S. incomso Adsulting from an acquisition in 2009, VMware im@n-U.S. net operating losses of $15.5
million that are subject to a full valuation allomze as VMware believes it is more likely than rattno tax benefit will be realized from these
losses.

U.S. income taxes have not been provided on ceutadistributed earnings of non-U.S. subsidiarieapgroximately $900.3 million and
$620.6 million at December 31, 2010 and 2009, rethrdy, because such earnings are considered teifreested indefinitely outside of the
U.S., and it is not practicable to estimate the @mof tax that may be payable upon repatriation.

As of December 31, 2010, VMware had a net incomedeeivable of $144.3 million, which was comprisgchmounts due from EMC
for VMware’s stand-alone federal taxable loss fa fiscal year ending December 31, 2010 and fefund of an overpayment related to the
consolidated federal and state income taxes fofithal year ended December 31, 2009. The receiabl2010 arose because VMware had a
stand-alone taxable loss for the year ended Dece®ih@010, which was primarily attributable to tteductions arising from both non-
qualified stock option exercises and from restdatock when the restrictions lapsed. Under the
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tax sharing agreement with EMC, EMC is obligatepay to VMware an amount equal to the tax benefitegated by VMware that EMC will
recognize on its consolidated tax return. At Deceingd, 2009, VMware had an income tax receivabi&efdum EMC for $3.0 million as a
result of comparing the state tax provision focdiisyear ended December 31, 2008 to the finaleétxm. During the year ended December 31,
2009, EMC paid VMware $107.6 million due to VMweasetandalone taxable loss for the year ended Decembe2®18, which was primaril
attributable to tax deductions arising from botimoalified stock option exercises and from restdattck when the restrictions lapsed. Ui
the tax sharing agreement with EMC, EMC is obligatepay VMware an amount equal to the tax bemgefiterated by VMware that EMC will
recognize on its consolidated tax return.

The difference between the income taxes payabtdgitalculated on a separate return basis andrtfuaint actually paid to EMC
pursuant to VMware’s tax sharing agreement is piteskas a component of additional paid-in capithése differences resulted in an increase
in additional paid-in capital of $6.5 million ingtyear ended December 31, 2010 and a decreasdiiioaal paid-in capital of $8.0 million in
the year ended December 31, 2009.

As of December 31, 2010, VMware had gross unreaeghiax benefits totaling $103.9 million, which kextes $5.4 million of offsetting
tax benefits. As of December 31, 2009, VMware haxg unrecognized tax benefits totaling $80.8 amlliwhich excludes $4.2 million of
offsetting tax benefits. Approximately $104.4 naitliof VMware’s unrecognized tax benefits, if recizagd, would reduce income tax expense
and lower VMware's effective tax rate in the perardperiods recognized. The net unrecognized tarfite of $104.4 million as of
December 31, 2010 would, if recognized, benefit Vlvigis effective income tax rate. The $104.4 millamet unrecognized tax benefits were
classified as a non-current liability on the coidatled balance sheet. It is reasonably possibleimibhe next 12 months that audit resolutions
could potentially reduce total unrecognized taxdiiés by between approximately $20 million and $2ilion. Audit outcomes and the timing
of audit settlements are subject to significanteutainty.

VMware recognizes interest expense and penaltiateckto income tax matters in the income tax miovi. VMware had accrued $3.9
million of interest as of January 1, 2010 and $4itlion of interest as of December 31, 2010 asgediavith unrecognized tax benefits. These
amounts are included as components of the $104liémmet unrecognized tax benefits at December2B10 and $78.0 million net
unrecognized tax benefits at December 31, 200@nhectax expense for the year ended December 30,iB6lded interest of $0.3 million
associated with uncertain tax positions.

A reconciliation of the beginning and ending amoofgross unrecognized tax benefits, excludingregeassociated with unrecognized
tax benefits, is as follows (table in thousands):

For the Year Ended December 31,

2010 2009 2008
Balance, beginning of the ye $ 84,97( $48,407 $19,19¢
Tax positions related to current ye
Additions 28,177 38,15 30,08¢
Tax positions related to prior yea
Additions 6,85( — 50z
Reductions (10,379 (3,169 —
Foreign currency effec (325) 1,57¢ (1,387%)
Balance, end of the ye $109,29: $84,97( $48,40"
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There were no material settlements during 2010. tDuke increased complexity in international ofierss, including judgments in
determining the appropriate tax jurisdictions fevenue and expense items, the Company’s unrecabtzsixdenefits will likely increase in
2011. The Company cannot reasonably estimate thease.

VMware is subject to U.S. federal income tax andotes state, local and international income taresuimerous jurisdictions. VMware’s
domestic and international tax liabilities are sabjto the allocation of revenues and expense#fareht jurisdictions and the timing of
recognizing revenues and expenses. Additionallyatnount of income taxes paid is subject to the \ékJs interpretation of applicable tax
laws in the jurisdictions in which it files.

The U.S. federal income tax audit for 2007 and 28@®&menced during 2009 and is expected to condéfug@ll. VMware has income
tax audits in progress in numerous state, localistednational jurisdictions in which it operatés.the VMware international jurisdictions that
comprise a significant portion of its operatior® years that may be examined vary, with the esanjfiear being 2004. Based on the outcome of
examinations of VMware, the result of the expirata¥ statutes of limitations for specific jurisdans or the result of ruling requests from
taxing authorities, it is reasonably possible thatrelated unrecognized tax benefits could chémye those recorded in the statement of
financial position. It is possible that one or mofeéhese audits may be finalized within the nexelve months. However, based on the status of
examinations, and the protocol of finalizing auditss not possible to estimate the impact of scigchnges, if any, to the previously recorded
uncertain tax positions.

J. Commitments and Contingencies
Litigation

VMware is named from time to time as a party todaits in the normal course of its business. In siades it is VMware’s policy to
defend against such claims, or if considered apfatsy negotiate a settlement on commercially neakke terms. However, no assurance ci
given that VMware will be able to negotiate setttans on commercially reasonable terms, or at athat any litigation resulting from such

claims would not have a material adverse effedherconsolidated cash flows, results of operatiand,financial position, or consolidated
financial statements taken as a whole.

Operating Lease Commitments

VMware leases office facilities and equipment ungieious operating leases. Facility leases geneiradlude renewal options. Rent
expense for the years ended December 31, 2010,8G02008 was $46.4 million, $41.2 million and $B&illion, respectively. VMware's
future lease commitments at December 31, 2010 afellows (table in thousands):

2011 $ 40,79¢
2012 34,65¢
2013 28,45¢
2014 23,567
2015 18,86(
Thereaftel 274,96
Total minimum lease paymer $421,30:

The amount of the future lease commitments aft&éb26 primarily for the ground lease on VMware’ddPAlto, California headquarter
facilities, which expires in 2057. As several of Midre’s operating leases are
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payable in foreign currencies, the operating lgemganents may fluctuate in response to changesimstbhange rate between the U.S. Dollar
and the foreign currencies in which the commitmeméspayable.

Outstanding Obligations

At December 31, 2010, VMware had various contrdatammitments aggregating $65.7 million, primarigtating to VMware’s
Washington data center facility.

Guarantees and Indemnification Obligations

VMware enters into agreements in the ordinary e@ofdusiness with, among others, customers, bligois, resellers, system vendors
and systems integrators. Most of these agreemeaqtsre VMware to indemnify the other party agaihgtd-party claims alleging that a
VMware product infringes or misappropriates a pgteopyright, trademark, trade secret, and/or oitteflectual property right. Certain of
these agreements require VMware to indemnify thergparty against certain claims relating to progpdamage, personal injury, or the acts or
omissions of VMware, its employees, agents, oresgmtatives.

VMware has agreements with certain vendors, firniostitutions, lessors and service providers ams to which VMware has agreec
indemnify the other party for specified mattersstsas acts and omissions of VMware, its employagsnts, or representatives.

VMware has procurement or license agreements wghect to technology that it has obtained the tighise in VMware’s products and
agreements. Under some of these agreements, VMwaragreed to indemnify the supplier for certaines that may be brought against such
party with respect to VMware’s acts or omissionatieg to the supplied products or technologies.

VMware has agreed to indemnify the directors aretaesive officers of VMware, to the extent legallgrmissible, against all liabilities
reasonably incurred in connection with any actiowhich such individual may be involved by reasbswh individual being or having beel
director or executive officer. VMware’s by-laws adlgarter also provide for indemnification of direct and officers of VMware and VMware
subsidiaries to the extent legally permissible jragieall liabilities reasonably incurred in conrientwith any action in which such individual
may be involved by reason of such individual beingpaving been a director or executive officer. V& also indemnifies certain employees
who provide service with respect to employee bésefans, including the members of the AdministetCommittee of the VMware 401(k)
Plan.

In connection with certain acquisitions, VMware lagseed to indemnify the former directors and efficof the acquired company in
accordance with the acquired company’ddys and charter in effect immediately prior to #uguisition or in accordance with indemnificat
or similar agreements entered into by the acquicedpany and such persons. VMware typically purchas#ail” directors’ and officers’
insurance policy, which should enable VMware tookexr a portion of any future indemnification obligas related to the former officers and
directors of an acquired company.

It is not possible to determine the maximum potdraimount under these indemnification agreemerggalthe Company'’s limited
history with prior indemnification claims and theigue facts and circumstances involved in eacliquéatr agreement. Historically, payments
made by the Company under these agreements hatadat material effect on the Company’s consoldiagsults of operations, financial
position, or cash flows.
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K. Stockholders’ Equity
VMware Class B Common Stock Conversion Rights

Each share of Class B common stock is convertilbliégevheld by EMC or its successor-in-interest &t diption of EMC or its successor-
in-interest into one share of Class A common stfckMware’s Class B common stock is distributedsgcurity holders of EMC in a
transaction (including any distribution in excharigeshares of EMC's or its successor-in-interestisimon stock or other securities) intended
to qualify as a distribution under Section 355h# tnternal Revenue Code, or any correspondingigicovof any successor statute, shares of
VMware’s Class B common stock will no longer be convegtibto shares of Class A common stock. Prior tosargh distribution, all shares
Class B common stock will automatically be conveiiteéo shares of Class A common stock upon thestesirof such shares of Class B
common stock by EMC other than to any of EMC’s &ssors or any of its subsidiaries (excluding VMwalfesuch a distribution has not
occurred, each share of Class B common stock Isil automatically convert at such time as the nurobshares of common stock owned by
EMC or its successor-in-interest falls below 20%hef outstanding shares of VMware’s common stookowing any such distribution,
VMware may submit to its stockholders a proposaldovert all outstanding shares of Class B comntacksnto shares of Class A common
stock, provided that VMware has received a favaraivate letter ruling from the Internal Revenw\&e satisfactory to EMC to the effect
that the conversion will not affect the intendexl t®atment of the distribution. In a meeting of Mistre stockholders called for this purpose
holders of VMware Class A common stock and VMwalas€ B common stock will be entitled to one vote gi&are and, subject to applicable
law, will vote together as a single class, andhegitlass of common stock will be entitled to aasafe class vote. All conversions will be
effected on a share-for-share basis.

VMware Equity Plan

In June 2007, VMware adopted its 2007 Equity ameiive Plan (the “2007 Plan”). In May 2009, VMwamended its 2007 Plan to
increase the number of shares available for issubn@0.0 million shares for total shares availdbtéssuance of 100.0 million. Awards under
the 2007 Plan may be in the form of stock optionstber stock-based awards, including awards dfictsd stock units. The exercise price for
a stock option awarded under the 2007 Plan shabb@dess than 100% of the fair market value of ViMevClass A common stock on the date
of grant. Most options granted under the 2007 Ré&at 25% after the first year and then monthlyebéer over the following three years. All
options granted pursuant to the 2007 Plan expitwdsn six and seven years from the date of graastestricted stock unit awards granted
under the 2007 Plan have a three-year to four{yeaod over which they vest. VMwagCompensation and Corporate Governance Comr
determines the vesting schedule for all equity a&ayMware utilizes both authorized and unissuetdteshto satisfy all shares issued under the
2007 Plan.

VMware Stock Repurchase Program

In March 2010, VMwares Board of Directors approved a stock repurchasgrpm, authorizing the purchase of up to $400.0anibf its
Class A common stock through the end of 2011. Riora to time, subject to market conditions, stackurchased pursuant to this program in
the open market or through private transactiorgeasitted by securities laws and other legal resmngnts. In the year ended December 31,
2010, VMware repurchased and retired 4,908,96%shafrits Class A common stock at a weighted-avepaige of $68.96 per share for an
aggregate purchase price of $338.5 million, inelgdiommissions. The amount of repurchased shareslassified as a reduction to additic
paid-in capital. VMware is not obligated to purchasy shares under its stock repurchase progranje&uo applicable corporate and
securities laws, repurchases under the stock repsecprogram may be made at such times and inesnchnts as VMware deems appropriate.
Purchases under the stock repurchase program adindmtinued at any time that VMware feels add#iopurchases are not warranted.

98



Table of Contents

VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)

VMware Employee Stock Purchase Plan

In June 2007, VMware adopted its 2007 EmployeelSaechase Plan (the “ESPP”), which is intendeldetqualified under Section 423
of the Internal Revenue Code. A total of 6.4 millghares of VMware Class A common stock were reskefor future issuance. Under the
ESPP, eligible VMware employees are granted optioqmirchase shares at the lower of 85% of thenfiairket value of the stock at the time of
grant or 85% of the fair market value at the timhexercise. Options to purchase shares were géngrahted twice yearly on January 1 and
July 1 and exercisable on the succeeding June @Daoember 31 of each year until the timing ofgbechase plan was amended in 2009; as a
result since then, options to purchase sharesearerglly granted on February 1 and August 1 anccesable on the succeeding July 31 and
January 31, respectively, of each year.

In 2010, 1.5 million shares of Class A common steeke purchased under the ESPP at a weighted-avpraghase price per share of
$29.90. The total cash proceeds from the purchiasese shares under the ESPP were $45.2 millisrafdecember 31, 2010, $24.8 million
of ESPP withholdings were recorded as a liabilitytlee consolidated balance sheet for the next pseein January 2011.

In 2009, 0.9 million shares of Class A common staeke purchased under the ESPP at a purchaseperichare of $20.14. The total
cash proceeds from the purchase of these shares hedESPP were $18.3 million. As of December2BD9, $21.6 million of ESPP
withholdings were recorded as a liability on thesalidated balance sheet for the subsequent pwdhdsanuary 2010. In 2008, 1.7 million
shares of Class A common stock were purchased tinel&SPP at a weighted-average purchase pricghpes of $28.05. The total cash
proceeds from the purchase of these shares urel&SRP were $46.9 million. As part of the 1.7 willshares purchased in 2008, employees
purchased 0.6 million shares under the ESPP atchase price per share of $24.65 related to thember 31, 2007 purchase, which was
completed in January 2008.

VMware 2008 Exchange Offer

In September 2008, VMware completed an offer tdharge certain employee stock options issued uniievafe’s 2007 Equity and
Incentive Plan (“2008 Exchange Offer”). Certainpoeisly granted options were exchanged for newglepriced stock options granted on a
one-for-one basis. Executive officers and membgtseoCompanys Board of Directors were excluded from participgtin the 2008 Exchan
Offer. Options for an aggregate of 4.1 million sfsof VMware’s Class A common stock were exchanvgéua weighted-average exercise
price per share of $71.60. Options granted pursioaitie 2008 Exchange Offer have an exercise pfi&33.95 per share, vest pro rata over
four years beginning September 10, 2008 with nditfer past vesting and have a new six-year optgsm. The 2008 Exchange Offer resulted
in incremental stock-based compensation expen$&&0 million to be recognized over the four-yeasting term.

VMware and EMC Stock Options

Prior to the adoption of VMware’s 2007 Plan in J@087, eligible VMware employees participated in EBlequity plans. In August
2007, VMware and EMC completed an exchange offex (EMC Exchange Offer”) enabling eligible VMwarmployees to exchange their
options to acquire EMC common stock for optionatquire VMware Class A common stock and to exchaesgicted stock awards of
EMC’s common stock for restricted stock awards bfware’s Class A common stock. VMware employees witonot elect to exchange their
EMC options and EMC restricted stock for optionptwchase VMware Class A common stock and restristeck awards of VMware Class A
common stock, respectively, continue to have tbeisting grants governed under EMC's stock plans.
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The following table summarizes option activity sntanuary 1, 2008 for VMware and EMC stock opti@hmsres in thousands):

VMware Stock Options EMC Stock Options

Weighted- Weighted-

Average Average
Number of Exercise Price Number of Exercise Price

Shares (per share) Shares (per share)
Outstanding, January 1, 20 45,33¢ $ 26.7¢ 2,75¢ $ 12.2¢
Options relating to employees transferred from E — — 3,411 15.3¢

Granted® 11,74: 40.4¢ — —
Forfeited® (8,039 51.7¢ (11%) 13.0¢
Expired (37 24.2¢ (22) 15.7(
Exercisec (6,579 21.6¢4 (295 6.4¢
Outstanding, December 31, 2C 42,43¢ 26.54 5,73t 14.3¢
Options relating to employees transferred from E — — 96 16.01

Granted 12,50( 29.8¢ — —
Forfeited (3,736 28.11 (2,65¢€) 14.9¢
Expired (a77) 45.2¢ (739) 15.4¢
Exercisec (9,516 22.01 (438 10.71
Outstanding, December 31, 20 41,50 28.3¢ 1,99¢ 14.0¢
Options relating to employees transferred from E — — 2,19¢ 15.5¢

Granted 3,362 57.6C — —
Forfeited (2,220 30.7¢ (164) 11.4¢
Expired (152) 83.8¢ (193) 55.81
Exercisec (15,579 24.7¢ (1,179 10.5:
Outstanding, December 31, 2C 26,92« 33.5¢ 2,66/ 13.9:
Exercisable, December 31, 20 10,70¢ 29.7¢ 1,43¢ 13.9¢
Vested and expected to vest, December 31, 25,63¢ 33.2i 2,581 13.9¢

(1) VMware stock options: Includes options for 4,01@rels exchanged in the 2008 Exchange O

As of December 31, 2010, for the VMware stock apidhe weighted-average remaining contractual teas 3.2 years and the
aggregate intrinsic value was $642.5 million fag 0.7 million exercisable shares. For the 25.@ionishares vested and expect to vest at
December 31, 2010, the weighted-average remairdngactual term was 3.8 years and the aggregatesiat value was $1,438.3 million.
These aggregate intrinsic values represent thepaax intrinsic values based on VMware’s clgsatock price of $88.91 as of December 31,
2010, which would have been received by the ogii@ders had all in-the-money options been exerdisedf that date.

As of December 31, 2010, for the EMC stock optighs,weighted-average remaining contractual ters 48 years and the aggregate
intrinsic value was $14.3 million for the 1.4 nolti exercisable shares. For the 2.6 million shaested and expected to vest at December 31,
2010, the weighted-average remaining contractual teas 5.9 years and the aggregate intrinsic vahge$24.6 million. These aggregate
intrinsic values represent the total pre-tax irgiérnvalues based on EMC's closing stock price &.$@ as of December 31, 2010, which would
have been received by the option holders had @HéAmoney options been exercised as of that date.

Cash proceeds from the exercise of VMware stocloongtfor the years ended December 31, 2010, 2002@08 were $386.1 million,
$209.4 million and $143.2 million, respectively.e€rbptions exercised in 2010,
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2009 and 2008 had a pre-tax intrinsic value of $18illion, $132.6 million and $219.6 million, resgtively, and income tax benefits realized
from the exercise of stock options of $171.2 milli§47.1 million and $71.4 million, respectively.

The pre-tax intrinsic value of EMC options held\Wylware employees that were exercised during thesyeaded December 31, 2010,
2009 and 2008 were $10.8 million, $2.3 million &&d8 million, respectively. Cash proceeds fromekercise of these stock options paid to
EMC were $12.4 million, $4.7 million and $1.9 milti for the years ended December 31, 2010, 2002@08, respectively.

VMware Restricted Stock

VMware restricted stock primarily consists of regd stock units granted to employees and aldadles restricted stock awards and
other restricted stock. Other restricted stockudek shares issued in 2009 to certain employegprafigSource who agreed to accept shares of
VMware Class A common stock subject to vestingrigt&ins in lieu of a portion of their cash mergeoceeds. In addition, other restricted
stock includes options exercised prior to vestingyMware’s non-employee directors. The exerciséhoke options prior to vesting resulted in
the outstanding shares being subject to repurdradéence restricted until such time as the resegptions vest. These options completed
vesting in 2010.

The following table summarizes VMware’s restricedck activity since January 1, 2008 (shares inghads):

Weighted-
Average Grant

Date Fair

Number of Value

Shares (per share)
Outstanding, January 1, 20 3,56¢ $ 24.64
Granted 6,61¢ 35.1¢
Vested (2,159 22.5¢
Forfeited (409 61.9(
Outstanding, December 31, 20 7,62¢ 32.3¢

Restricted stock relating to employees transfefireth EMC — —
Granted 5,20(C 33.6:
Vested (2,88)) 31.31
Forfeited (739 34.81
Outstanding, December 31, 2C 9,211 33.21

Restricted stock relating to employees transfefrat EMC — —
Granted 4,93: 74.8
Vested (3,68¢) 32.3¢
Forfeited (709 39.0¢
Outstanding, December 31, 2C 9,752 54.17

The total fair value of VMware restricted stock-dswards that vested in the years ended Decenb2030, 2009 and 2008 was
$258.0 million, $88.8 million and $116.3 millionsff December 31, 2010, restricted stock unit awardi other restricted stock representing
9.8 million shares of VMware were outstanding, vathaggregate intrinsic value of $867.1 milliondzhen the closing share price as of
December 31, 2010. These shares are scheduledttthveugh 2014.
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The VMware restricted stock unit awards are valoa@sed on the VMware stock price on the date oftgtrares underlying restricted
stock unit awards are not issued until the regticttock units vest. The majority of VMware’s regrd stock unit awards have pro rata vesting
over three or four years.

VMware Shares Repurchased for Tax Withholdings

During the years ended December 31, 2010, 2002@08, VMware repurchased or withheld and retiré&$71,967 shares, 1,029,581
shares and 826,731 shares of Class A common sto&87.1 million, $31.5 million and $44.5 milliorespectively, to cover tax withholding
obligations. As of December 31, 2010, $0.9 milladriax withholding obligations were recorded agaility on the consolidated balance sheet.
Pursuant to the respective agreements, these sharesepurchased or withheld in conjunction wité bet share settlement upon the vesti
restricted stock and restricted stock units dutivgperiod. The amount of repurchased or withhe#des, including restricted stock units, was
classified as a reduction to additional paid-inizams of December 31, 2010, 2009 and 2008, reispde

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 years ended December 31, 201@9 20d 2008 (table in thousands):

For the Year Ended December 31

2010 2009 2008
Cost of license revenur $ 1,652 $ 1,29 $ 1,12
Cost of services revenu 18,47¢ 14,87¢ 13,48¢
Research and developmt 164,43! 121,77( 77,99:
Sales and marketir 73,14¢ 58,61( 49,76:
General and administrati\ 33,97¢ 34,90¢ 24,15
Stock-based compensation expel 291,69 231,45t 166,51¢
Income tax benefi 94,11( 43,17( 33,02(
Total stocl-based compensation expense, net o $197,58: $188,28t $133,49¢

For the years ended December 31, 2010, 2009 arg] 200ware capitalized $10.9 million, $14.9 milli@mnd $22.7 million, respectively,
of stock-based compensation expense associateaayttalized software development.

As of December 31, 2010, the total unrecognizedp=mamation cost for stock options and restrictedksteas $595.8 million. This non-
cash expense will be recognized through 2015 witkeighted-average remaining period of 1.3 years.
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Fair Value of VMware Options

The fair value of each option to acquire VMwaressl& common stock granted during the years endeéileer 31, 2010, 2009 and
2008 was estimated on the date of grant using hekBScholes option-pricing model with the followimeighted-average assumptions:

For the Year Ended
December 31,

VMware Stock Options 2010 2009 2008
Dividend yield None None None
Expected volatility 38.(% 36.1% 39.4%
Risk-free interest rat 1.5% 1.9% 2.5%
Expected term (in year 3.5 3.7 34
Weighte(-average fair value at grant d; $18.0¢ $12.1¢ $17.8¢
For the Year Ended
December 31,

VMware Employee Stock Purchase Plan 2010 2009 2008
Dividend yield None None None
Expected volatility 33.1% 50.9% 39.2%
Risk-free interest rat 0.2% 0.2% 2. 1%
Expected term (in year 0.5 0.5 0.5
Weighter-average fair value at grant d; $15.1¢ $7.7¢ $18.0¢

For all equity awards granted in 2010 and 200%tidly was based on an analysis of historical sgagéces and implied volatilities of
publicly-traded companies with similar charactéestincluding industry, stage of life cycle, sifieancial leverage, as well as the implied
volatilities of VMware’s Class A common stock. The expected term was leédtlbased upon an analysis of the expected tesimdar grant:
of comparable publicly-traded companies.

For all equity awards granted in 2008, volatilitassbased on an analysis of historical stock paoesimplied volatility of publiclytradec
companies with similar characteristics, includingdustry, stage of life cycle, size and financizkleage. The expected term was calculated
based on the historical experience that VMware eygas have had with EMC stock option grants as agethe expected term of similar gre
of comparable companies.

For all periods presented, VMware's expected divitigield input was zero as it has not historicatyd, nor expects in the future to pay,
cash dividends on its common stock. The risk-freerest rate was based on U.S. Treasury instruwigodée term is consistent with the
expected term of the stock options.
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L. Comprehensive Income

The following table sets forth the components ahpeehensive income for the years ended Decemb&03D, 2009 and 2008,
respectively (table in thousands):

For the Year Ended December 31

2010 2009 2008
Net income $357,43¢ $197,09¢ $290,13!
Other comprehensive incorr
Unrealized gains (losses) on avail-for-sale securities, net of taxes of $9,2
$2,797 and $ 15,34 4,56: =
Reclassification of (gains) losses on availablesi@le securities recognized during
the period, net of taxes of $(102), $0 anc (269) — —
Total other comprehensive incot 15,07 4,56: —
Total comprehensive income, net of ta $372,51: $201,66: $290,13!

In each period presented on VMware’s consolidatddrte sheets, accumulated other comprehensiveénconsisted of unrealized
gains and losses on available-for-sale securitietsof taxes.

M. Related Party Transactions

In April 2010, VMware acquired certain software guat technology and expertise from EMC'’s lonix I'amagement business for cash
consideration of $175.0 million. EMC retained thaik brand and will continue to offer customers pheducts acquired by VMware, pursuant
to the ongoing reseller agreement between EMC avd/&te. During the three months ended December @10,2510.6 million of contingent
amounts was paid to EMC in accordance with thetgmgehase agreement. This amount was recordedesuiation to the capital contribution
from EMC. See Note E for further information.

Pursuant to the ongoing reseller arrangement wMIC Ehat commenced in 2009, EMC bundles VMware'dpicis and services with
EMC'’s hardware and sells them to end-users. liy#laes ended December 31, 2010 and 2009, VMwargnézed revenues of $48.5 million
and $14.1 million, respectively, from products aedvices sold pursuant to VMware’s reseller arramgyg with EMC. As of December 31,
2010 and 2009, $29.0 million and $22.4 million pestively, of revenues from products and servicds snder the reseller arrangement were
included in unearned revenue.

In the years ended December 31, 2010, 2009 and 20@&are recognized professional services revendi&$0.6 million, $25.2 million
and $16.9 million, respectively, for services pdad to EMC's customers pursuant to VMware’s contralcagreements with EMC. As of
December 31, 2010 and 2009, $5.9 million and $0llfom, respectively, of revenues from professiosatvices to EMC customers were
included in unearned revenue.

In the years ended December 31, 2010, 2009 and 20@&are recognized revenues of $6.1 million, $milion and $4.1 million,
respectively, from server and desktop productssemdices purchased by EMC for internal use pursteaxMware’s contractual agreements
with EMC. As of December 31, 2010 and 2009, $19il8an and $3.7 million, respectively, of revenuesm server and desktop products and
services purchased by EMC for internal use werkidtezl in unearned revenue.
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VMware purchased storage systems and softwareekhsisvconsulting services, from EMC for $18.4 raill $9.7 million and $25.2
million in the years ended December 31, 2010, 20692008, respectively.

In certain geographic regions where VMware doeshawt an established legal entity, VMware contradtis EMC subsidiaries for
support services and EMC employees who are manag®®ware’s personnel. The costs incurred by EMCQ/dfware’s behalf related to
these employees are passed on to VMware and VMwalearged a mark-up intended to approximate ¢hatsvould have been charged had
VMware contracted for such services with an uneeldhird party. These costs are included as exganséMware’s consolidated statements
of income and primarily include salaries and begsefravel and rent. Additionally, EMC historicallycurred certain costs on VMware’s behalf
in the U.S., which primarily related to a sharedtsyn for travel. In the fourth quarter of 2009, Ve implemented its own travel system in
the U.S. and is now incurring these costs diredthe total cost of the services provided to VMwayeEMC as described above was $66.4
million, $95.6 million and $139.8 million in the s ended December 31, 2010, 2009 and 2008, respgct

As calculated under VMware’s tax sharing agreemsétit EMC, VMware paid $5.1 million in the year entdBecember 31, 2010 for its
portion of EMC'’s consolidated federal income taxdsder the same tax sharing agreement, EMC paid &fd82.5 million in the year ended
December 31, 2010 for a refund of an overpaymdatae to the consolidated federal and state incaxes for the fiscal year ended
December 31, 2008. In the years ended Decemb&089, and 2008, VMware paid $14.2 million and $64iBion, respectively, for its portio
of EMC's consolidated federal and state incomesdge various periods, as well as the conclusiothef2005 and 2006 federal income tax
audit. In the year ended December 31, 2009, EM@ Yhware $107.6 million for VMware’s stanalone federal taxable loss for the fiscal »
ending December 31, 2008 and for a refund of ampayenent related to VMware’s portion of EMC’s 20f@deral consolidated income taxes.
No payments were made by EMC in 2008. The amobhats\Mware pays to EMC for its portion of fedemnatéme taxes on ENV's
consolidated tax return differ from the amounts Ve would owe on a stand-alone basis and the eiféer is presented as a component of
stockholders’ equity. In 2010 and 2008, the diffex@between the amount of tax calculated on a stloree basis and the amount of tax
calculated per the tax sharing agreement was redasd an increase in stockholders’ equity of $dlbomand $5.2 million, respectively. In
2009, the difference between the amount of taxutated on a stand-alone basis and the amount afalaxlated per the tax sharing agreement
was recorded as a decrease in stockholders’ egud$.0 million.

Interest expense with EMC, net, primarily consgdtgterest expense on the note payable to EM@hdryears ended December 31, 2(
2009 and 2008, $4.1 million, $6.5 million and $1B#lion, respectively, of interest expense waorded related to the note payable to EMC
and included in interest expense with EMC, netpréed on the consolidated statements of income. ®Mis interest income and expenses as
a separate, stand-alone company may be highewer khan the amounts reflected in the consolidéteshcial statements.

In the year ended December 31, 2008, VMware redokith EMC certain acquisition-related intercompdiapilities due to EMC. As a
result, intercompany liabilities due to EMC of $@nillion were recorded as a capital contributioonirEMC in additional paid-in capital
without the issuance of additional equity by VMwareremittance of any cash.

As of December 31, 2010, VMware had $76.5 milliere drom EMC, which was partially offset by $21.0lioh due to EMC. As of
December 31, 2009, VMware had $47.1 million duenflBMC, which was partially offset by $20.7 milligine to EMC. The net amounts due
from EMC as of December 31, 2010 and December @19 2vere $55.5 million and $26.4 million, respeelyy and resulted from the related
party transactions described above. In additiathédb55.5 million due from EMC, as of December 3110, VMware had $144.3 million of
income taxes receivable due from EMC, which isuded in other current assets on
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VMware's consolidated balance sheets. As of Decer@be2009, VMware had $3.0 million of income taxeseivable due from EMC and
$10.5 million of income taxes payable due to EMUJa#dge portion of the income tax receivable istedao 2010 federal income taxes and is
expected to be received from EMC after the 201Galidated federal tax return extension is filedlaBaes due to or from EMC which are
unrelated to tax obligations are generally sefittechsh within 60 days of each quarter-end. Théntjnof the tax payments due to and from
EMC is governed by the tax sharing agreement wiMtCE

Transactions with Other Related Parties

In the fourth quarter of 2009, VMware entered iatdefinitive agreement to invest and participatthénmanagement of VCE, (formerly
“Acadia Enterprises, LLC"). VCE is a joint ventupetween EMC and Cisco focused on accelerating mestbuild-outs of private cloud
infrastructures through end-to-end enablement fice providers and large enterprise customeradttition to Cisco and EMC as the lead
investors, the build-out of VCE's expanded cap#bsgiin 2010 has also been capitalized by investsneom VMware and Intel. VMware and
Intel each have a minority ownership interest i jint venture. VMware’s participation in the joiwenture is accounted for under the equity
method and did not have a material impact on thmg2my's consolidated financial statements as of and#®ears ended December 31, 2
and 2009.

Cisco Systems holds 6.5 million shares of VMwarasSIA common stock representing greater than 5%/fare’s outstanding Class
common stock. VMware has in the past done busimegbexpects to continue to do business, with Gisca regular arm’s-length basis, on the
same or similar terms as would be negotiated witlelated third parties. The transactions with Cisc2010, 2009 and 2008 were not material
to VMware’s consolidated financial statements.

N. Segment Information

VMware operates in one reportable segment. Opgratigments are defined as components of an esgigdvout which separate
financial information is evaluated regularly by tttg@ef operating decision maker in deciding hovaltocate resources and assessing
performance. Since VMware operates in one operatiggnent, all required financial segment informatian be found in the consolidated
financial statements.

Revenues by geographic area were as follows (tallleousands):

For the Year Ended December 31

2010 2009 2008

United State! $1,452,731 $1,039,03: $ 987,60

International 1,404,60! 984,90: 893,42:
Total $2,857,34. $2,023,93 $1,881,02

No country other than the United States had matexi@nues for the years ended December 31, 2@D3, @r 2008.

Two distributors each accounted for more than 18%wenues in 2010, 2009 and 2008, respectively amother distributor accounted
for more than 10% of revenues in 2010, but less 6 of revenues in 2009 and 2008. One channgigraaccounted for more than 10% of
revenues in 2008, but less than 10% of revenu281@ and 2009, respectively.
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Long-lived assets by geographic area, which primarclude property and equipment, net, at Decen®ie2010, 2009 and 2008 were as
follows (table in thousands):

For the Year Ended December 31

2010 2009 2008

United State: $306,18: $297,23: $325,36¢

International 43,36°¢ 42 ,75¢ 44 ,53(
Total $349,54! $339,99( $369,89¢

No country other than the United States accourdedd% or more of these assets at December 31, 2000 or 2008, respectively.
VMware groups its products into portfolios that astegorized into the following classes:

Cloud infrastructure & management produd®oud infrastructure & management products inclteCompany’s infrastructure
virtualization and management products. The Com’ganfrastructure virtualization products includéypervisor for decoupling the entire
software environment from its underlying hardwankeastructure and products that enable the aggoegat multiple servers, storage
infrastructure, and networks into shared poolssburces that can be delivered dynamically, secara reliably to applications as needed.
The Companys virtualization management products help streaariiinprocesses and reduce operating costs by atitmpeaitical workflows ir
the data center, while infrastructure managemesdymts help companies automate business contiptotesses, manage capacity more
efficiently and provide financial cost informatiéor internal chargeback. The cloud infrastructuréualization and management products
include infrastructure features such as VMware \ibtoand VMware Storage vMotion, VMware High Avaiility, VMware Fault Tolerance,
VMware Distributed Resource Scheduler, VMware vN®tDistributed Switch and the VMware vShield faynilf security products, and
management products such as VMware vCenter Safbrare vCenter Orchestrator, VMware vCloud Dire¢ctdMware vCenter Site
Recovery Manager, VMware vCenter Lab Manager, VManaZenter CapacitylQ, VMware vCenter Configuratidanager, VMware vCenter
AppSpeed, VMware vCenter Application Discovery Mgaia VMware Service Manager, VMware Request ManagdrVMware vCenter
Chargeback.

Other ProductsThe other product category includes applicationtsmhs and end-user computing products, includiesktbp
virtualization products. The Company’s applicatsmiutions help organizations build, run and maregerprise applications and include
products such as the VMware vFabric family of pradiand RabbitMQ. The Company’s end-user compuytinducts enable a user-centric
approach to personal computing that ensures secgess to applications and data from a varietyeufogs and locations, while also addres
the needs of corporate IT departments, and indluel@roducts VMware View, VMware ThinApp, VMwarendibra, VMware Workstation and
VMware Fusion.

Revenues by class of products or services werellasvé (table in thousands):

For the Year Ended December 31
2010 2009 2008

Cloud infrastructure & manageme $1,263,23 $ 945,01¢ $1,178,14.

Other product: 138,19: 84,42¢ —
License revenue 1,401,42: 1,029,44. 1,178,14.
Services revenue 1,455,91! 994,49! 702,88!
Total $2,857,34. $2,023,93 $1,881,02
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O. Selected Quarterly Financial Data (unaudited)
Quarterly financial data for 2010 and 2009 weréo#isews (tables in millions, except per share amtsyn

201¢ Q1 201¢ Q2 201( Q3 201( Q4 201(
Revenue! $633.t $673.¢ $714.% $835.7
Net income $ 78.4 $ 74.F $ 84.€ $119.¢
Net income per share, ba: $ 0.1¢ $ 0.1¢ $ 0.21 $ 0.2¢
Net income per share, diluti $ 0.1¢ $ 0.1¢ $ 0.2C $ 0.2¢
200¢ Q1 200¢ Q2 200¢ Q3 200¢ Q4 200¢
Revenue! $470.2 $455.7 $489.¢ $608.2
Net income $ 69.¢ $ 32t $ 38.2 $ 56.4
Net income per share, ba: $ 0.1¢ $ 0.0¢ $ 0.1C $ 0.14
Net income per share, dilut $ 0.1¢ $ 0.0¢ $ 0.0¢ $ 0.14

Approximately $5 million of expenses, which wereasled during the third quarter of 2009, shouldehbgen recorded during the sec
quarter of 2009. As a result, operating expensethéosecond quarter of 2009 were understated pehting expenses for the third quarter of
2009 were overstated by approximately $5 milliohe Table above is shown as previously reporteddaed not reflect these differences. The
Company performed an evaluation and concludedtiiiamount is not material to either period, amat there is no impact to the year ended
December 31, 2009.

P. Subsequent Event
Stock Repurchase

On February 25, 2011, a committee of VMware’s Ba#rBirectors authorized the repurchase of up tadditional $550 million of
VMware’s Class A common stock. Stock repurchaseg lmeamade from time-to-time in open market trarisastor privately negotiated
transactions. The timing of any repurchases and¢heal number of shares repurchased will deperal\ariety of factors, including
VMware's stock price, corporate and regulatory regraents and other market and economic conditions.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURES

None.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedur

We carried out an evaluation required by the Exgeahct, under the supervision and with the paréitgn 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 érnileoperiod covered by this report. Based onéhimuation, our principal executive officer
and principal financial officer concluded that alisclosure controls and procedures were effectiy@dvide reasonable assurance that
information required to be disclosed by us in tigorts that we file or submit under the Exchangei®\cecorded, processed, summarized and
reported within the time periods specified in tlee&ities and Exchange Commission’s rules and f@mnasto provide reasonable assurance
that such information is accumulated and commuadtéd our management, including our principal ekigewfficer and principal financial
officer, as appropriate to allow timely decisiorgarding required disclosures.

Managemen’s Report on Internal Control over Financial Repdrtg

Management is responsible for establishing and taiging adequate internal control over financigla®ing, as defined in Rule 13#(f)
of the Exchange Act. Management has assessedftutivedness of our internal control over finaneigborting as of December 31, 2010 based
on criteria established in Internal Control—IntedgchFramework issued by the Committee of Sponsdirganizations of the Treadway
Commission. As a result of this assessment, managieconcluded that, as of December 31, 2010, derrial control over financial reporting
was effective in providing reasonable assurancard#gg the reliability of financial reporting anldet preparation of financial statements for
external purposes in accordance with generallymedeaccounting principles. The effectiveness ofioternal control over financial reporting
as of December 31, 2010 has been audited by PriegveaiseCoopers, LLP, an independent registerelitpadrounting firm, as stated in their
report which appears in Iltem 8 of this Annual Répor Form 10-K.

Changes in Internal Controls Over Financial Reporg

There were no changes in our internal control divancial reporting during the most recent fiscahger ended December 31, 2010 that
materially affected, or are reasonably likely tatenally affect, our internal control over finantiaporting.

Limitations on Controls

Our disclosure controls and procedures and intexoratirol over financial reporting are designed tovixle reasonable assurance of
achieving their objectives as specified above. Mangent does not expect, however, that our disaosontrols and procedures or our internal
control over financial reporting will prevent ortdet all error and fraud. Any control system, natershow 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 nessents due to error or fraud will not occur ortthldcontrol issues and instances of fraud, if
any, within the Company have been detected.

ITEM9B. OTHER INFORMATION

On February 25, 2011, a committee of VMware’s Ba#rBirectors authorized the repurchase of up tadditional $550 million of
VMware’s Class A common stock. Stock repurchaseg lmeamade from time-to-time in open market trarisastor privately negotiated
transactions. The timing of any repurchases andd¢heal number of shares repurchased will deperalvariety of factors, including
VMware's stock price, corporate and regulatory regraents and other market and economic conditions.
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PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

We will furnish to the Securities and Exchange Cassion a definitive Proxy Statement no later thaf dlays after the close of the fis
year ended December 31, 2010. The information reduy this item is incorporated herein by refeeesticthe Proxy Statement. Also ¢
“Executive Officers of the Registrant” in Part | this Annual Report on Form 10-K.

We have a code of ethics that applies to all ofesaployees, including our executive officers. OusBess Conduct Guidelines (availe
on our website) satisfy the requirements set forftem 406 of Regulation S-K and apply to all ke&lat persons set forth therein. We intend to
disclose on our website at www.vmware.com amendsnentand, if applicable, waivers of, our code thies.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is incorp@e@herein by reference to the section of the coripdfroxy Statement entitled
“Compensation of Executive Officers.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this item is incorp@@herein by reference to the section of the coripdfroxy Statement entitled
“Security Ownership of Certain Beneficial Ownersldanagement.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this item is incorp@etherein by reference to the section of the coipd?roxy Statement entitled “Our
Board of Directors and Nominees” and “Transactiwith Related Persons.”

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item is incorp@@herein by reference to the section of the coripdfroxy Statement entitled
“Ratification of Selection of Independent Auditdrs.
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PART IV

ITEM 15.  EXHIBITS AND FINANCIAL STATEMENT SCHEDULE
(@) Documents filed as a part of this rept

1. Financial statemen

The financial statements listed in the Index to &didated Financial Statements are filed as patttisfreport (refer to Item 8. Financial
Statements and Supplementary Data).

2. Financial statement schedt

Schedule ll—Valuation and Qualifying Accounts

All other schedules have been omitted becausestpgred information is included in the consolidafiedncial statements or the notes
thereto, or is not applicable or required.

3. Index to exhibits

Incorporated by Reference

Form/File
Exhibit Filed
Number Exhibit Description Herewith No. Date
3.1 Amended and Restated Certificate of Incorpora S-1/A-2 7/9/2007
3.2 Amended and Restated Byla S-1/A-2 7/9/2007
4.1 Form of specimen common stock certific S-1/A-4 7127/200°
10.1 Form of Master Transaction Agreement between VMwiare and EMC Corporatio S-1/A-2 7/9/2007
10.2 Form of Administrative Services Agreement betwedmére, Inc. and EMC Corporatic S-1/A-2 7/9/2007
10.3 Form of Tax Sharing Agreement between VMware, &md EMC Corporatiol S-1/A-2 7/9/2007
10.4 Form of Intellectual Property Agreement between Vaulgy Inc. and EMC Corporatic S-1/A-1 6/11/200°
10.5 Form of Employee Benefits Agreement between VMwhre, and EMC Corporatio S-1/A-2 7/9/2007
10.6 Form of Real Estate License Agreement between ViMwlac. and EMC Corporatic S-1/A-2 7/9/2007
10.7+ Letter Agreement between VMware, Inc. and Mark Pasgled March 16, 20C S-1/A-1 6/11/200°
10.8+ Form of Indemnification Agreement for directors amnacutive officer: S-1/A-1 6/11/200°
10.9+ 2007 Equity and Incentive Plan, as amended Decefr)et01C X
10.10 Promissory Note between VMware, Inc. and EMC Caaion dated April 16, 200 S-1 6/11/200°
10.11 Form of Insurance Matters Agreement between VMwaie,and EMC Corporatio S-1/A-2 7/9/2007
10.124  Form of Option Agreement, as amended October 15) X
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Incorporated by Reference

Form/File

Exhibit Filed
Number Exhibit Description Herewith No. Date
10.13+ Form of Restricted Stock Unit Agreement, as amer@eidber 15, 201 X
10.14 2007 Employee Stock Purchase Plan, as amendecestiaded December 10, 2007 and as further

amended February 4, 20 10-K 3/1/2010
10.15+ Letter Agreement between VMware, Inc. and Mark Pastied June 13, 20( 10-K 2/29/200i
10.16 Form of Early Exercise Option Agreeme S-1/A-2  7/27/200°
10.17+ Letter Agreement between VMware, Inc. and Paul Matated September 11, 20 8-K 9/12/200¢
10.18+ Letter Agreement between VMware, Inc. and Mark Pastied November 24, 20t 10-K 2/26/200!
10.19+ Letter Agreement between VMware, Inc. and Tod Nieldated January 5, 20 10-K  2/26/200!
10.20+ Letter Agreement between VMware, Inc. and Richa@ANiff dated March 19, 200 16-Q 5/7/2009
10.21+ Letter Agreement between VMware, Inc. and Dawn Britted September 16, 20 10-K 3/1/2010
211 List of subsidiariet X
23.1 Consent of PricewaterhouseCoopers | X
311 Certification of Principal Executive Officer reqed by Rule 13a-14(a) or Rule 15d-14(a) of the

Securities Exchange Act of 1934, as adopted putdogBection 302 of the Sarbanes-Oxley Act

of 2002. X
31.2 Certification of Principal Financial Officer reqeit by Rule 13-14(a) or Rule 15-14(a) of the

Securities Exchange Act of 1934, as adopted putgag®ection 302 of the Sarbanes-Oxley Act

of 2002. X
32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuant

to Section 906 of the Sarba-Oxley Act of 2002 X
32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuant

to Section 906 of the Sarba-Oxley Act of 2002 X
101.INS XBRL Instance Documer X
101.SCF XBRL Taxonomy Extension Schen X
101.CAL XBRL Taxonomy Extension Calculation Linkba X
101.DEF XBRL Taxonomy Extension Definition Linkba: X
101.LAB XBRL Taxonomy Extension Label Linkba X
101.PRE XBRL Taxonomy Extension Presentation Linkb: X

+ Management contract or compensatory plan or arraege
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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: February 28, 20: By: /s/ PauL A. M ARITZ
Paul A. Maritz
Chief Executive Officer
VMWARE, INC.
Dated: February 28, 20: By: /sl ROBYNNED. Sisco

Robynne D. Sisco
Chief Accounting Officer and Corporate Controller
(Principal Accounting Officer and Duly Authorized Officer)

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed belpthe following persons on behalf
of the registrant and in the capacities and ord#tes indicated.

Date Signature Title
February 28, 201 /s/  PAUL M ARITZ Chief Executive Officer and Directi
Paul Maritz (Principal Executive Officer
February 28, 201 /s/  MARK S. PEEK Chief Financial Officer an
Mark S. Peek Co-President, Business Operations

(Principal Financial Officer)

February 28, 201 /s/ JosepHM. T uccl Chairman
Joseph M. Tucci
February 28, 2011 /sl MicHAEL W. B ROWN Director
Michael W. Brown
February 28, 201 /s JOHNR. EGAN Director
John R. Egan
February 28, 2011 /s/  DaAvID |. G OULDEN Director

David I. Goulden

February 28, 2011 /s RENEEJ. JAMES Director

Renee J. James

February 28, 201 /s/ DEeENNISD. PoweLL Director

Dennis D. Powell

February 28, 2011 /s/  Davib N. STROHM Director
David N. Strohm
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Allowance for Bad Debts

Year ended December 31, 2010 allowance
doubtful account

Year ended December 31, 2009 allowance for
doubtful account

Year ended December 31, 2008 allowance
doubtful account

Tax Valuation Allowance

Year ended December 31, 2010 income ta
valuation allowanc:

Year ended December 31, 2009 income tax
valuation allowanc:

Year ended December 31, 2008 income
valuation allowanc:

VMWARE, INC.
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

(in thousands)

Allowance for Bad

Balance a Debts Charged to
Selling, General,
Beginning and Administrative
Charged to
of Period Expenses Other Accounts
$ 2,52t $ 2,57¢ $ —
1,69( 1,10% —
1,60 254 —
Balance a Tax Valuation
Allowance
Beginning Charged to Income Charged to
Other Accounts
of Period Tax Provision @)
$28,85: $ 20,87¢ $ (13,759
15,39« 10,64« 4,35(
— 15,39¢ —

Bad Debts

Write-
Offs

$ (580
(272)
(167)

Tax
Valuation
Allowance

Credited to
Income Tax

Provision
$ (99)
(1,536)

Balance a

End of
Period

$ 4,51¢
2,52¢

1,69(

Balance
at End of
Period

$35,87:
28,85:

15,39

(1) Forthe year ended December 31, 2010, VMware rebtiheevaluation allowance in connection with statecredits assigned to ott
corporations within the combined reporting groupdware did not credit the income tax provision besmthe credits assigned were
subject to a full valuation allowance. For the yeaded December 31, 2009, VMware increased thetiaiuallowance in connection
with acquired deferred tax assets and non-U.Somertating losses, which resulted in a corresponisiaggase to goodwill related to the

acquisition.
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Exhibit 10.9
Amended and Restated on December 13,

VMWARE, INC.
2007 EQUITY AND INCENTIVE PLAN
1. PURPOSE; TYPES OF AWARDS; CONSTRUCTION.

The purpose of the VMware, Inc. 2007 Equity ancehitive Plan is to attract, motivate and retain eyg@és and independent contractors
of the Company and any Subsidiary and Affiliate and-employee directors of the Company, any Suasidir any Affiliate. The Plan is also
designed to encourage stock ownership by such pgrgeereby aligning their interest with thosehef Company’s shareholders and to permit
the payment of compensation that qualifies as pmdace-based compensation under Section 162(rhpdfode. Pursuant to the provisions
hereof, there may be granted Options (includingéintive stock options” and “non-qualified stockiops”), and Other Stock-Based Awards,
including but not limited to Restricted Stock, Resed Stock Units, Stock Appreciation Rights (palgain shares) and Other Cash-Based
Awards.

The 2007 Equity and Incentive Plan shall becomecéiffe as of the date of the adoption by the Board.

2.DEFINITIONS . For purposes of the Plan, the following termdidiedefined as set forth below:
(a) “Adoption Date” means the date that the Plas adopted by the Board.

(b) “Affiliate” means an affiliate of the Compangs defined in Rule 12b-2 promulgated under Sedtibof the Exchange Act.

(c) “Award” means individually or collectively, aant under the Plan of Options, Restricted Stodstfcted Stock Units or Other
Stock-Based Awards or Other Cash-Based Awards.

(d) “Award Terms” means any written agreement, @t notice or other instrument or document evidtegman Award.
(e) “Board” means the Board of Directors of the Qamy.

(f) “Cause” shall have the meaning set forth in@rantee’s employment or other agreement with the@any, any Subsidiary or
any Affiliate, if any, provided that if the Granteenot a party to any such employment or otheeaigrent or such employment or other
agreement does not contain a definition of Calmn Cause shall have the meaning set forth in thard Terms.

(9) “Code” means the Internal Revenue Code of 1986, as amédratadime to time



(h) “Committee” means the Compensation Committetn@fBoard. Unless other determined by the Boael ommittee shall be
comprised solely of directors who are (a) “non-esypk directors” under Rule 16b-3 of the Exchangg @& “outside directors” under
Section 162(m) of the Code and (c) who otherwisetrttee definition of “independent directors” purstito the applicable requirements of any
national stock exchange upon which the Stock iedisAny director appointed to the Committee wheglnot meet the foregoing requirements
shall recuse himself or herself form all deternimad pertaining to Rule 16b-3 of the Exchange Awt &ection 162(m) of the Code.

(i) “Company” means VMware, Inc., a corporation @amigzed under the laws of the State of Delawarangrsuccessor corporation.
(j) “Covered Employee” shall have the meaning sethfin Section 162(m)(3) of the Code.

(k) “Exchange Act” means the Securities Exchangeohd 934, as amended from time to time, and as oolereafter construed,
interpreted and applied by regulations, rulings easks.

() “Exchange Offer” means the offer by the Compamgxchange awards issued under the Plan for avediror with respect to the
common stock of Parent held by certain employegseofCompany and its Subsidiaries, as set forthare detail in the Offer to Exchange
expected to be filed by the Company and Parent.

(m) “Fair Market Value” shall be the closing safg&ce per share of Stock for the date of grantrenprincipal securities exchange
on which the Stock is traded or, if there is nohssiale on the relevant date, then on the last puevday on which a sale was reported,; if the
Stock is not listed for trading on a national sé@s exchange, the fair market value of Stockldteldetermined in good faith by the Board.
For purposes of the exercise price of Options gdhint the Exchange Offer, Fair Market Value shalamthe initial public offering price of the
Stock as set forth in the Company’s Form S-1 Reatish Statement.

(n) “Grantee” means a person who, as an employ@elependent contractor of or non-employee direwitit respect to the
Company, a Subsidiary or an Affiliate, has beemtgé an Award under the Plan.

(0) “ISO” means any Option designated as and iredrid be and which qualifies as an incentive stgtion within the meaning of
Section 422 of the Code.

(p) “NQSO” means any Option that is designated agrajualified stock option or which does not quadié an 1SO.

(q) “Option” means a right, granted to a GrantedanrSection 6(b)(i), to purchase shares of StockOfstion may be either an ISO
or an NQSO.

(r) “Other Cash-Based Award” means a cash-basedduw@anted to a Grantee under Section 6(b)(iv)dferecluding cash
awarded as a bonus or upon the attainment of Peafice Goals or otherwise as permitted under the Pla
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(s) “Other Stock-Based Award” means an Award gréibbea Grantee pursuant to Section 6(b)(iv) herdaf, may be denominated
or payable in, valued in whole or in part by refere to, or otherwise based on, or related to, Seagh of which may be subject to the
attainment of Performance Goals or a period ofinaetl employment or other terms and conditionseamijited under the Plan.

(t) “Parent” means EMC Corporation, a Massachusettgoration.

(u) “Performance Goals” means performance goalsdas one or more of the following criteria: (iyeiags including operating
income, earnings before or after taxes, earninfirder after interest, depreciation, amortizationextraordinary or special items or book
value per share (which may exclude nonrecurringsde (ii) pre-tax income or after-tax income; (@rnings per common share (basic or
diluted); (iv) operating profit; (v) revenue, rewengrowth or rate of revenue growth; (vi) returnassets (gross or net), return on investment,
return on capital, or return on equity; (vii) rataron sales or revenues; (viii) operating exper(®gsstock price appreciation; (x) cash flow, 1
cash flow, cash flow return on investment (discedrntr otherwise), net cash provided by operationsash flow in excess of cost of capital;
(xi) implementation or completion of critical prajs or processes; (xii) economic value created) pumulative earnings per share growth;
(xiv) operating margin or profit margin; (xv) commstock price or total stockholder return; (xvisttargets, reductions and savings,
productivity and efficiencies; (xvii) strategic buass criteria, consisting of one or more objedtilgased on meeting specified market
penetration, geographic business expansion, custsatisfaction, employee satisfaction, human ressimanagement, supervision of
litigation, information technology, and goals rélgtto acquisitions, divestitures, joint venturesl @imilar transactions, and budget
comparisons; (xviii) personal professional objeesivincluding any of the foregoing performance godile implementation of policies and
plans, the negotiation of transactions, the devekg of long term business goals, formation oftjggntures, research or development
collaborations, and the completion of other corpmteansactions; and (xix) any combination of, @pacified increase in, any of the foregoing.
Where applicable, the Performance Goals may besegpd in terms of attaining a specified level efghrticular criteria or the attainment of a
percentage increase or decrease in the particiferi@, and may be applied to one or more of tbenBany, a Subsidiary or Affiliate, or a
division or strategic business unit of the Compamymay be applied to the performance of the Compalative to a market index, a group of
other companies or a combination thereof, all asrdéned by the Committee. The Performance Goaisin@ude a threshold level of
performance below which no payment will be maden@westing will occur), levels of performance dtieh specified payments will be made
(or specified vesting will occur), and a maximumekof performance above which no additional paytwah be made (or at which full vestit
will occur). Each of the foregoing Performance Galall be determined in accordance with geneaaitepted accounting principles and shall
be subject to certification by the Committee; pd®d that, to the extent an Award is intended tsfyathe performance-based compensation
exception to the limits of Section 162(m) of thedé@nd then to the extent consistent with suchptiae the Committee shall have the
authority to make equitable adjustments to thedPerdnce Goals in recognition of unusual or non-meéeg events affecting the Company or
any Subsidiary or Affiliate or the financial statemts of the Company or any Subsidiary or Affilidtefesponse to changes in applicable laws
or regulations, or to account for items of gairsslor expense determined to be extraordinary osualin nature or infrequent
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in occurrence or related to the disposal of a sefjmiea business or related to a change in acaogiptinciples.
(v) “Plan” means this VMware, Inc. 2007 Equity dndentive Plan, as amended from time to time.

(w) “Restricted Stock” means an Award of shareStofck to a Grantee under Section 6(b)(ii) thatigject to certain restrictions
and to a risk of forfeiture.

(x) “Restricted Stock Unitineans a right granted to a Grantee under SecthXiif(of the Plan to receive shares of Stock sgbjo
certain restrictions and to a risk of forfeiture.

(y) “Rule 16b-3" means Rule 16b-3, as from timéitoe in effect promulgated by the Securities andi&xnge Commission under
Section 16 of the Exchange Act, including any saesoeto such Rule.

(z) “Stock” means shares of Class A common stoakyvplue $0.01 per share, of the Company.

(aa) “Stock Appreciation Right” means an Award thatitles a Grantee upon exercise to the excegedfair Market Value of the
Stock underlying the Award over the base priceldistaed in respect of such Stock.

(bb) “Subsidiary” means any corporation in an uklerochain of corporations beginning with the Compifnat the time of
granting of an Award, each of the corporationsé€othan the last corporation in the unbroken chaims stock possessing 50% or more of the
total combined voting power of all classes of stickne of the other corporations in the chain.

3. ADMINISTRATION

(a) The Plan shall be administered by the Commiteat the discretion of the Board, the Boardhk event the Board is the
administrator of the Plan, references herein taddbmmittee shall be deemed to include the Board.Bdard may from time to time appoint a
member or members of the Committee in substituborr in addition to the member or members theaffite and may fill vacancies on the
Committee however caused. Subject to applicable ttavBoard or the Committee may delegate to acembmittee or individual the ability to
grant Awards to employees who are not subject tergil liability under Section 16(b) of the Exclga@nAct with respect to transactions
involving equity securities of the Company at timeet any such delegated authority is exercised.

(b) The decision of the Committee as to all questiof interpretation and application of the Plaalldbe final, binding and
conclusive on all persons. The Committee shall hageauthority in its discretion, subject to and imconsistent with the express provisions of
the Plan, to administer the Plan and to exercigh@lpower and authority either specifically gexhto it under the Plan or necessary or
advisable in the administration of the Plan, inadgdwithout limitation, the authority to grant Awds, to determine the persons to whom an
time or times at which Awards shall be grantedjetermine the type and number
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of Awards to be granted, the number of shares@fktio which an Award may relate and the termsdit@ns, restrictions and Performance
Goals relating to any Award; to determine Perforoga@oals no later than such time as is requirethsoire that an underlying Award which is
intended to comply with the requirements of Secfi6@(m) of the Code so complies; to determine wdretio what extent, and under what
circumstances an Award may be settled, canceltefiifed, accelerated (including upon a “changeantrol”), exchanged, or surrendered; to
make adjustments in the terms and conditions (@ictyPerformance Goals) applicable to Awards; testme and interpret the Plan and any
Award; to prescribe, amend and rescind rules agdiagions relating to the Plan; to determine thingeand provisions of the Award Terms
(which need not be identical for each Grantee);tandake all other determinations deemed necessagvisable for the administration of the
Plan. The Committee may correct any defect or suapy omission or reconcile any inconsistency ePan or in any Award Terms granted
hereunder in the manner and to the extent it sle@in expedient to carry the Plan into effect aradl 8le the sole and final judge of such
expediency. No Committee member shall be liablefor action or determination made with respeché&RIlan or any Award.

4.ELIGIBILITY

(a) Awards may be granted to officers, employesdgpendent contractors and non-employee directdredCompany or of any of
the Subsidiaries and Affiliateprovided, that (i) ISOs may be granted only to employeesliding officers and directors who are also
employees) of the Company or any of its “relatexpocations” (as defined in the applicable regulagipromulgated under the Code) and
(i) Awards may be granted only to eligible emplegavho are not employed by the Company or a Swrgidisuch employees perform
substantial services for the Company or a Subsidiar

(b) No ISO shall be granted to any employee ofGbenpany or any of its Subsidiaries if such employwes, immediately prior to
the grant of the ISO, stock representing more G of the voting power or more than 10% of thaugadf all classes of stock of the Comp
or Parent or a Subsidiary, unless the purchase fwicthe stock under such ISO shall be at leaB¥d &f its Fair Market Value at the time such
ISO is granted and the I1SO, by its terms, shallmoéxercisable more than five years from the dédegranted. In determining the stock
ownership under this paragraph, the provisionseatiSn 424(d) of the Code shall be controlling.

(c) No Award, except for Restricted Stock, shallgbanted to any employee or independent contradboris subject to
Section 409A of the Code if such person is an eyg@®r independent contractor of an Affiliate tisatot a Subsidiary, unless such Award
conforms to the requirements of Section 409A.

5.STOCK SUBJECT TO THE PLAN .

(a) The maximum number of shares of Stock reseiwmethe grant or settlement of Awards under thenRthe “Share Limit") shall
be 100,000,000 (including the number of shares@iSexpected to be issued under the Exchange)Giifiel shall be subject to adjustment as
provided herein. The aggregate number of shar&oak made subject to

5



Awards granted during any fiscal year to any singtividual shall not exceed 3,000,000. Such sharag, in whole or in part, be authorized
but unissued shares or shares that shall havedveray be reacquired by the Company in the opekenan private transactions or otherwise.
If any shares subject to an Award (other than Awaubstituted or assumed pursuant to Section gfiejri) are forfeited, cancelled, exchanged
or surrendered or if an Award otherwise terminatesxpires without a distribution of shares to @mantee, the shares of stock with respect to
such Award shall, to the extent of any such fouiwi} cancellation, exchange, surrender, terminaticexpiration, again be available for Awa
under the Plan.

(b) The Committee shall have the right to substittassume Awards of acquired entities in conoeatiith mergers,
reorganizations, separations, or other transactmmsich Section 424(a) of the Code applies. Tinalmer of shares of Stock reserved pursuant
to Section 5 shall be increased by the correspgnaimber of Awards assumed and, in the case dbstifution, by the net increase in the
number of shares of Stock subject to Awards bedokafter the substitution.

(c) Except as provided in an Award Term or as otfise provided in the Plan, in the event of any aoatdinary dividend or other
extraordinary distribution (whether in the formaafsh, Stock, or other property), recapitalizatgiock split, reverse split, reorganization,
merger, consolidation, spin-off, recapitalizationmbination, repurchase, or share exchange, or sitndar corporate transaction or event, the
Committee shall make such equitable changes ostd@nts as it deems necessary or appropriate toraalyof (i) the number and kind of
shares of Stock or other property (including cash) may thereafter be issued in connection withals or the total number of Awards
issuable under the Plan, (ii) the number and kinghares of Stock or other property issued or iskuim respect of outstanding Awards, (iii)
exercise price, grant price or purchase priceirglab any Award, (iv) the Performance Goals andtife individual limitations applicable to
Awards; provided that, with respect to ISOs, anjystthent shall be made in accordance with the prong of Section 424(h) of the Code and
any regulations or guidance promulgated thereurathet provided further that no such adjustment staalse any Award hereunder which is or
becomes subject to Section 409A of the Code tdadaibmply with the requirements of such section.

6. SPECIFIC TERMS OF AWARDS .

(a) General. Subject to the terms of the Plan and any appkcAtwvard Terms, (i) the term of each Award shalftaesuch period a
may be determined by the Committee, and (ii) paymenbe made by the Company or a Subsidiary ali## upon the grant, maturation, or
exercise of an Award may be made in such forme@€bmmittee shall determine at the date of gratitereafter, including, without
limitation, cash, Stock or other property, and rbaymade in a single payment or transfer, in insgtits, or, subject to the requirements of
Section 409A of the Code on a deferred basis.

(b) Awards. The Committee is authorized to grant to Grantkedollowing Awards, as deemed by the Committele@onsistent
with the purposes of the Plan. The Committee stettrmine the terms and conditions of such Awardssistent with the terms of the Plan.
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(i) Options. The Committee is authorized to grant Options tarBes on the following terms and conditions:

(A) The Award Terms evidencing the grant of an @ptiinder the Plan shall designate the Option dS@ror an
NQSO.

(B) The exercise price per share of Stock purchHasaider an Option shall be determined by the Cdtemibut in no
event shall the exercise price of an Option peresb&Stock be less than the Fair Market Value sii@re of Stock as of the date of grant of
such Option. The purchase price of Stock as to kvt Option is exercised shall be paid in fullreg ime of exercise; payment may be mau
cash, which may be paid by check, or other instniraeceptable to the Company, or, with the congktite Committee, in shares of Stock,
valued at the Fair Market Value on the date of eéser(including shares of Stock that otherwise wdaé distributed to the Grantee upon
exercise of the Option), or if there were no salesuch date, on the next preceding day on whietettvere sales or (if permitted by the
Committee and subject to such terms and condiggrismay determine) by surrender of outstandingls under the Plan, or the Committee
may permit such payment of exercise price by ahgroethod it deems satisfactory in its discretioraddition, subject to applicable law and
pursuant to procedures approved by the Commitegenpnt of the exercise price may be made pursoambtoker-assisted cashless exercise
procedure. Any amount necessary to satisfy appédaieral, state or local tax withholding requissrts shall be paid promptly upon
notification of the amount due. The Committee magngt the minimum amount of tax withholding to begin shares of Stock previously
owned by the employee, or a portion of the shaf&tark that otherwise would be distributed to saaotployee upon exercise of the Option, or
a combination of cash and shares of such Stock.

(C) Options shall be exercisable over the exenpéged (which shall not exceed ten years from e @f grant), at
such times and upon such conditions as the Coneniteey determine, as reflected in the Award Ternmmyigded that, the Committee shall he
the authority to accelerate the exercisabilitymf autstanding Option at such time and under sirchimstances as it, in its sole discretion,
deems appropriate.

(D) Upon the termination of a Grantee’s employnmrgervice with the Company and its Subsidiarieéffiliates, the
Options granted to such Grantee, to the extentliegtare exercisable at the time of such termonashall remain exercisable for such period
as may be provided in the applicable Award Termsjono event following the expiration of theire The treatment of any Option that is
unexercisable as of the date of such terminatiail bl as set forth in the applicable Award Terms.

(E) Options may be subject to such other conditiasghe Committee may prescribe in its discretioas may be
required by applicable law.

(F) Notwithstanding anything to the contrary hergjrants of Options may be made hereunder whick Haterms
and conditions set forth in the Exchange Offer.



(ii) Restricted Stock

(A) The Committee may grant Awards of Restrictedc&tunder the Plan, subject to such restricticgrsng and
conditions, as the Committee shall determine isale discretion and as shall be evidenced by gpécable Award Terms (provided that any
such Award is subject to the vesting requiremeatedbed herein). The vesting of a Restricted Sfogkrd granted under the Plan may be
conditioned upon the completion of a specified @f employment or service with the Company or 8npsidiary or Affiliate, upon the
attainment of specified Performance Goals, anddonwsuch other criteria as the Committee may deterim its sole discretion.

(B) The Committee shall determine the purchaseepritich, to the extent required by law, shall betess than par
value of the Stock, to be paid by the Grantee &mheshare of Restricted Stock or unrestricted stocitock units subject to the Award. The
Award Terms with respect to such stock award sedlforth the amount (if any) to be paid by ther@a with respect to such Award and w
and under what circumstances such payment is estjtorbe made.

(C) Except as provided in the applicable Award T&rmo shares of Stock underlying a Restricted Staelird may be
assigned, transferred, or otherwise encumberedposed of by the Grantee until such shares ofkStage vested in accordance with the te
of such Award.

(D) If and to the extent that the applicable Awaestms may so provide, a Grantee shall have the tigbote and
receive dividends on Restricted Stock granted utfdePlan. Unless otherwise provided in the applee@ward Terms, any Stock received
dividend on or in connection with a stock splittleé shares of Stock underlying a Restricted Stosk shall be subject to the same
restrictions as the shares of Stock underlying Sestricted Stock Award.

(E) Upon the termination of a Grantee's employrm@rgervice with the Company and its Subsidiariesftiliates, the
Restricted Stock granted to such Grantee shallibgst to the terms and conditions specified inapplicable Award Terms.

(F) Notwithstanding anything to the contrary hergjrants of Restricted Stock may be made hereuwmbieh have the
terms and conditions set forth in the Exchange 1Offe

(iii) Restricted Stock UnitsThe Committee is authorized to grant RestricteatiSUnits to Grantees, subject to the follow
terms and conditions:

(A) At the time of the grant of Restricted Stockitdnthe Committee may impose such restrictionsomditions to the
vesting of such Awards as it, in its discretioneiths appropriate, including, but not limited to, #uhievement of Performance Goals. The
Committee shall have the authority to acceleragestittiement of any outstanding award of RestriStedk Units at such time and under such
circumstances as it, in its sole discretion, deappopriate, subject compliance with the requireimehSection 409A of the Code.
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(B) Unless otherwise provided in the applicable AdvBerms or except as otherwise provided in the,Rlpon the
vesting of a Restricted Stock Unit there shall biveéred to the Grantee, as soon as practicali@fivlg the date on which such Award (or any
portion thereof) vests, that number of shares oflSequal to the number of Restricted Stock Urétsdming so vested.

(C) Subject to compliance with the requirementSeétion 409A of the Code, Restricted Stock Unity pravide the
Grantee with the right to receive dividend equinéigayments with respect to Stock actually or matlty subject to the Award, which
payments may be either made currently or creddexhtaccount for the Grantee, and may be settledsh or Stock, as determined by the
Committee. Any such settlements and any such angdif dividend equivalents may be subject to stmhditions, restrictions and
contingencies as the Committee shall establistydlireg the reinvestment of such credited amounttotk equivalents.

(D) Upon the termination of a Grantee’s employnmngervice with the Company and its Subsidiariesféiliates, the
Restricted Stock Units granted to such Granted bhadubject to the terms and conditions specifietie applicable Award Terms.

(iv) Other Stock-Based or Cash-Based Awards

(A) The Committee is authorized to grant Awards&tantees in the form of Other Stock-Based AwardSthier Cash-
Based Awards, as deemed by the Committee to bésteniswith the purposes of the Plan. The Commitesdl determine the terms and
conditions of such Awards, consistent with the eofithe Plan, at the date of grant or thereaiftehuding the Performance Goals and
performance periods. Stock or other securitiesopgrty delivered pursuant to an Award in the ratfra purchase right granted under
Section 6(iv) shall be purchased for such consterapaid for at such times, by such methods,iarsdich forms, including, without limitatic
Stock, other Awards, notes or other property, as@bmmittee shall determine, subject to any reduiggporate action.

(B) With respect to a Covered Employee, the maxinvaine of the aggregate payment that any Grantgeretzive
with respect to Other Cash-Based Awards pursuathisdSection 6(b)(iii) in respect of any annualfpemance period is $5,000,000 and for
any other performance period in excess of one we&h amount multiplied by a fraction, the numarafownhich is the number of months in
performance period and the denominator of whidlwvéedve. No payment shall be made to a Covered Eyegl@rior to the certification by the
Committee that the Performance Goals have beeinedtalThe Committee may establish such other rybgticable to the Other Stock- or
Cash-Based Awards to the extent not inconsistettit 8&ction 162(m) of the Code.

(C) Payments earned in respect of any Cash-Basedd\way be decreased or, with respect to any Gravie is not
a Covered Employee, increased in the sole discretioche Committee based on such factors as it degrpropriate.



7. GENERAL PROVISIONS .

(a) Nontransferability, Deferrals and Settlementdnless otherwise determined by the Committeeraviged in an Award Term or
set forth below, but in accordance with the Codg amy applicable laws, Awards shall not be traradfler by a Grantee except by will or the
laws of descent and distribution and shall be ésabde during the lifetime of a Grantee only byts@rantee or his guardian or legal
representative. Any Award shall be null and void anthout effect upon any attempted assignmentaorster, except as herein provided,
including without limitation any purported assigmmenhether voluntary or by operation of law, pleggypothecation or other disposition,
attachment, divorce, trustee process or similacgss, whether legal or equitable, upon such AwEind. Committee may permit Grantees to
elect to defer the issuance of shares of Stockesettlement of Awards in cash under such ruldspapcedures as established under the P
the extent that such deferral complies with Secfio®A of the Code and any regulations or guidamoenplgated thereunder. Notwithstanding
the foregoing but subject to applicable law, thenGuttee in its sole discretion may grant transfexr@QSOs that, upon becoming fully vested
and exercisable, may be transferred to a thirdygartsuant to an auction process approved or ésttall up by the Company.

(b) Leave of Absence; Reduction in Service LeVele Committee may determine, in its discretiQmtiether, and the extent to
which, an Award shall vest during a leave of abee(ig whether, and the extent to which, a redwrcin service level (for example, from full-
time to partime employment), shall cause a reduction, or athange, in an Award, and (iii) whether a leavalzdence or reduction in serv
shall be deemed a termination of employment oriserfor the purpose of the Plan and the Award Tefthe Committee shall also determine
all other matters relating to whether the employnmerservice of a recipient of an Award is continador purposes of the Plan and the Award
Terms.

(c) No Right to Continued Employment, etdothing in the Plan or in any Award granted oy &ward Terms, promissory note or
other agreement entered into pursuant hereto ehrafiér upon any Grantee the right to continue éemploy or service of the Company, any
Subsidiary or any Affiliate or to be entitled toyaremuneration or benefits not set forth in thenRiathe applicable Award Terms or to interi
with or limit in any way the right of the Companyany such Subsidiary or Affiliate to terminate Bu&rantee’s employment or service.

(d) Cancellation and Rescission of Awardehe following provisions of this Section 7(d) 8fapply to Awards granted to
(i) Grantees who are classified by the Company Sulssidiary as an executive officer, senior officgrofficer (collectively, “Officers”) of the
Company or a Subsidiary, (ii) Grantees who are employee directors of the Company, and (iii) certsther Grantees designated by the
Committee or the Board to be subject to the terfitkis Section 7(d) (such designated Grantees begetith Officers and non-employee
directors are referred to collectively as “Seniosa@ees”). The Committee or the Board, in its slideretion, may cancel, rescind, forfeit,
suspend or otherwise limit or restrict any unexghitevard at any time if the Senior Grantee engagéPetrimental Activity” (as defined
below). Furthermore, in the event a Senior Graategages in Detrimental Activity at any time priorar during the six months after any
exercise of an Award, lapse of a restriction uradeAward or
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delivery of Common Stock pursuant to an Award, sexrcise, lapse or delivery may be rescinded thilater of (i) two years after such
exercise, lapse or delivery or (ii) two years affech Detrimental Activity. Upon such rescissidre Company at its sole option may require
Senior Grantee to (i) deliver and transfer to tloen@any the shares of Stock received by the Senmiant&e upon such exercise, lapse or
delivery, (ii) pay to the Company an amount eqoalrty realized gain received by the Senior Grafrtes such exercise, lapse or delivery,
(iii) pay to the Company an amount equal to thekeiaprice (as of the exercise, lapse or delivetg)daf the Stock acquired upon such
exercise, lapse or delivery minus the respectiieepaid upon exercise, lapse or delivery, if agghlle or (iv) pay the Company an amount
equal to any cash awarded with respect to an Awldrd.Company shall be entitled to set-off any sartlount owed to the Company against
any amount owed to the Senior Grantee by the Coynpanther, if the Company commences an actionmagauch Senior Grantee (by way of
claim or counterclaim and including declaratoryirds), in which it is preliminarily or finally deterined that such Senior Grantee engaged in
Detrimental Activity or otherwise violated this Sien 7(d), the Senior Grantee shall reimburse theg@any for all costs and fees incurred in
such action, including but not limited to, the Camp’s reasonable attorneys’ fees. As used in thedi@ 7(d), “Detrimental Activity” shall
include: (i) the failure to comply with the termftbe Plan or Award Terms; (ii) the failure to comprith any term set forth in the Company’s
Key Employee Agreement (irrespective of whetherSkaior Grantee is a party to the Key Employee Agrent); (iii) any activity that results
in termination of the Senior Grantee’s employmentGause; (iv) a violation of any rule, policy, pealure or guideline of the Company; or
(v) the Senior Grantee being convicted of, or engea guilty plea with respect to a crime whethenat connected with the Company.

(e) Taxes. The Company or any Subsidiary or Affiliate isfawrized to withhold from any Award granted, any payt relating to
an Award under the Plan, including from a distribntof Stock, or any other payment to a Granteguarts of withholding and other taxes due
in connection with any transaction involving an Adiaand to take such other action as the Commitie deem advisable to enable the
Company and Grantees to satisfy obligations foptnegnent of withholding taxes and other tax oblmys relating to any Award. This
authority shall include authority to withhold orcesve Stock or other property and to make cash paysnn respect thereof in satisfaction of a
Grantee’s tax obligations; provided, however, thatamount of tax withholding to be satisfied byhkiblding Stock shall be limited to the
minimum amount of taxes, including employment taxequired to be withheld under applicable fedestte and local law.

(f) Stockholder Approval; Amendment and Terminati®he Plan shall take effect on the Adoption Datdyject to the requisite
approval of a majority of the stockholders of thengpany, which approval must occur within twelve)(fronths of the date that the Plan is
adopted by the Board. If such approval has not lob¢gined within the twelve (12) month period,Aalvards previously granted, exercised or
purchased under the Plan shall be rescinded, @haed become null and void. The Board may amdtett,& discontinue the Plan and
outstanding Awards thereunder, but no amendmeetasion, or discontinuation shall be made that lv@dmpair the rights of a Grantee under
any Award theretofore granted without such Grasteensent, or that without the approval of theldtotders (as described below) would,
except in the case of an adjustment as provid&skation 5, increase the total number of sharesawkSeserved for the purpose of the Plan. In
addition, stockholder approval shall be required
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with respect to any amendment with respect to whidreholder approval is required under the Cdderules of any stock exchange on which
Stock is then listed or any other applicable lawldds earlier terminated by the Board pursuartiégtovisions of the Plan, the Plan shall
terminate on the tenth anniversary of (i) its AdoptDate or (ii) the date the Plan is approved yagority of the stockholders of the Compa
whichever is earlier. No Awards shall be grantedarrthe Plan after such termination date.

(9) No Rights to Awards; No Stockholder Righi4o Grantee shall have any claim to be grantedfamgrd under the Plan, and th
is no obligation for uniformity of treatment of Grti@es. No Grantee shall have any right to paymesetlement under any Award unless and
until the Committee or its designee shall have meiteed that payment or settlement is to be madeepixas provided specifically herein, a
Grantee or a transferee of an Award shall havegits as a stockholder with respect to any shareered by the Award until the date of the
issuance of such shares.

(h) Unfunded Status of Award3 he Plan is intended to constitute an “unfundeldh for incentive and deferred compensation. '
respect to any payments not yet made to a Grantsegnt to an Award, nothing contained in the Blaany Award shall give any such
Grantee any rights that are greater than thosegeharal creditor of the Company.

() No Fractional SharesNo fractional shares of Stock shall be issuedativered pursuant to the Plan or any Award. The
Committee shall determine whether cash, other Agjasdother property shall be issued or paid in t6€such fractional shares or whether <
fractional shares or any rights thereto shall éefted or otherwise eliminated.

() Regulations and Other Approvals

(i) The obligation of the Company to sell or deti&tock with respect to any Award granted underRttaa shall be subject
all applicable laws, rules and regulations, inahgdall applicable federal and state securities Jamd the obtaining of all such approvals by
governmental agencies as may be deemed necessgpropriate by the Committee.

(i) Each Award is subject to the requirement tlifef any time the Committee determines, in itsabte discretion, that the
listing, registration or qualification of Stock issble pursuant to the Plan is required by any g&siexchange or under any state or federal
or the consent or approval of any governmentalleggry body is necessary or desirable as a comd@fpor in connection with, the grant of an
Award or the issuance of Stock, no such Award dtmljranted or payment made or Stock issued, idendrdn part, unless listing, registrati
qualification, consent or approval has been efteoreobtained free of any conditions not acceptébiae Committee.

(iii) In the event that the disposition of Stoclgated pursuant to the Plan is not covered by a therent registration
statement under the Securities Act of 1933, as dat(the “Securities Act”), and is not otherwise®pt from such registration, such Stock
shall be restricted against transfer to the extesiired by the Securities Act or regulations thader, and the Committee may require a
Grantee receiving Stock pursuant to the Plan,@mélition precedent to receipt of such Stock, pyesent to the Company in writing that the
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Stock acquired by such Grantee is acquired forgtment only and not with a view to distribution.

(k) Section 409A This Plan is intended to comply and shall be aistéred in a manner that is intended to complj wit
Section 409A of the Code and shall be construedraedpreted in accordance with such intent. Toetkient that an Award, issuance and/or
payment is subject to Section 409A of the Codshall be awarded and/or issued or paid in a mathaémill comply with Section 409A of the
Code, including proposed, temporary or final rejates or any other guidance issued by the Secreffatye Treasury and the Internal Revenue
Service with respect thereto. Any provision of thlan that would cause an Award, issuance andfoneat to fail to satisfy Section 409A of
the Code shall have no force and effect until aredrtd comply with Code Section 409A (which amendimmeay be retroactive to the extent
permitted by applicable law).

() Governing Law The Plan and all determinations made and actalten pursuant hereto shall be governed by the ¢dwse
State of Delaware without giving effect to the dmtfof laws principles thereof. Notwithstandingydiming to the contrary herein, the
Committee, in order to conform with provisions ot&l laws and regulations in foreign countries hick the Company or its Subsidiaries
operate, shall have sole discretion to (i) modily terms and conditions of Awards made to Grareegsdoyed outside the United States,
(i) establish sub-plans with modified exerciseqadures and such other modifications as may besaapeor advisable under the
circumstances presented by local laws and regalgtiand (iii) take any action which it deems adble to obtain, comply with or otherwise
reflect any necessary governmental regulatory phaees, exemptions or approvals with respect td’lha or any sub-plan established
hereunder.

(m) Merger or Consolidation Subject to any required action by the stockhadiéthe Company shall be the surviving corporatio
in any merger or consolidation (other than a meageronsolidation in which the Company survivesibuwvhich a majority of its outstanding
shares are converted into securities of anothgrocation or are exchanged for other consideratamy,Award granted hereunder shall pertain
and apply to the securities which a holder of thmber of shares of stock of the Company then stubjetbe Award is entitled to receive, but a
dissolution or liquidation of the Company or a megrgr consolidation in which the Company is notsheviving corporation or in which a
majority of its outstanding shares are so convestegkchanged shall cause every Award hereundernanate; provided that if any such
dissolution, liquidation, merger or consolidatisrcontemplated, the Company shall either (a) agdmgany corporation succeeding to the
business and assets of the Company to issue fstttieipants replacement Awards (which, in the addacentive Stock Options, satisfy, in
the determination of the Committee, the requirementSection 424 of the Code) on such corporatistosk which will to the extent possible
preserve the value of the outstanding Awards oslila)l make the outstanding Awards fully exercisat cause all of the applicable
restrictions to which outstanding Stock Awards subject to lapse, in each case, on a basis thes ¢ holder of the Award a reasonable
opportunity, as determined by the Committee, follapthe exercise of the Award or the issuance afeshof Common Stock, as the case may
be, to participate as a stockholder in any sucsotlision, liquidation, merger or consolidation ahd Award will terminate upon consummat
of any such transaction. The existence of the Btafl not prevent any such change or other traissaahd no Participant hereunder shall
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have any right except as herein expressly set.fditbwithstanding the foregoing provisions of tBisction 7(m), Awards subject to and
intended to satisfy the requirements of SectionAd@Bthe Code shall be construed and administeoedistent with such intent.
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Exhibit 10.12

OPTION AGREEMENT
(UNITED STATES)

THIS OPTION AGREEMENT (this “Agreement”) dated &[60 COME] (“Grant Date”), is between VMware, Inc., a Delaware

corporation (the “Company”), af@O COME] (the “Participant”), relating to options granteddenthe VMware, Inc. 2007 Equity and
Incentive Plan (the “Plan”). Capitalized terms usethis Agreement without definition shall have timeaning ascribed to such terms in the

1. Grant of Equity Option, Equity Option Price and Term .

(@) The Company grants to the Participant an ogtioa “Option”) to purchasfrO COME] shares of Stock, at a price of BO
COME] per share, subject to the provisions of the Plahtha terms and conditions herein. The Option tsamancentive stock
option within the meaning of Section 422 of the €«

(b) The term of this Option shall be a maximum peribdin (6) years from the Grant Date (*Option Perio”). The Vestinc
Commencement Date shall be , 201__. During the Option Period, the Option shall bereisable as of the date set forth
below according to the percentage set forth oppasith date, subject to the Participambntinued employment with the Compe
a Subsidiary, the Parent or an Affiliate in whibtle Company and/or Parent hold, directly or indlyeett least 80% of the equity or
voting interest through each vesting di

Date Cumulative Percentage Exercisable
18 months following the Vestinc

9 ¢ 37.5%
Commencement Date

Monthly, commencing 19 months
following the Vesting Commencement
Date, until fully vested

2.0833 (rounded down to the
nearest whole share)%

(c) Notwithstanding the foregoing, unless otherwisedained by the Committee in its sole discretiorthi event the Participa
incurs a termination of employment for any reasdratsoever such that the Participant is no longgi@yed by any of the
Company, the Subsidiaries, the Parent or an Afiilia which the Company and/or Parent hold, diyeatlindirectly, at least 80%
the equity or voting interest, then the Optionthte extent not otherwise exercisable shall terrsiaaid to the extent exercisable at
the time of such termination, may be exercisedterlesser of ninety (90) days from the date ohdaecmination of employment or
the remainder of the Option Period, unless suchitetion is (i) for Cause, in which case the Optigh terminate immediately or
(i) due to the Participant’s death or disabiligs (defined under the applicable long-term disghjlian of the Company, Subsidiary,
Parent or Affiliate or, if there is no such plas,determined by the Committee), in which case th&o@ shall become 100%
exercisable and may be exercised for three (3)yfeam the date of such termination of employmarif earlier, the remainder of
the Option



Period. If the exercise of the Option within thekgable time period set forth in this Section liEcprevented by the provisions of
Section 7(j) of the Plan, the Option shall remaiareisable until one (1) month after the date thdi€ipant is notified by the
Company that the Option is exercisable, but in@gnt no later than the Option Period. The occeeei any of the following, as
reasonably determined by the Company in good falthll constitute “Causepgrovided that the Participant has been given ndiy
the Company of the existence of Cause and, if tience of Cause is curable, a reasonable opptyrtoncure the existence of
such Cause

() willful neglect, failure or refusal by the Partieipt to perform his or her employment duties (exceptlting from the
Participan’s incapacity due to illness) as reasonably direbyedis or her employe

(i) willful misconduct by the Participant in the penfwaince of his or her employment duti
(i)  the Participar's indictment for a felony (other than traffic reldtoffense) or a misdemeanor involving moral tuighé; or

(iv) the Participant’'s commission of an act invalyipersonal dishonesty that results in financegutational, or other harm to
the Company and its affiliates and subsidiariedpiting, but not limited to, an act constitutingsagppropriation or
embezzlement of propert

(d) Unless otherwise determined by the Committee, tho® granted hereunder is not transferable byPdwticipant except by will ¢
the laws of descent and distributic

(e) The Company shall not be required to issue anyifnaal shares of Stock pursuant to this Opt

2. Exercise.

(@) Unless otherwise determined by the Committee, thio® shall be exercisable during the Partici’s lifetime only by the
Participant (or his or her legal representativayl after the Participant’s death only by the Paint’s legal representative. The
Option may only be exercised by the delivery to@unpany of a properly completed written noticefomnm specified by the
Committee or its designee, which notice shall dgebie number of shares of Stock to be purchasddt@aggregate exercise price
for such shares, together with payment in fullaftsaggregate exercise price. Payment shall be matle manner permitted in
Section 6(b)(i)(B) of the Plan or as authorizedhy Committee pursuant to such section. The Optian not be exercised unless
the Participant agrees to be bound by such docunasnthe Committee may reasonably require, inctydirthe Option is exercised
prior to an IPO (as defined below), a stockholdagseement. The Committee may deny any exerciseijped hereunder if the
Committee determines, in its discretion, t



such exercise could result in a violation of fetlerastate securities law

(b) Upon the expiration of the Option Period, if theti@p has not yet been exercised and if the Failkitavalue of a share of Stock
the expiration date of the Option Period is greitan the exercise price per share of the Optlmm the Company shall effectuate
an exercise of the Option whereby the Option isuismeously exercised and shares of Stock theredpyileed are sold, pursuant to
a brokerage or similar arrangement, to use sontieegbroceeds from such sale as payment of theiegeutice and applicable
withholding taxes. Remaining shares of Stock upahsxercise shall then be issued to the Partitiarnis or her legal
representative’

3. Payment of Withholding Taxes If the Company or any other Subsidiary is obligated/ithhold an amount on account of any tax impose
as a result of the exercise of the Option, thei€paint shall be required to pay such amount toaQbmpany prior to delivery of shares of Stc

4. Plan. The Option is granted pursuant to the Plan, andipt@on and this Agreement are in all respects gwe by the Plan (the terms of
which are incorporated herein by reference) angestibo all of the terms and provisions thereof;ept as otherwise set forth herein. The
Participant shall be entitled to receive finanstatements of the Company if and to the extentiredun order to comply with applicable law.

5. Employment Rights. No provision of this Agreement or of the Optionmped hereunder shall give the Participant any tigltontinue in

the employ of the Company, a Subsidiary or the itapeeate any inference as to the length of enmptmt of the Participant, affect the right of
an employer to terminate the employment of thei&pant, with or without Cause, or give the Papamt any right to participate in any
employee welfare or benefit plan or other prograthdr than the Plan).

6. Governing Law. This Agreement and the Option granted hereunddr sbgoverned by, and construed and enforcedéora@ance with,
the laws of the State of Delaware (other thareieslrespecting choice of law).

7. Waiver; Cumulative Rights. The failure or delay of either party to requirefpemance by the other party of any provision hesdudll not
affect its right to require performance of suchyismn unless and until such performance has beswed in writing. Each and every right
hereunder is cumulative and may be exercised ingpan whole from time to time.

8. Natices. Any notice which either party hereto may be reqiiive permitted to give the other shall be in wgtend may be delivered
personally or by mail, postage prepaid, addressélaget Company, at the addressed provided belowthenBarticipant at his address as shown
on the Company'’s payroll records, or to such o#iteiress as the Participant, by notice to the Compaay designate in writing from time to
time.

To the Company) VMware, Inc.
3401 Hillview Avenue



Palo Alto, CA 9430«
Attention: Stock Administratc

9. Complete Agreement This Agreement, those documents expressly refeorédrein, and the Plan embody the complete agneteamel
understanding among the parties and supersederaachpt any prior understandings, agreements oeseptations by or among the parties,
written or oral, which may have related to the submatter hereof in any way.
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Unless the Participant notifies the Company witieim (10) days following receipt of this Agreemedmdtthe or she declines this Award,
the Participant will be deemed to have acceptedsgneled to the terms and conditions of this Agredrard the Plan. The Participant

acknowledges receipt of a copy of the Plan andesgmts that he or she is familiar with the ternts @novisions thereof, which are incorpora
herein by reference.

IN WITNESS WHEREOF , the Company has caused this Agreement to beethelguted by an officer thereunto duly authorizex], #e
Participant has hereunto set his hand, all aseofifty and year first above written.

On Behalf of the Company: Participant:




Exhibit 10.13
VMWARE, INC.

2007 EQUITY AND INCENTIVE PLAN

RESTRICTED STOCK UNIT AGREEMENT
I. NOTICE OF GRANT

Unless otherwise defined herein, the terms defingde VMware, Inc. 2007 Equity and Incentive P{tre “Plan”) will have the
same defined meanings in this notice of grant (idéodf Grant”) and Restricted Stock Unit agreen{efgreement”).

Name: (“Participant™)

Address:

The Participant has been granted an Award of RéstriStock Units (“RSUs”). Each RSU representgitjlet to receive one share
of Stock, subject to the terms and conditions f Motice of Grant, the Plan and this Agreemenfplsws:

Grant Number

Date of Grant

Vesting Commencement Da

Number of RSUs

Vesting Schedule

[VESTING SCHEDULE TO BE REVISED FOR EACH EMPLOYER7.5% of the total Number of RSUs shall vest aneighteen
month anniversary of the Vesting Commencement Batke12.5% vests on each subsequent six month asaiy§ subject to the Participant’s
continuing employment with the Company, any Sulasidithe Parent or an Affiliate in which the Comypamd/or Parent hold, directly or
indirectly, at least 80% of the equity or votingerest through each vesting d¢




Form of TimeVested RSU Agreeme
for US Employee

. AGREEMENT

1. Grant of the RSUsThe Company has granted the Participant the nuofliRSUs set forth in the Notice of Grant. However
unless and until the RSUs will have vested, théi¢hant will have no right to the payment or rgueif any Stock subject thereto. Prior to
actual payment or receipt of any Stock, the RSUlsrepresent an unsecured obligation of the Comppayable (if at all) only from the
general assets of the Company.

2. Vesting of RSUs Subject to Section 4, the Participant will vesthie RSUs in accordance with the vesting schesitléorth in
the Notice of Grant; provided, that, in the evém Participant incurs a termination of employmentany reason other than due to the
Participant’s death or “disability” (as defined @ndhe applicable long-term disability plan of bempany, Subsidiary, Parent or Affiliate, or,
if there is no such plan, as determined by the @oathe Committee (each, the “Administrator”))¢ckuhat the Participant is no longer
employed by the Company, any Subsidiary, the Pamean Affiliate in which the Company and/or Parkald, directly or indirectly, at least
80% of the equity or voting interest, the Participaright to vest in the RSUs and to receive tteirelated thereto will terminate effective as
of the date that Participant ceases to be so ereglagd thereafter, the Participant will have nehferr rights to such unvested RSUs or the
related Stock. In such case, any unvested RSUdblyatte Participant immediately following such témation of employment shall be deemed
reconveyed to the Company and the Company sha#dfter be the legal and beneficial owner of theested RSUs and shall have all the
rights and interest in or related thereto withautter action by the Participant. In the event thatParticipant’s employment is terminated by
reason of death or disability, then any unvestatigroof the RSUs shall automatically acceleraté tre Participant shall become fully vested
in the RSUs upon termination of employment by reasfodeath or disability. In all cases, the datéeofination of employment shall be
determined in the sole discretion of the Adminisira

3. Issuance of StockNo Stock shall be issued to the Participant godhe date on which the RSUs vest. After any R@&és and
subject to the terms of this Agreement, includirithaut limitation Section 6 hereof, the Companylsbause to be issued (either in book-entry
form or otherwise) to the Participant or the Pgstiat’'s beneficiaries, as the case may be, thatweumf shares of Stock corresponding to the
number of such vested RSUs as soon as adminiglisapivacticable following vesting, but in no evehtll the issuance of such shares be made
subsequent to March 15th of the year followingytlar in which the shares vested. No fractionaleshaf Stock shall be issued under this
Agreement. Notwithstanding any provision in therPiathe contrary, the RSUs shall be settled amishiares of Stock.

4. Administrator Discretion The Administrator, in its discretion, may accaterthe vesting of the balance, or some lesseiopart
the balance, of the RSUs at any time, subjectdddhms of the Plan. If so accelerated, such RSlbavconsidered as having vested as of the
date specified by the Administrator.

5. Death of ParticipantAny distribution or delivery to be made to thetRRégpant under this Agreement will, if the Parfiant is the
deceased, be made to the administrator or exeofitbe Participant’s estate. Any such administratoexecutor must furnish the Company
with (a) written notice of his or her status assferee, and (b) evidence satisfactory
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to the Company to establish the validity of thextfar and compliance with any laws or regulatioaggining to said transfer.

6. Taxes

(a) Generally The Participant is ultimately liable and respbtesior all taxes owed in connection with the R®&gardless
of any action the Company or any of its Subsidg@takes with respect to any tax withholding obiigraé that arise in connection with the RSU.
Neither the Company, the Parent nor any of Sulréidianakes any representation or undertaking régatte treatment of any tax withholdi
in connection with the grant or vesting of the R&Uhe subsequent sale of Stock issuable pursadhetRSU. The Company, the Parent and
the Subsidiaries do not commit and are under nigatibn to structure the RSU to reduce or elimirthieParticipant’s tax liability.

(b) Payment of Withholding TaxedNotwithstanding any contrary provision of thisr@gment, no Stock will be issued to
Participant, unless and until satisfactory arrangrets (as determined by the Administrator) will heeen made by the Participant with respect
to the payment of any taxes which the Company detexrs must be withheld with respect to the RSUg Aliministrator, in its sole discretion
and pursuant to such procedures as it may speoifiy fime to time, may satisfy such tax withholdotgligations, in whole or in part, by
withholding otherwise deliverable Stock having ggregate Fair Market Value sufficient to (but neteeding) the minimum amount required
to be withheld and/or by the sale of shares ofiSto@enerate sufficient cash proceeds to satisfysach tax withholding obligation. The
Participant hereby authorizes the Administrataiatee any steps as may be necessary to effect ahysale and agrees to pay any costs
associated therewith, including without limitatiany applicable broker’s fees. In addition, andi® maximum extent permitted by law, the
Company may exercise the right to retain, withattae, from salary or other amounts payable toRthdicipant, cash having a value sufficient
to satisfy any tax withholding obligations that nahbe satisfied by the withholding and/or saletbierwise deliverable shares of Stock.

7. Changes in Stockin the event that any extraordinary dividend threo extraordinary distribution (whether in thenfoof cash,
Stock, other securities, or other property), retsdigation, stock split, reverse stock split, reamization, merger, consolidation, spin-off,
combination, repurchase, or exchange of Stocklmratecurities of the Company, or other similapooate transaction or event affecting the
Stock occurs such that an adjustment or changetérdined by the Administrator (in its sole distme} to be necessary or appropriate, the
Administrator shall proportionately adjust this Anddan accordance with the terms of the Plan, iniclgcddjustments in the number and kind of
shares of Stock or other property the Participanild have received upon vesting of the RSUs; pexjtchowever, that the number of share
Stock into which the RSUs may be converted shalags be a whole number.

8. Rights as StockholdeNeither the Participant nor any person claimindar or through the Participant will have any & tights
or privileges of a stockholder of the Company ispect of any Stock deliverable hereunder unlessuatibicertificates representing such Stock
(which may be in book entry form) will have beesuesd and recorded on the records of the Compaity tvansfer agents or registrars, and
delivered to the Participant (including
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through electronic delivery to a brokerage accoukfter such issuance, recordation and deliverg,Rhrticipant will have all the rights of a
stockholder of the Company with respect to votingnsStock and receipt of dividends and distribugion such Stock.

9. No Effect on EmploymentThe transactions contemplated hereunder andetténg schedule set forth in the Notice of Grant do
not: (i) constitute an express or implied promiteantinued employment for any period of time, {iijerfere with right of the Company, the
Parent or any Subsidiary right to terminate thdi€ipant's employment at any time in accordancénaipplicable law, or (iii) entitle the
Participant to pay additional rights under the Rlannder any other welfare or benefit plan of @@npany, the Parent or any Subsidiary.

10. Black Out PeriodsThe Participant acknowledges that, to the extemtzesting of any RSUs occurs during a “blackqeriod
wherein certain employees, including the Participare precluded from selling Stock, the Adminiiraetains the right, in its sole discretion,
to defer the delivery of the Stock pursuant toR&J; provided, however, that the Administrator Ehat exercise its right to defer the
Participant’s receipt of such Stock if such shafeStock are specifically covered by a Rule 10k®atling plan of the Participant which causes
such shares to be exempt from any applicable blagb@riod then in effect. In the event the receidny shares of Stock is deferred hereunder
due to the existence of a regularly scheduled lolaicgeriod, such shares shall be issued to thécartt on the first day following the
termination of such regularly scheduled blackoutqae provided, however, that in no event shalligsaance of such shares be deferred
subsequent to March 15th of the year followingytear in which the shares otherwise would have lgsered. In the event the receipt of any
shares of Stock is deferred hereunder due to tiséeexe of a special blackout period, such shdral Ise issued to the Participant on the first
day following the termination of such special blackperiod as determined by the Company’s Genesah€el or his or her delegatee;
provided, however, that in no event shall the iasgaof such shares be deferred subsequent to Mathtof the year following the year in
which such shares otherwise would have been isdimtdithstanding the foregoing, any deferred shaffeStock shall be issued promptly to
the Participant prior to the termination of thedieut period in the event the Participant ceasdéetsubject to the blackout period. The
Participant hereby represents that he or she atiepeffect of any such deferral under relevaaifel, state and local tax laws or otherwise.

11. Award is Not TransferableExcept to the limited extent provided in Sectibabove, this Award of RSUs and the rights and
privileges conferred hereby will not be transferrassigned, pledged or hypothecated in any waphéyarticipant (whether by operation of
or otherwise) and will not be subject to sale uraercution, attachment or similar process, unélRarticipant has been issued the Stock. Upor
any attempt by the Participant to transfer, asgigdge, hypothecate or otherwise dispose of tinarél, or any right or privilege conferred
hereby, or upon any attempted sale under any erecattachment or similar process, this Award #radrights and privileges conferred her
immediately will become null and void. The termghus Agreement shall be binding upon the Partitijseexecutors, administrators, heirs,
successors and any permitted transferees.
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12. Entire AgreementThis Agreement, subject to the terms and conaiitiof the Plan and the Notice of Grant, represthet®ntire
agreement between the parties with respect to 8idsk

13. Binding AgreementSubject to the limitation on the transferabilitiythis Award contained herein, this Agreement \wél
binding upon and inure to the benefit of the hdegatees, legal representatives, successors aighe®f the parties hereto.

14. Additional Conditions to Issuance of Certifesifor Stock The Company shall not be required to issue artjficate or
certificates for Stock hereunder prior to fulfillmeof all the following conditions: (a) the admissiof such Stock to listing on all stock
exchanges on which such class of stock is thegdligb) the completion of any registration or othealification of such Stock under any state,
federal or foreign law or under the rulings or fagions of the Securities and Exchange Commissiaang other governmental regulatory
body, which the Administrator shall, in its abseldiiscretion, deem necessary or advisable; (o)ltkeining of any approval or other clearance
from any state, federal or foreign governmentahagewhich the Administrator shall, in its absoldiscretion, determine to be necessary or
advisable; and (d) the lapse of such reasonabiledef time following the date of vesting of the BSas the Administrator may establish from
time to time for reasons of administrative convan&

15. Plan GovernsThis Agreement is subject to all terms and priowis of the Plan. In the event of a conflict betweae or more
provisions of this Agreement and one or more piowis of the Plan, the provisions of the Plan will/grn.

16. Administrator Authority The Administrator will have the power to interptiege Plan and this Agreement and to adopt suas
for the administration, interpretation and appliwatof the Plan as are consistent therewith andtéwpret or revoke any such rules. All actions
taken and all interpretations and determinationderizy the Administrator in good faith will be finmhd binding upon the Participant, the
Company and all other interested persons. No meuofttee Administrator will be personally liable fany action, determination or
interpretation made in good faith with respectte Plan or this Agreement.

17. Captions Captions provided herein are for convenience anly are not to serve as a basis for interpretati@onstruction of
this Agreement.

18. Definitions. In the event that the term “Cause” is not defimedn employment agreement entered into by thedjsmt, the
occurrence of any of the following, as reasonaleliednined by the Company or the Administrator indjéaith, shall constitute “Cause,”
provided that the Participant has been given ndtycthe Company of the existence of Cause antigiEkistence of Cause is curable, a
reasonable opportunity to cure the existence df Stause:

(i) willful neglect, failure or refusal by the Paipant to perform his or her employment dutiescépt resulting from the
Participant’s incapacity due to illness) as reabbndirected by his or her employer;
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(i) willful misconduct by the Participant in theegormance of his or her employment duties;

(iii) the Participant’s indictment for a felony {wr than traffic related offense) or a misdemeamaslving moral turpitude;
or

(iv) the Participant’s commission of an act invalyipersonal dishonesty that results in financegutational, or other harm
to the Company and its affiliates and subsidiaiiedyuding, but not limited to, an act constitutimgsappropriation or embezzlement of

property.

19. Agreement Severablén the event that any provision in this Agreemailitbe held invalid or unenforceable, such proms
will be severable from, and such invalidity or ufeeneability will not be construed to have any effen, the remaining provisions of this
Agreement.

20. Notice of Governing LawThis Agreement will be governed by the internddstantive laws, but not the choice of law rules of
the State of Delaware.

21. Waiver; Cumulative RightsThe failure or delay of either party to requierfpormance by the other party of any provision b€
shall not affect its right to require performandeiach provision unless and until such performameebeen waived in writing. Each and every
right hereunder is cumulative and may be exerdisgart or in whole from time to time.

22. Notices Any notice which either party hereto may be reegiior permitted to give the other shall be in wgtand may be
delivered personally or by mail, postage prepaidrassed to the Company, at the address provided band the Participant at his or her
address as shown on the Company’s, Parent’s oBahgidiary’s payroll records, or to such other addras the Participant, by notice to the
Company, may designate in writing from time to time

To the Compan VMware, Inc.
3401 Hillview Avenue
Palo Alto, CA 9430:
Attention: Stock Administrat



Form of TimeVested RSU Agreeme
for US Employee

Unless the Participant notifies the Company witleim (10) days following receipt of this Agreemdmdtthe or she declines this
Award, the Participant will be deemed to have atspnd agreed to the terms and conditions ofAgisement and the Plan. The Participant

acknowledges receipt of a copy of the Plan andesgmts that he or she is familiar with the ternts @ovisions thereof, which are incorpora
herein by reference.

PARTICIPANT VMWARE, INC.
Signature By

Print Name Title

Date: 2007 Date: 2007



Exhibit 21.1
SUBSIDIARIES OF VMWARE, INC.

STATE OR OTHER JURISDICTION OF
SUBSIDIARIES INCORPORATION OR ORGANIZATION

3401 Hillview LLC

Blue Lane Technologies Private L

Propero Limitec
SpringSource Lt

Delaware
India
United Kingdom
United Kingdom

VMware Australia Pty Ltc Australia
VMware Belgium BVBA Belgium
VMware Bermuda Limitec Ireland
VMware Bulgaria EOOL Bulgaria
VMware Canada Inc Canadz
VMware Denmark Ap¢ Denmark
VMware France SA! France
VMware Germany Gmbt Germany
VMware Global, Inc Delaware
VMware Hong Kong Limitec Hong Kong
VMware International Limitec Ireland
VMware International Marketing Limite Ireland
VMware Information Technology (China) Co. L China
VMware Israel Ltd Israel
VMware ltaly S.r.l. Italy
VMware Marketing Austria Gmbt Austria
VMware Netherlands B.V Netherland:
VMware New Zealand Compar New Zealanc
VMware Singapore Pte Lt Singapore
VMware Software India Private Limite India
VMware Spain S.L Spain
VMware Sweden AE Sweder
VMware Switzerland S.a.r. Switzerland

VMware UK Limited
VMware, K.K.

United Kingdom
Japar



Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémt¢lee Registration Statements on Form S-8 (N8-B8402, 333-152582, 333-
159747, 333-162079 and 333-169537) of VMware, tfiaur report dated February 28, 2011 relatindheofinancial statements, financial
statement schedule and the effectiveness of ifteomdrol over financial reporting, which appeargtis Form 10-K.

/sl PricewaterhouseCoopers LLP

San Jose, California
February 28, 2011



Exhibit 31.1

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

[, Paul A. Maritz, certify that:
1. | have reviewed this annual report on Forr-K 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 Rules13a-15(e) and 15dj1%a¢&d internal control over financial reporting @efined 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: February 28, 201 By: /s/ PAUL A. MARITZ
Paul A. Maritz
Chief Executive Office
(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. | have reviewed this annual report on Forr-K 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 Rules13a-15(e) and 15dj1%a¢&d internal control over financial reporting @efined 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: February 28, 201 By: /s/ MARKS. PEEK
Mark S. Peel
Chief Financial Officer and Co-President, Busin@perations
(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 SARBANESOXLEY ACT OF 2002

I, Paul A. Maritz, certify pursuant to 18 U.S.Cc8en 1350, as adopted pursuant to Section 90BeoSarbanes-Oxley Act of 2002, that
the Annual Report of VMware, Inc. on Form 10-K fhe fiscal year ended December 31, 2010 fully ciespkith the requirements of

Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and the information contained in suchnf@0-K fairly presents, in all material
respects, the financial condition and results a@rapons of VMware, Inc.

Date: February 28, 201 By: /s/ PAUL A. MARITZ
Paul A. Maritz
Chief Executive Office
(Principal Executive Officer




Exhibit 32.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY 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 Annual Report of VMware, Inc. on Form 10-K fhe fiscal year ended December 31, 2010 fully ciespkith the requirements of

Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and the information contained in suchnf@&0-K fairly presents, in all material
respects, the financial condition and results @rapons of VMware, Inc.

Date: February 28, 201 By: /s/ MARKS. PEEK
Mark S. Peel

Chief Financial Officer and (-President, Business Operatic
(Principal Financial Officer




