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Forward-Looking Statements

This Annual Report on Form 10-K contains forwardkimg statements, including, without limitationatments regarding expectations of
or our plans for: our vision and expected benefitthe Software-Defined Data Center; newer prodent$ services driving strong growth;
maintaining our industry leadership position; bésedf our products and services to customers anthers; sales of licenses that include
products beyond VMware vSphere hypervisor contigiangrow; increased sales of our non-standalompde® products; software-asarvice
(“SaaS")revenues and revenues from our hybrid cloud offsricomprising an increasing percentage of our rge®im future periods; expec
growth of hybrid cloud and SaaS revenues in 201bthe associated negative impact on revenues egrask revenues growth; synergies ac
product areas; increased total costs of serviceses; investment in research and developmeniefebmpetition; the impact and timing of
our realignment plan on our financial results; fatamortization of software development costsyéoegnition of unearned revenues; the
impact of our relationship with EMC Corporation taxes; repurchasing at least one billion dollar€lass A common stock in 2015; customer
and partner demand for our products and servigegrgies from our acquisitions and associated ataaoy for goodwill; the sufficiency of our
liquidity and capital reserves to fund our openasi@and business strategy; our ability to generaséipe cash flows from operations; the imp
of the AirWatch acquisition on cash provided by m@pi@g activities; continuation of our stock repusse program; expectations that stock-
based compensation will increase in future periods;effective tax rate and the effects of potémtévelopments in U.S. and non-U.S. tax
jurisdictions; the timing and outcome of the IRS8 &adit of the EMC consolidated group; the amodr#ry unrecognized tax benet
acquisition accounting and the deductibility of dadl and identifiable intangible assets for U.Scéme tax purposes; utilization of net
operating loss carryforwards; anticipation thatwik not declare and cash dividends; indefinitedynvesting our overseas earnings outside of
the U.S. and not repatriating them to the U.S.nadey of our current facilities and the availabilif additional or substitute space for future
expansion; the lack of a material effect on ustdufe resolution of pending claims, legal procegdiand investigations, including the Gen
Services Administration and Department of Justicpiiries; and impact of foreign currency excharajes on future revenues.

These forward-looking statements involve risks andertainties and the cautionary statements st &nove and those contained in the
section of this report entitled “Risk Factors” idi§nimportant factors that could cause actual lssio differ materially from those predicted in
any such forward-looking statements. All forward#g statements in this document are made asaldke hereof, based on information
available to us as of the date hereof. We assunubiigation to, and do not currently intend to, apdthese forward-looking statements.




PART |
ITEM 1. BUSINESS

Overview

VMware, Inc. (“VMware”) is the leader in virtualiian infrastructure solutions utilized by organipat to help transform the way they
build, deliver and consume information technolody") resources. We develop and market our product aniteefferings within three ma
product groups, and we also leverage synergiesathese three product areas.

e SDDC or Softwardefined Data Cent
e Hybrid Cloud Computin
e EndUser Computin

We pioneered the development and application ed&iization technologies with x86 server-based aating, separating application
software from the underlying hardware. The benéditsur customers include lower IT costs and a naotemated and resilient systems
infrastructure capable of responding dynamicallyadable business demands. Our broad and provenafwirtualization technologies are
designed to establish secure and reliable IT enwents and address a range of complex IT challethgé#nclude cost reduction, operational
inefficiencies, access to cloud computing capabitisiness continuity and corporate end-user comgutévice management. Our solutions
enable organizations to aggregate multiple serséosage infrastructure and networks togethershtred pools of capacity that can be
allocated dynamically, securely and reliably tolaggtions as needed. Once created, these inteongbating infrastructures, or “clouds,” can
be dynamically extended by our customers to théipaloud environment. When linked, this resultsithybrid” computing cloud of highly
available internal and external computing resoutisasorganizations can access on demand. Ourrmastddeployments range in size from a
single virtualized server for small businessesitisands of virtual machines for our Fortune 10@@rprise customers.

We believe that our solutions enable organizattorrgalize significant operational and cost effigies as they transition their underlying
legacy IT infrastructure. We work closely with mdhan 1,100 technology partners, including leadieyer, microprocessor, storage,
networking, software and security vendors. We tehared the economic opportunities surrounding alization with our partners by
facilitating solution development through open #gadlon programming interface (“APIs”) formats amabtocols and providing access to our
source code and technology. The endorsement amibgwgd our partners further enhances the awarenggstation and adoption of our
virtualization solutions.

In 2014, we acquired AirWatch, a leader in entegrnobile management and security, which expandsadutions within the enterprise
mobile management and security spaces.

We have developed a multi-channel distribution nhéalexpand our presence and reach various segroktite market. We derive the
majority of our revenues from our indirect salearahel, which includes distributors, resellers, eystendors and systems integrators. We
believe that our partners benefit greatly fromgshke of our solutions through additional servisedtware and hardware sales opportunities
have trained a large number of partners and end tseleploy and leverage our solutions.

We incorporated in Delaware in 1998, were acquing@MC in 2004 and conducted our initial publicesfhg of our Class A common
stock in August 2007. EMC holds approximately 79.8%6ur outstanding common stock, including 43 imillshares of our Class A common
stock as of December 31, 2014 , and all of our€Basommon stock, and we are considered a “coatt@bmpanytunder the rules of the Ne
York Stock Exchange. Total revenues in 2014 in@éd$% to $6,035 million . This included licenseerues of $2,591 million and services
revenues of $3,444 million . Of our total servicegenues in 2014, 88% comprised software maintenesvenues and the remaining 12% was
comprised of professional services revenues, immtuttaining. For additional financial informatiam our business by product and geographic
area, refer to Note O to the consolidated finarstiiements in Part I, Item 8 of this Annual Reémor Form 10-K. Our corporate headquarters
are located at 3401 Hillview Avenue, Palo Alto, iftathia, and we have approximately 114 offices waile.

Products and Technology
Software-Defined Data Center

VMware was the first company to articulate a visionthe software-defined data center (*SDDC"), whimcreasingly infrastructure is
virtualized and delivered as a service, enablingrob of the data center to be entirely automatgddftware. Traditional data centers are l00se
collections of technology silos where each appilicatype has its own vertical stack consisting &Rl and operating system, storage pool,
networking and security, and management systemar. tbwe, costs to maintain the data center infoastire have been increasing because the
data center environment has become divergent,igadihigher complexity. The increased complexitthe data center demands constantly
increasing resources to manage and
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maintain the IT infrastructure. The SDDC is desifjtetransform the data center into an on-demandcgethat addresses application
requirements by abstracting, pooling and automdtiegservices that are required from the underliagiware. SDDC promises to
dramatically simplify data center operations anddocosts.

Our SDDC architecture consists of four main prodiategories:
»  Computt

e Storage and Availabili

* Network and Securi

e Management and Automati

Compute

VMware vSphere, our flagship data center platfguroyides the fundamental compute layer for VMwareimnments. A “hypervisor” is
a layer of software that resides between the opgraystem and system hardware to enable comput@hzation. Users deploy the VMware
vSphere hypervisor when they purchase VMware v@pbesuite versions that include vSphere, suchM&/afe vCloud Suites and vSphere
with Operations Management (“vSOM”). Sales of VMwdicenses that include products beyond the VMwa&ighere hypervisor have
continued to grow.

Storage and Availability

We provide many storage and availability productsffer cost-effective holistic data storage anokgction options to all applications
running on the vSphere platform. Key technologiethis area include:
e Virtual SAN— clusters server disks to create radically simphresth storage designed for virtual machi
» vSphere Replication—provides cosefficient and simple way to manage replicat
» vCenter Site Recovery Manager—leverages vSphere and vSphere Replication to frapgdications against site failures and to
streamline planned migrations.

Network and Security

Network virtualization abstracts physical netwoaksl greatly simplifies the provisioning and constiompof networking resources. In
addition, security services are built in, do najuiee purposésuilt hardware, and can scale with the network. @aiwork virtualization solutic
is VMware NSX, which was launched in the third daaonf 2013. Sales volumes of VMware NSX contintedrow during 2014 as VMware
NSX was increasingly introduced into productioniemvments. While the market for network virtualipat continues to be in an early sta
we believe that network virtualization product ofifgs, including VMware NSX, have the potentiabi® as transformational for networks as
server virtualization has been for computing.

Management and Automation

Our management and automation products move beyanedinfrastructure to manage and automate overeydi processes involved in
provisioning IT services and resources to users fratial infrastructure deployment to retiremehhese IT processes manage virtualized and
non-virtualized infrastructure resources and pewatd public cloud infrastructures, including hyheioud services. Examples of products in
the management and automation product portfolituée

» VvRealize Operations—provides performance, capacity and configuratiomagament for virtual or physical infrastructi

* VRealize Automation—enables customers to rapidly deploy and provisiondservice:

» VRealize Business—provides transparency and control over the costgjaality of IT service:

Software-Defined Data Center Suites

Our SDDC offerings are available separately or imaacquired in a single solution. The VMware vCl&wdte, VMware vSphere with
Operations Management, and VMware vRealize su@ergegrated solutions for building and managirmgmplete cloud infrastructure
optimized for use with the VMware vSphere platfokMware vCloud Suite is designed to fulfill the pnise of the software-defined data
center by pooling industry-standard hardware amding compute, networking and management functioise data center as software-
defined services. VMware vSphere with Operationsdgement allows users to optimize capacity and toottie workload performance of
their vSphere environments. The VMware vRealizéesigia cloud management platform that extendsweCuite capabilities beyond a
vSphere private cloud environment to both heteregas and hybrid cloud environments.

The following products are available in differennfigurations of our VMware vCloud Suite offerings:

» vSphere—VMware's industryleading virtualization platforr

» Disaster Recovery Automation with VMware vCenter Sie Recovery Manager—policy-based disaster recovery and testing for all
virtualized applications.

* VMware vRealize Operations—intelligent performance, capacity, and configunatmanagement for vSphere environme
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* VMware vRealize Automation— self-service and polickased infrastructure and application provisionimgSphere environmen
 VMware vRealize Business—automated costing, usage metering, and servicagrid virtualized infrastructure for vSphere
environments.

The following products are available in differennfigurations of our VMware vSphere with Operatidhanagement offerings:
» vSphere—VMware's industryleading virtualization platforr
* VMware vRealize Operations—intelligent performance, capacity, and configunatmanagement for vSphere environme

The following products are available in differennfigurations of our VMware vRealize suite offering

» VRealize Automation—automated delivery of personalized infrastructapglications and custom IT servic

» VRealize Operations—intelligent operations with predictive analyticsvilig proactive performance, capacity and configjora
management.

» VRealize Log Insight—real time log management and log anal'

* VvRealize Business—provides insight into cost and utilization of irdteucture and services to help better manage derbaddet,
capital expenditures and operating expenses.

Hyper-Converged Infrastructure-In addition to our SDDC main product categories,launched EVO:RAIL during the second half of
2014. EVO:RAIL is our first solution that combingdMware compute, networking, and storage resountsa hyper-converged infrastructure
appliance enabling easy virtual machine deployment.

Hybrid Cloud Computing

We enable our customers to utilize off-premise \&@ptbased hybrid cloud computing capacity throtgée programs: VMware vCloud
Air, VMware vCloud Air Network Service Providersé@mCloud Air Business Ventures.

VMware vCloud Air, built on the foundation of VMwels vSphere, is a public cloud operated by usitithides infrastructure, disaster
recovery, and various applications as service offis; and which provides customers with a commatf@m to seamlessly extend their data
center to the cloud. VMware vCloud Air enables oastrs to extend the same skills, tools, networking security models across both on-
premise and off-premise environments.

Our VMware vCloud Air Network Service Providers gram is directed to hosting and cloud computingdees, enabling organizations
choose between running applications in virtual nraehon their own “private clouds” inside their@aenter or on “public clouds” hosted by a
service provider.

Our VMware vCloud Air Business Ventures is a prograrimarily developed to expand VMware vCloud Alolgally, by partnering and
co-investing with large in-country telecommunicatigroviders in order to enable a user experienosistent with VMware’s owned and
operated vCloud Air Service.

End-User Computing (“EUC")

Our EndUser Computing strategy enables IT organizatioreffioiently deliver more secure access to datpliegtions and devices to e
users—thus providing them a virtual workspace tokwo an increasingly mobile-cloud era. Our EUCusimins are led by the workspace suite,
which brings together desktop, mobile, content amdierlying services such as identity managemensaanidl collaboration, in order to prov
a software-defined workspace that complements aftware-defined data center solutions. Our solugtiprovide corporate end users with
choice in access to their applications, contentdatd in a user-friendly environment—all while allag corporate IT appropriate control over
the computing environment with high-quality servitceproved availability and scalable performancethesi on-premise or in hybrid clouds.

Our workspace suite includes:

Desktop Solutions

e Horizon 6— delivers unified virtual desktops and applicatiooni a single solutio

e Horizon Air (Desktop-as-a-Service)—delivers virtual desktops and applications fronubljz cloud environment and public cloud
service providers.

» Horizon FLEX— delivers local Windows desktops and applicationspbops, Macs, contractors and other mobile uséite
maintaining centralized management.

» App Volumes—delivers application workloads to end users andttdps in seconds, enabling IT to instantly prowvisapplications at
scale.

» Fusion and Workstation— provide personal desktop virtualization solutioosMacintosh and Window
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Enterprise Mobility

We acquired AirWatch during the first quarter ofLl20 Airwatch provides a portfolio of solutions fmanaging mobile devices,
applications and content while also securing moditail, securing browsing across any device, aodiging telecom analytics and other key
modules.

Our mobile offerings are sold both as perpetuanges and as software-as-a-service (“SaaS”"). AghMatovides the core foundation to
support an increasingly mobile workforce and cugipbase, enabling VMware and AirWatch custometake advantage of “bring your own
device” initiatives.

AirWatch Enterprise Mobile Management (“‘EMM”) cajiites include:
* Mobile Device Managemer

* Mobile Application Management

e Mobile Content Managemen

e Mobile Email Management

e Productivity Apps

e Telecom Analytics

Content Collaboration

AirWatch by VMware’s Secure Content Locker provideleading enterprise file sync and share solutiahextends Mobile Content
Management to secure access of content on anyejelasktop or mobile, while allowing the contenb#ostored in any federated data-store
whether on-premise or in the cloud, e.g. SharePblitrosoft OneDrive, Google Drive or other stor€sir content collaboration solutions also
include Socialcast, our enterprise social computimlgtion that allow users to complement their afsemail with rich communication in
consumer-grade experiences.

Workspace Services

Our EUC portfolio also includes a complete setrmderlying platform-like Workspace Services thatman the entire set of solutions and
mobile and desktop users. These include WorksparalPa single sigmon identity service, to deliver applications, deglst and data in a sin
portal of entry, and other services like gateway analytics, which provide a common set of platfaenvices for all VMware EUC products.

Technology Alliances

Consistent with our partner-centric strategy, weehengaged a broad group of hardware, softwarelaod computing service vendors to
cooperatively advance virtualization technologythgh joint marketing, product interoperability, labloration and co-development. We create
opportunity for partners by enabling them to byifdducts that utilize our virtualization technologyd create differentiated value through j
solutions.

We have more than 1,1@€chnology partners with whom we bring joint offeys to the marketplace and over 4,000 active sepiiovidel
partners. We classify our partners as follows:

» Independent Hardware Vendors (“IHVs") We have established relationships with large systemndors, including Cisco, Dell,
Fujitsu, HP, IBM, Lenovo and NEC for joint certifiton and co-development. We also work closely WD, Intel and other IHVs
to provide input on product development to enaluart to deliver hardware advancements that berigfialization users. We
coordinate with the leading storage and networkiggdors to ensure joint interoperability and enallesoftware to access their
differentiated functionality.

* Independent Software Vendors (“ISVs”)We partner with leading systems management, iméretstre software and application
software vendors—including healthcare, telecongrice and retail market leaders—to deliver vadded products that integrate w
our VMware products.

* VMware Service ProvidersWe have established partnerships with over 4,0€60easervice providers including AT&T, Bluelock,
Colt, CSC, Dell, Fujitsu, OVH, Rackspace, Singapbetecommunications, Softbank andSystems to enable them to host and de
enterprise-class hybrid clouds as a way for enterprto extend their data centers to external slowtiile preserving security,
compliance and quality of service.

Our Technology Alliance Partner program facilitgi@st solution creation and coordinated go-to-nearkctivities with our partners. Over
4,500 of the most widely used applications from $&Vipport the VMware vSphere platform. These agptins include business solutions for
enterprise resource planning, human resource maraggeelectronic medical records management, fiahpoocessing and middleware, such
as application servers and databases. As an extetasthis rapidly growing list, we have expanded ¥Mware Ready program to allow
application software and desktop solution
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providers to qualify for the VMware Ready logo. THilware Ready Desktop Solutions program validatesreference architecture and
desktop specialization of solution providers thatify VMware virtual desktop environments.

Our ISVs and other alliance partners, developetsaaltitional VMware community members have disteiunore than 1,700 software
applications as virtual appliances. We invest digait capital in testing and certification of iaftructure to rigorously ensure our software
works well with major hardware and software produ¥e have certified approximately 12,700 sen&image, I/O and thinlient devices th:
are VMware Ready. We have successfully tested appedely 670 operating system versions for use withsolutions. We believe that the
scale and scope of this effort is a significant petitive advantage.

Research and Development

We have made, and expect to continue to make figigni investments in research and development PR&We have assembled an
experienced group of developers with system lesyetems management, desktop, mobile devices, se@pplication development,
collaborative applications, networking, storage apdn source software expertise. We also havegsties to leading academic institutions
around the world, and we invest in joint researdh wcademia.

We prioritize our product development efforts thybwa combination of engineering-driven innovationd austomer and market-driven
feedback. Our R&D culture places high value on iratmn, quality and open collaboration with ourtpars. We currently participate in
numerous standards groups and VMware employeesshaddiety of standards organization leadershigtipos, including with the Distributed
Management Task Force, the Standard Performandadicam Corporation, the Open Networking Foundato the Open Stack Foundation.

Our R&D expenses totaled $1,239 million , $1,088iam , and $999 million in 2014, 2013 and 201X%pectively.
Sales and Marketing

We derive the majority of our sales from our indtreales channel, which includes distributors, lleise system vendors and systems
integrators. The remainder of our sales is primal@rived from our direct sales force.

We have established ongoing business relationstithsour distributors. Our distributors purchaséware licenses and software support
from us for resale to end-user customers via resell

A substantial majority of our resellers obtain a@fte licenses and software support from our distois and market and sell them to our
end-user customers. These resellers are part ofidwrare Partner Network (“VPN”), which offers thesesellers sales and product training,
pricing incentives, rebates and access to the witkl network of VMware distributors and the VMwatartner Central Web portal.

We offer several levels of membership in our VP)etaling on a reseller’s interest and capabilitprofviding demand generation,
fulfillment, service delivery and education to arsers and prospects. We also have certain resedergell as systems integrators, who obtai
software licenses and software support directiyppfidMware. The VPN agreements signed by the resetlemry no obligation to purchase or
sell VMware products and can be terminated at ang by either party.

We have a highly leveraged go-to-market strategyititludes a direct sales force that is compleargrtb our channel. Our sales force
works with our channel partners to introduce therand-user customer accounts and new sales opji@un

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

We generally do not have long-term contracts orimmiim purchase commitments with our distributorsghers, system vendors and
systems integrators, and our contracts with theaarel partners do not prohibit them from offenmmgducts or services that compete with
ours.

We continue to primarily sell our software undergetual licenses. However, our hybrid cloud andSSefferings, including certain
AirWatch offerings, are sold as software-as-a-gerar pay-as-you-go and generally result in legsrree being recognized up-front than we
would otherwise recognize as part of a multi-yéaarise arrangement. Sales of perpetual licensegesgnd-user customers to also purchase
maintenance. Software maintenance and renewatoitdoth directly to end-user customers and vianetwork of channel partners. The
majority of professional services are sold via chainnel, with some professional services sold thireend users can obtain licenses to our
products through individual discrete purchases ¢ettheir immediate needs or through the adopti@nterprise license agreements (“ELAS”
ELAs are comprehensive volume license offerings phavide for multi-year maintenance and suppodistounted prices. ELAs enable us to
build long-term relationships with our customerghaesy commit to our virtual infrastructure solutsoim their data centers. Our sales cycle can
vary greatly depending on numerous factors, indgdhe size and complexity of the proposed offeand customer’s infrastructure.
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In establishing list prices for our products, wketénto account, among other numerous factorsyahee our products and solutions delivet
and the cost of both alternative virtualization &addware solutions.

Our marketing efforts focus on communicating thedfits of our solutions and educating our custopdistributors, resellers, system
vendors, systems integrators, the media and asaipstut the advantages of our innovative virtutibretechnology.

We raise awareness of our company and brands, trark@roducts and generate sales leads through afsland industry events, public
relations efforts, marketing materials, advertisidigect marketing, social media initiatives, fdmvnloads and our website. We have invested
in multiple online communities that enable custosrand partners to share and discuss sales andpmagit resources, best practices
implementation, and industry trends among otheicto®ur annual user conference, VMworld, is haltath the U.S. and Europe. We also
offer management presentations, seminars, and asbim our products of virtualization and cloud potng. We believe the combination of
these activities strengthens our brand and enhanedsading market position in our industry.

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

Customers

Our customer deployments range in size from a siagtualized server for small businesses to thodsaf virtual machines for our larg
enterprise customers.

During 2014, three distributors, who purchasedvgaft licenses and software support from us forledseend-user customers directly or
via resellers, each accounted for over 10% of onsclidated revenues. Arrow Electronics, Inc., TBelta Corporation and Ingram Micro, Inc.
accounted for 15% , 13% and 11% , respectivelpuofconsolidated revenues in 2014. Our distribuéigreements are typically terminable at
will by either party upon 30 to 90 days’ prior vieih notice to the other party, and neither partydray obligation to purchase or sell any
products under the agreement.

Competition

The cloud computing, end-user computing and virzaiibn spaces are inter-related and rapidly emglviVe experienced increased
competition during 2014 and expect it to signifidaintensify in the future. We compete with larged small vendors in different segments of
the cloud computing, end-user computing and viizatibn spaces, and expect that new entrants wiifticue to enter these industries and
develop technologies that, if commercialized, mampete with our products and services.

We believe the key competitive factors in the cloodhputing, end-user computing and virtualizatipaces include:
» the level of reliability, interoperability and ndunctionality of product and service offerin
» the ability to provide comprehensive solutions]uding management capabiliti

» the ability to offer products and software-aseavice that support multiple hardware platformgerating systems, applications and
application development frameworks;

» the ability to deliver an intuitive end-user exignce for accessing data, applications and s=s¥iom a wide variety of end-user
devices;

» delivery of next-generation engser computing capabilities that integrate with amdk alongside existing, legacy capabilit
« the ability to drive down the marginal cost of cgt@ns and management for both new and existingts

e aproven track record of formulating and delingra roadmap of compelling software and servigabdities that align with industry
trends;

e pricing of products, individually and in bundl

« the ability to attract and preserve a large instabbase of custome

» the ability to attract and maintain a large numiifesipplication developers for a given cloud ecoesye

« our market leadership in enterprise data centéualization and presence in most enterprise ITrenments

» the ability to embrace and integrate many opemce technologies that are critical in private poblic cloud computing architectures,
including OpenStack and Docker;
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» the ability to create and maintain partnering opyraties with hardware vendors, software vendos@&aud service provide!
« the ability to support newly emerging largeale application development and deployment ajghes

« the ability to deploy operational cloud solutions €ustomers in a timely manner and provide rotewinical suppotl

» the ability to develop robust indirect sales chasyranc

« the ability to attract and retain cloud, virtuatioa and systems experts as key emplo

Our vSphere-based data center virtualization prodiffierings are central to our SDDC product suéed remain essential to our business
strategy. Microsoft continues to be a primary cotitpefor data center virtualization solutions. \&klso compete with open source based
solutions based on the OpenStack platform as weathaerging container technologies like Docker aadkigt. Additionally, we compete with
Citrix and its collaborations with Microsoft for éruser computing solutions. With our entry intowerk virtualization we are experiencing
additional competition predominantly from Cisco.

Our management and automation product offeringswikamarket as part of our VMware vCloud Suitesvjate customers alternatives to
offerings from established IT management vendarsh &s BMC, CA, HP and IBM, as well as many newanit that are trying to penetrate
the nascent, higher growth cloud management markets

During 2014, we expanded our hybrid cloud computiffgrings and footprint, and rebranded our vClbytrid cloud services (“vCHS")
to VMware vCloud Air. The cloud computing industsydynamic with both established and new technolagypanies vying for thought
leadership and market share. With the launch of \AkwCloud Air, we now directly compete with infrasture-as-a-service offerings from
Amazon, Microsoft, Google, IBM and emerging opearse efforts. These cloud providers also presdetratives to VMware’s on-premises
data center footprint and compete against our dyfldud computing vision.

As we grow and increase the breadth of our propantfolio, we naturally encounter additional comfieh. Companies that are core
partners can become, over time, competitors. Tdiperative competition is very common in the tewtustry and is also known in the
common parlance as “coopetition.” This kind of catition can occur when we have alliances with ves@dmd partners that cover one part of
our business or geographical area, yet we compietiesuch partners in other businesses or otherrgpbges or countries.

We actively work to segregate those parts of osirtass that compete with certain vendors or pastiiem those that partner with such
companies and employ the usual tools and protagiolsly used by other firms to manage this potertaiflict of interest, including the use of
confidentiality agreements and business functigassion and segregation.

We are also competing with new entrants to thecckmmputing, end-user computing and virtualizaspaces, which may include parties
currently selling our products and our current tetbgy partners. Existing and future competitors rimdroduce products in the same areas we
serve or intend to serve, and competing productshmage better performance, lower prices, bettectionality and broader acceptance than
products. Our competitors may also add featurdisetio cloud computing, end-user computing and alization products that are similar to
features that presently differentiate our proddfgrongs from theirs. Additionally, some of our cpetitors may make acquisitions or enter intc
partnerships or other strategic relationships wite another to offer more comprehensive solutibas those they individually had offered.
Some competitors have in the past, and may inuthed, take advantage of their existing relatiopshvith our business partners to engage in
business practices such as support, distributidriie@nse restrictions that make our products &sactive to our channel partners and end
users.

Additionally, information technology companies aiso increasingly seeking to deliver end-to-enddlutions to end users that combine
enterprise-level hardware and software solutiores égonverged infrastructure platform for privateutd computing. In addition, competitors
who have existing relationships with our currenparspective end users could integrate competitagabilities into their existing products &
make them available without additional charge. Mahgur current and potential competitors have &rgperating histories, greater name
recognition, a larger customer base and signifigagreater financial, technical, sales and marlgeéind other resources than we do. Overall
however, we believe our market position, largeudlization customer base, strong network of pastaed indirect sales, broad and innovative
solutions suite, and platform-agnostic approaclitiposus to compete effectively.

Intellectual Property

As of December 31, 2014, approximately 600 patissised by the United States Patent and TrademditeOfave been granted or
assigned to us. We also have been granted or aglsfmtents from other countries. These patents aavmus aspects of our server
virtualization and other technologies. The granteited States patents will expire beginning in 2048h the last patent expiring in 2033. We
also have numerous pending United States provis@manon-provisional patent
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applications, and numerous pending foreign andnatéonal patent applications, that cover otheeatpof our virtualization and other
technologies.

We have federal trademark registrations in the é¢h&tates for “VMWARE,” “VMWORLD,” “VMWARE FUSION,"“VSPHERE,”
“YMWARE VCLOUD,” “VMWARE VIEW,” “VMOTION,” “HORIZON ,” “AIRWATCH” and numerous other trademarks. We aalso
registered trademarks in a number of foreign caestr

We rely on a combination of patent, trademark, cighy and trade secret laws in the United Statelsather jurisdictions, as well as
confidentiality procedures and contractual provisito protect our intellectual property rights ad 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 noaldequate to preclude misappropriation of our petary information or infringement of our
intellectual property rights, and our ability tolige such misappropriation or infringement is utaier, particularly in countries outside of the
United States. United States patent filings arenided to provide the holder with a right to exclatieers from making, using, offering to sell,
selling or importing into the United States producbvered by the claims of granted patents.

Our granted United States patents, and any futatenps (to the extent they are issued), may be=sted, circumvented or invalidated in
the future. Moreover, the rights granted underiasyed patents may not provide us with propriepaogection or competitive advantages, and
we may not be able to prevent third parties frofringing these patents. Therefore, the exact efiéour patents and the other steps we have
taken to protect our intellectual property canrepbedicted with certainty.

Employees

As of December 31, 2014, we had approximately IBd@ployees in offices worldwide, less than 5% bifclv were contracted through
EMC. None of our employees are represented by labions, and we consider current employee relatiot® good.

We contract with EMC to utilize personnel who aeglitated to work for VMware on a full-time basi$i€Be individuals are located in
countries in which we do not currently have an apieg subsidiary and are predominantly dedicatealitosales 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 availaldejo not believe that this would have a materiblerse effect on our operations.

Available Information

Our website is located at www.vmware.com, and ouestor relations website is located at http:Minvare.com. Our goal is to maintain
the Investor Relations website as a portal thraugith investors can easily find or navigate to iperit information about us, all of which is
made available free of charge, including:

e our annual report on Form 10-K, quarterly repam Form 10-Q, current reports on Forr{,8and any amendments to those report
soon as reasonably practicable after we electriyifile that material with or furnish it to the Berities and Exchange Commission
(HSEC”);

* announcements of investor conferences, speeciteavents at which our executives talk about ooalyrcts, services and competitive
strategies;

» webcasts of our quarterly earnings calls ankkliio webcasts of investor conferences at whictegacutives appear (archives of these
events are also available for a limited time);

» additional information on financial metrics, lnding reconciliations of noGAAP financial measures discussed in our preseamstic
the nearest comparable GAAP measure;

» press releases on quarterly earnings, productemiéts announcements, legal developments and atierral news

» corporate governance information including centificate of incorporation, bylaws, corporate gmance guidelines, board committee
charters, business conduct guidelines (which ciriss our code of business conduct and ethicsptred governanceelated policies

» other news, blogs and announcements that we mayrpostime to time that investors might find udefu interesting; an
e opportunities to sign up for email alerts and R&&I6 to have information pushed in real t

The information found on our website is not partaofd is not incorporated by reference into, thiary other report we file with, or
furnish to, the SEC.
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ITEM 1A. RISK FACTORS

The risk factors that appear below could materiaffgct our business, financial condition and rissaf operations. The risks and
uncertainties described below are not the onlysrakd uncertainties facing us. Our business issalbfect to general risks and uncertainties
affect many other companies. Specific risk factetated to our relationship with EMC are also intdd below.

Risks Related to Our Business

As the markets for our server and desktop virtualibn products have matured we have been increabirtgveloping and marketin
products and services targeted toward the delivemgnagement and automation of information technolp@'IT”) infrastructure, platforms
and services through cloud-based solutions. If ussses do not find our cloud computing solutionsygeelling, our revenue growth and
operating margins will decline.

Our products and services are based on servealizdtion and related technologies that have piilgneeen used for virtualizing on-
premise data center servers and form the found&dmprivate cloud computing. As the market foradaenter server virtualization has matu
we have increasingly directed our product develapiraed marketing toward products and servicesghable businesses to utilize
virtualization as the foundation for cloud-basedchpoting. We have extended the benefits of virtaaiim beyond servers to include network
and storage, and coupled this with management atothated delivery of IT resources to create pricided platforms. We have also exten:
our product portfolio beyond desktop virtualizattoninclude mobile device management with our Aitgteofferings. We also offer hybrid
cloud services through our vCloud Air platform.

Our success depends on our current and futureroessgperceiving technological and operational biemahd cost savings associated with
the increasing adoption of our private and hyblaid solutions as well as our client virtualizatimmd mobile device management solutions
the market for our server virtualization producistanes and the scale of our business increasesateunf revenue growth will depend largely
upon the success of our newer product and serffiegrgs. In addition, to the extent that our neywsdwate and hybrid cloud solutions, as well
as our client virtualization and mobile device ngaraent solutions are adopted more slowly or lesgpcehensively than we expect, our
revenue growth rates may slow materially or ouergie may decline substantially.

The large majority of our revenues have come fromr gerver virtualization products including our figship VMware vSphere product line.
Decreases in demand for our server virtualizatioroducts could adversely affect our results of optoas and financial condition.

The large majority of our revenues have come framserver virtualization products. Although we done to develop other applications
for our virtualization technology such as our natwvartualization solution, VMware NSX, end-usemeputing products and hybrid cloud
services and expand our offerings into relatedsaseah as our vRealize SDDC management producteGlodd product suites, we expect t
our server virtualization products and related echanents and upgrades will constitute a majorityusfrevenues for the foreseeable future.
Declines and variability in demand for our datateenirtualization products could occur as a restilt

» improved products or product versions being offdrgdompetitors in our marke
» competitive pricing pressurt

» failure to timely execute and implement our pradstrategy, which could lead to quality issuagggration issues with ecosystem
partners, and difficulties in creating and markgtsuites of interoperable solutions;

» failure to release new or enhanced versions ofetver virtualization products on a timely basisatwall

e technological change that we are unable to addréth our server virtualization and private clqurdducts or that changes the way
enterprises utilize our products; and

e general economic conditiol

Also, as more and more businesses achieve thaladtion of their servers, certain markets for ¥iMware vSphere product line have
matured. Our sales of standalone VMware vSphere taglined as a portion of our overall businesseaseek to transition our customers to
product suites, our newer products and infrastreeais-aservice offerings. If we fail to introduce compedinew features in future upgrade:
our VMware vSphere product line, manage the traomsto hybrid cloud platforms, develop new applicas for our virtualization technology
or provide product suites based on the VMware vB8ppkatform that address customer requirementmfegration, automation and
management of their IT systems, overall demangifoducts and services based on VMware vSphere eaind.

Due to our product concentration, our businessnfiial condition, results of operations, and céshvS would therefore be adversely
affected by a decline in demand for our data cevitaralization products.
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We expect to face increasing competition that cordgult in a loss of customers, reduced revenueslecreased operating margins.

The virtualization, cloud computing, end-user cotirmand software-defined data center industriesraer-related and rapidly evolving.
We experienced increased competition during 20texipect it to remain intense going forward. Faragle, Microsoft continues to improve
its virtual infrastructure and virtual managemerdducts and is expected to release updated versfatssHyper V virtualization product and
CloudOS private cloud platform. Microsoft also ofé¢aaS capabilities in Azure with a similar hybecidud message. We also face competitior
from other companies that have announced a nunflveveoproduct initiatives, alliances and consoliiatfforts. For example, Citrix Systems
continues to enhance its end-user desktop and ityatifilerings and their networking and cloud platfoofferings. IBM, Google and Amazon
have existing cloud computing offerings and annedneew cloud computing initiatives. Additionallypen source technologies for
virtualization, containerization, and cloud platfee such as Xen, KVM, Docker, Rocket, and OpenSpackide significant pricing competitic
and enable competing vendors to leverage openadecbnologies like OpenStack to compete direcitii wur SDDC initiative. Enterprises
and service providers have also shown significaterést in building their own clouds based on og@urce projects such as OpenStack. Othel
companies have indicated their intention to expafferings of virtual management and cloud compusalyitions as well. Additionally, our
hybrid cloud computing offering, which allows emggses to pool internal and external IT resourcesiing on a common vSphere
infrastructure, competes with low-cost public clanftastructure offerings such as Amazon Web Sesjidlicrosoft Azure, IBM SoftLayer
and Google Compute Engine.

Following our acquisition of Nicira and the resntfirelease of our NSX product, a number of commatiannounced software-defined
networking offerings. For example, Cisco annouritcedpplication Centric Infrastructure initiative.

We believe that the key competitive factors invh&ualization and cloud computing spaces include:
» the level of reliability, security and new functadity of product offerings
» the ability to provide comprehensive and scalablet®ns, including management and security cajisgs|

» the ability to offer products and services thapport multiple hardware platforms, operating exyst, applications and application
development frameworks;

» the ability to deliver an intuitive end-user exigence for accessing data, applications and ses¥iom a wide variety of end-user
devices;

» the ability to effectively run traditional IT apphtions and emerging applicatic

» the proven track record of formulating and delimgra roadmap of virtualization and cloud computiagabilities
« the ability to attract and preserve a large instabbase of custome

» pricing of products and services, individually andundles

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

» the ability to create and maintain partneringagunities with hardware vendors, infrastructuwégare vendors and cloud service
providers;

» the ability to develop robust indirect sales chasirenc
» the ability to attract and retain cloud, virtuatipa and systems experts as key emplo

Existing and future competitors may introduce piddwand services in the same areas we serve oditdeserve, and competing products
and services may have better performance, loweegrbetter functionality and broader acceptanae thur products and services. Our
competitors may also add features to their viraadion, end-user and cloud computing products aintd features that presently differentiate
our product offerings from theirs. Many of our @mnt or potential competitors also have longer dpegaiistories, greater name recognition,
larger customer bases and significantly greatanioml, technical, sales, marketing and other ressuthan we do. This competition could
result in increased pricing pressure and salesvarleting expenses, thereby materially reducingoperating margins, and could also preven
our new products and services from gaining marke¢ptance, thereby harming our ability to increaseausing us to lose, market share.

Increased competition also may prevent us fromrigrgfénto or renewing service contracts on termsilsir to those that we currently offer
and may cause the length of our sales cycle tease. Additionally, some of our competitors andptiéal competitors supply a wide variety
products and services to, and have well-establisflationships with, our current and prospective esers. For example, small to medium
sized businesses and companies in emerging mahiagtare evaluating the adoption of virtualizatlmsed technologies and solutions may be
inclined to consider Microsoft solutions becauséheir existing use of Windows and Office produ&eme of these competitors have in the
past and may in the future take advantage

13




Table of Contents

of their existing relationships to engage in businpractices that make our products and servisssaltractive to our end users. Other
competitors have limited or denied support forttla@plications running in VMware virtualization éronments. These distribution, licensing
and support restrictions, as well as other busipesdices that may be adopted in the future bycourpetitors, could materially impact our
prospects regardless of the merits of our prodantsservices.

In addition, competitors with existing relationshijwith our current or prospective end users caulthé future integrate competitive
capabilities into their existing products and seegiand make them available without additional ghaFor example, Oracle provides free
server virtualization software intended to supgardcle and nof®racle applications, and Microsoft offers its ovemv&r virtualization softwar
packaged with its Windows Server product and offeri#t-in virtualization in the client version of Mtlows. As a result, existing and
prospective VMware customers may elect to use ptsdhat are perceived to be “free” or “very lowstdnstead of purchasing VMware
products and services for certain applications eltleey do not believe that more advanced and rafaystbilities are required. Competitors
may also leverage open source technologies to odier or low cost products and services capabprtting pricing pressure on our own
product offerings. By engaging in such businesstfiras, our competitors can diminish competitiveaadages we may possess by
incentivizing end users to choose products th&t $aene of the technical advantages of our own ioifist In addition, even if customers find
our products and services to be technically supatiey may choose to employ anultiple-vendor’ strategy, where they purposely deploy
multiple vendors in their environment in order teyent any one vendor from gaining too much cordgv@r their IT operations.

We also face potential competition from our parsn&ior example, third parties currently selling ptoducts and services could build and
market their own competing products and servicenanket competing products and services of othedwes. If we are unable to compete
effectively, our growth and our ability to sell pitacts and services at profitable margins could bterially and adversely affected, which ca
materially and adversely impact our financial coiodi and results of operations.

Industry alliances or consolidation may result im¢reased competitior

Some of our competitors have made acquisitionseateted into or extended partnerships or othetegfi@relationships to offer more
comprehensive virtualization and cloud computinigitsons than they individually had offered. Citi$ystems continues to invest in desktop
virtualization marketing by continuing its collalagion with Microsoft and has acquired smaller ptayiike Zenprise, Virtual Computer and
Framehawk. IBM acquired SoftLayer to increase thaia center footprint and grow their cloud bussndsoreover, information technology
companies are increasingly seeking to deliver tapdttom IT solutions to end users that combinerpnise-level hardware and software
solutions to provide an alternative to our virtmation platform. For example, Oracle offers intégadshardware and software virtualization
solutions, and Microsoft and Hewlett-Packard cargitheir collaboration based on Microssftloud computing and virtualization platforms
addition, Citrix offers an laaS cloud services $ioly, and Red Hat continues to invest in the Op@tuslization Alliance (*OVA”) to bolster
KVM as a direct competitor to VMware vSphere.

A number of competitors are active in the emergiofjware-defined networking space. For exampl@0ib3, Cisco acquired Insieme. In
June 2013, Oracle and Microsoft entered into angaship pursuant to which Oracle now supports seeaf Oracle products in Microsoft
Hyper-V deployments as well as Windows Azure. Ity 2014, Cisco and Microsoft announced an initiatio integrate Cisco data center
solutions and networking switches with Microsofiud offerings and to jointly market and sell thadta center and hybrid cloud solutions. In
September 2014, Cisco and RedHat announced a megvated infrastructure solution for OpenStack-dadeud deployments. In addition, the
companies announced an expansion of their reldtipnaccelerating collaboration around OpenStagglisation Centric Infrastructure and
Intercloud. We expect these trends to continueagpanies attempt to strengthen or maintain thesitioms in the evolving virtualization
infrastructure and enterprise IT solutions induskfany of the companies driving this trend havendigantly greater financial, technical and
other resources than we do and may be better gositito acquire and offer complementary produatistachnologies. The companies and
alliances resulting from these possible combinatimay create more compelling product and servitainfjs and be able to offer greater
pricing flexibility than we can or may engage irsmess practices that make it more difficult fotaisompete effectively, including on the
basis of price, sales and marketing programs (asgroviding greater incentives to our channelngaistto sell a competitor’'s product),
technology or product functionality. This competiticould result in a substantial loss of custoroeis reduction in our revenues, which could
materially and adversely impact our financial coiedi and results of operations.

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

Over the last several years, we have introducedpreduct and technology initiatives that aim todeage our virtualization infrastructure
software products into the emerging areas of clmrdputing and end-user computing as alternativéiset@rovisioning of physical computing
resources.

One of our core strategies is to deliver the safwdefined data center. In 2012, we acquired twopanies that furthered our software
defined data center*(SDDC") strategy—Dynamic Ops, a provider of cloudcswation solutions that enable
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provisioning and management of IT services acressrbgeneous environments, and Nicira, a developsrftware-defined networking and a
leader in network virtualization for open sourciiatives. In 2013, we acquired Virsto Softwareleveloper of software that optimizes storage
performance and utilization in virtual environmenrfthese acquired technologies, combined with exgsechnologies, constitute the basis for
our SDDC private cloud offerings.

We also continue to expand and enhance our endzasgyuting offerings, such as VMware View and Hori5Suite, a solution that
provides end users with a single place to get adeetheir applications, data and desktops andsdivVe single management console to manac
entitlements, policies and security.

In the second quarter of 2013, we introduced obrridycloud service called vCloud Air (formerly, \dtid Hybrid Service). vCloud Air is
designed to deliver a public cloud as a serviceroff that is interoperable with our customerssérg VMware virtualized infrastructure,
enabling customers to extend the same skills, toelsvorking and security models across both omafge and off-premise environments.

In the first quarter of 2014, we acquired AirWataHeader in enterprise mobility management andrégcsolutions. The acquisition of
AirWatch expands our portfolio of mobile solutionghin the enterprise mobility and security space.

In the third quarter of 2014, we announced thaha@ entered into a joint venture with the Softb&mkup to expand our vCloud Air
service to Japan. We are currently making signifiéavestments in developing and introducing neshimlogies and product offerings related
to our SDDC, vCloud Air and end-user and mobile patimng initiatives.

The expansion of our offerings to deliver the SDRAdress IT management and automation, add netamtlstorage virtualization, and
enhance our end-user computing capabilities andhylorid cloud offerings subjects us to additiorisks, such as the following:

* These initiatives may present new and diffitetthnological challenges. Significant investmenitslve required to acquire and
develop solutions to those challenges. Customeysama@ose not to adopt our new product or serviferiogs and we may be unable
to recoup or realize a reasonable return on owgsiments.

» Some of our new initiatives are hosted by tipiadties whom we do not control but whose failurerevent service disruptions, or
other failures or breaches may require us to isseits or refunds or indemnify or otherwise bélkato customers or third parties for
damages that may occur. Any transition of our sexwifrom a third party hosting service to our owtaccenters would also entail a
risk of service disruption during a transition. Wiay be subject to claims if customers of theseisewfferings experience service
disruptions or failures, security breaches, dasade or other quality issues.

» The success of these new offerings depends tlygotooperation of hardware, software and clouditn@sendors to ensure
interoperability with our products and offer comipl products and services to end users. If waiaable to obtain such cooperation,
it may be difficult and more costly for us to achédunctionality and service levels that would make services attractive to end
users.

*  We will need to develop and implement approprig-to-market strategies and train our sales fiorceder to effectively market
offerings in product categories in which we mayéass experience than our competitors. Accordjregigl users could choose
competing products and services over ours, eveuctii offerings are less advanced than ours.

» Ourincreasing focus on developing and markefingmanagement and automation and infrastructwa-service (including software-
defined networking and vCloud Air) offerings thaiable customers to transform their IT systems&ijuire a greater focus on
marketing and selling product suites and more tiols®lutions, rather than selling on a productpsgduct basis. Consequently, we
will need to develop new strategies for marketingd aelling our offerings, our customers’ purchasiegisions may become more
complex and require additional levels of approval the duration of sales cycles for our offeringsy/rincrease.

We will need to develop appropriate pricing &tgges for our new product initiatives. For examitldas frequently been challenging
for software companies to derive significant revestreams from open source projects, such asreftaur offerings. Additionally,
in some cases our new product initiatives are pegdd on converting free and trial users to pagimgomers of the premium tiers of
these services, and therefore we must maintaifffizisat conversion ratio for such services to befipable. Also, certain of our new
product initiatives have a subscription model. Waymot be able to accurately predict subscripterewal rates or their impact on
results, and because revenue is recognized fasesuices over the term of the subscription, dowrgwr upturns in sales may not be
immediately reflected in our results. Moreovercastomers transition to our hybrid cloud and Sa@8yrcts and services, our revenue
growth rate may be adversely impacted, during #réeod of transition as we will recognize less raxeunp-front than we would
otherwise recognize as part of a multi-year licesxsangement.
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» The success of vCloud Air will depend on thecassful global implementation of the offering andlding effective go-to-market
strategies. We will need to build sales expertisiafrastructure to support the new offering tisatapable of meeting customer
requirements for security, reliability and regutgtoompliance. This hybrid cloud offering involvsignificant capital investment as
well as technology risk, and may not be acceptedusyomers. Further, this offering may lead ountéa reduce the time spent on
selling our existing product portfolio, which coltdve a material negative impact on revenues.

* As we expand our laaS and SaaS offerings ghpbatt may rely more upon joint ventures with essdtgdd providers of IT products
and services in particular regions, such as out p@nture with the Softbank Group to expand ouliou@ Air hybrid cloud service to
Japan. Joint ventures require close ongoing cotiperand commitments from the joint venture parsnand the willingness to devote
adequate resources as required. If we are unablenttnue our strategic alignment with joint vemtpartners or obtain the coopera
and commitments we are relying upon, our abilitgicecessfully expand our laaS and Saa$S offerirasatiy will diminish.

e Our new products and services may compete Vfirings from companies who are members of our g and technology partner
ecosystem. Consequently, we may find it more diffito continue to work together productively ohert projects, and the advantages
we derive from our ecosystem could diminish.

e The virtualized end-user computing industry rérean an emerging stage of expansion. Other corepare entering, and are
developing competing standards for, the esdr computing space, such as Microsoft, GoogleaZam and Citrix, and such compai
are likely to introduce their own initiatives thaay compete with or not be compatible with our esdr computing initiatives, which
could limit the degree to which other vendors depgiroducts and services around our offerings adusers adopt our platforms.

e The cloud computing industry is in early stagéexpansion. Other companies are entering, andareloping competing standards
for the cloud computing space, such as MicrosBf),| Cisco, Google and Amazon, as well as numeramslor offerings based on t
OpenStack project. These companies are likelyttodinice their own initiatives that may compete vatinot be compatible with our
cloud initiatives, which could potentially limit éhdegree to which other vendors develop produatssarvices around our offerings
and end users adopt our platforms.

 Emerging IT sectors, such as those within |@& frequently subject to a “first mover” effectrpuant to which certain product and
service offerings can rapidly capture a signifigaoittion of market share and developer attentidwer&fore, if competitive product a
service offerings in these sectors gain broad aolofefore ours, it may be difficult for us to dispe such offerings regardless of the
comparative technical merit, efficacy or cost of ptoducts and services.

» Developing and launching new technologies in ae@as, as we are continuing to do with our VMwWe8X virtual networking,
Virtual SAN virtual storage and vCloud Air initiaBs, requires significant investments of resouateboften entails greater risk than
incremental investments in existing industrieshése investments are not successful, our rateoaft may decline or reverse and
operating results will be negatively affected.

* In connection with some of our product initiasy including our web-based services, mobile sesvaad our vCloud Air offering, we
expect that our customers may increasingly usesewices to store and process personal informatiohother regulated data,
increasing our potential exposure to cybersectrigaches and data loss.

» Marketing and selling new technologies to emnisgs requires significant investment of time agsburces in order to educate
customers on the benefits of our new product affgri These investments can be costly and the additeffort required to educate
both customers and our own sales force can dign@uttheir efforts to sell existing products armhsces.

As our vSphere-related products continue to matwrefuture revenue growth is increasingly depehdanrevenue from our new product
and technology offerings. Our newer initiatives nbayless profitable than our established prodactd,we may not be successful enough in
these newer activities to recoup our investmenthem. If any of these risks were to occur, it dogddmage our reputation, limit our growth .
negatively affect our operating results.

Our vCloud Air offering relies upon a number of thd-party providers for data center space, equipmeantintenance and other colocation
services, and the loss of, or problems with, onarmre of these providers may impede the growth wf wCloud Air offerings, adversel
impact our plans to expand the service and damage reputation.

We launched our vCloud Air service offerings in 304 the United States and began to expand thécssrglobally in 2014. Our vCloud
Air offerings rely upon third-party providers topguly data center space, equipment maintenancethed aolocation services. While we have
entered into various agreements for the leasetaf@mter space, equipment maintenance and othwices third parties could fail to live up
the contractual obligations under those agreementsexample, a data center landlord may fail teqactely maintain its facilities or provide
an appropriate data center infrastructure for witich
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responsible. If that were to happen, our abilitgdétiver services at levels acceptable to our ecuste and at levels that we have committed to
could be impaired. Additionally, if the third pas that we rely on do fail to deliver on their ghlions, our reputation could be damaged, our
customers could lose confidence in us, and ouitybdl maintain and expand our vCloud Air offeringsuld be impaired.

Ongoing uncertainty regarding global economic cotidns and the stability of regional financial marlks may reduce information
technology spending below current expectations d@hdrefore adversely impact our revenues, impede-aadr adoption of new products al
services and product and service upgrades, and eshlg impact our competitive positio

Our business depends on the overall demand fomiration technology and on the economic health ofcourent and prospective
customers. The purchase of our products and seridagten discretionary and may involve a sigmaifitcommitment of capital and other
resources. Weak economic conditions or significentertainty regarding the stability of financialnkets could adversely impact our business
financial condition and results of operations imumnber of ways, including by lengthening sales eycaffecting the size of enterprise license
agreements (“ELAS”) that customers will commititeducing the level of our non-ELA transactionaksalowering prices for our products and
services, reducing unit sales and reducing theafadeloption of our products and services by nestamers and the willingness of current
customers to purchase upgrades to our existinguptednd services. For example, a recurrence cfdbhereign debt crisis in Europe or that
region’s failure to recover from recession wouldetiten to suppress demand and our customers’ @cceseglit in that region, which is an
important market for our products and services.if\aklly, in response to sustained economic udety, many national and local
governments that are current or prospective cug®ioe our products and services, including the.ie8eral government, have made, or
threatened to make, significant spending cutbadkisiwcould reduce the amount of government spenaliin” and the potential demand for
our products and services from the government secto

Regional economic uncertainty can also result imega and ongoing tightening in the credit markletser levels of liquidity, increases in
the rates of default and bankruptcy and significentatility in the credit, equity and fixed incomearkets. 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 meeftcoedit requirements, we may not be able tc
record accounts receivable or unearned revenugegognize revenues from these customers until e&ve payment, which could adversely
affect the amount of revenues we are able to rézedn a particular period.

In addition, although we plan to continue makingtggic investments in our business, many of oorpeditors have significantly greater
financial, technical and other resources than wedd to the degree that the economic recovernyami or not sustained, they may be better
positioned to continue investment in competitiveht®logies.

Our revenues, unearned revenues, collection of agas receivable and financial results may be adwadysimpacted by fluctuation of foreigc
currency exchange rates. Although foreign currenbgdges can offset some of the risk related to fgrecurrency fluctuations, we will
continue to experience foreign currency gains arabkes in certain instances where it is not possinieost effective to hedge our foreign
currency exposures.

Our revenues, unearned revenues, and our colleztiaocounts receivable may be adversely impactedrasult of fluctuations in the
exchange rates between the U.S. dollar and fomigmncies. For example, we have distributors igifm countries that may incur higher cc
in periods when the value of the U.S. dollar sttkags against foreign currencies. One or moreeaxfahdistributors could delay payments or
default on credit extended to them as a result. giggificant delay or default in the collectiongifnificant accounts receivable could result in
an increased need for us to obtain working capitah other sources. If we determine that the amofiaccounts receivable that is
uncollectible is greater than our estimates, weldoecognize an increase in bad debt expense, witechd have a negative impact on our
results of operations. In addition, in periods witemvalue of the U.S. dollar strengthens, we negdrto offer additional discounts, reduce
prices or offer other incentives to mitigate thgatéve effect on demand.

We invoice and collect in certain non-U.S. dollandminated currencies, thereby conducting a podfarur transactions in currencies
other than the U.S. dollar. Although this practicay alleviate credit risk from our distributors thgy periods when the U.S. dollar strengthens,
it shifts the risk of currency fluctuations to usdamay negatively impact our revenues, unearneghigss, anticipated cash flows and financial
results due to fluctuations in foreign currencyletge rates, particularly the euro, the Britishmuhuhe Japanese yen, the Australian dollai
the Chinese renminbi relative to the U.S. dollahi/variability in operating margin may be reduckek to invoicing in certain of the local
currencies in which we also recognize expensegased exposure to foreign currency fluctuationkimtroduce additional risk for variability
in revenue-related components of our consolidatexhtial statements. In 2014 approximately 30%uwfsales were invoiced and collected in
certain non-U.S. dollar denominated currencies.

We enter into foreign currency forward contracthi¢alge a portion of our net outstanding monetasgtasand liabilities against moveme
in certain foreign exchange rates. Although we ekpee gains and losses on our foreign currenaydad contracts to generally offset the
majority of the gains and losses associated withutiderlying foreign-currency denominated
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assets and liabilities that we hedge, our hedgamgstictions may not yield the results we expectlithahally, we expect to continue to
experience foreign currency gains and losses iraioeinstances where it is not possible or cogcdiffe to hedge our foreign currency
exposures. For example, we experienced a measuradpgive impact to our revenues in the fourth tuanf 2014 due to exchange rate
fluctuations and we expect a further negative imhp@@015 revenues and unearned revenues everréincy exchange rates stabilize. The
further weakening of foreign currency exchangesafgainst the U.S. dollar would likely result irdédabnal adverse impact on our revenues.

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

The virtualization, cloud computing, end-user cotimpuand SDDC industries are characterized by rggutinological changes, changing
customer needs, frequent new software productdotriiions and evolving industry standards. The thintion of third-party solutions
embodying new technologies and the emergence ofmswstry standards could make our existing andré&usoftware solutions obsolete and
unmarketable. Cloud computing is proving to besaugitive technology that will alter the way thasmesses consume, manage and provide
physical IT resources, applications, data and [Vises. We may not be able to establish or sustairthought leadership in the cloud
computing and enterprise software fields, and ogtamers may not view our products and servicésnmvative and best-of-breed, which
could result in a reduction in market share andiaiility to command a pricing premium over conifpetproducts and services. We may not
be able to develop updated products and servieegéep pace with technological developments arnetgimg industry standards and that
address the increasingly sophisticated needs afusiomers or that interoperate with new or updafestating systems and hardware devices
or certify our products and services to work wiikde systems and devices. As a result, we mayeraile to accurately predict the lifecycle of
our software solutions, and they may become olsdlefiore we receive the amount of revenues thaintieipate from them. There is no
assurance that any of our new offerings would lmegied in the marketplace. Significant reductionserver-related costs or the rise of more
efficient infrastructure management software calw affect demand for our software solutions. Agltvare and processors become more
powerful, we will have to adapt our product and/ges offerings to take advantage of the increasgxhbilities. For example, while the
introduction of more powerful servers presents gpootunity for us to provide better products for oustomers, the migration of servers to
microprocessors with an increasing number of migltqores also allows an end user with a given nurabkcensed copies of our software to
multiply the number of virtualization machines noer server socket without having to purchase amditilicenses from us. If we are unable to
revise our solutions and offerings in responsectw technological developments, our ability to netai increase market share and revenues in
the virtualization software space could be matlyrimdiversely affected.

Our operating results may fluctuate significantlyvhich makes our future results difficult to predi@nd may result in our operating results
falling below expectations or our guidance and cauthe price of our Class A common stock to decli

Our operating results may fluctuate due to a waéfactors, many of which are outside of our cohtAs a result, comparing our
operating results on a period-to-period basis n@ybe meaningful. Our past results should not bedepon as an indication of our future
performance. In addition, a significant portionoofr quarterly sales typically occurs during the lasnth of the quarter, which generally
reflects customer buying patterns for enterpris@rielogy. As a result, our quarterly operating lssare difficult to predict even in the near
term. If our revenues or operating results falblethe expectations of investors or securitiesyatalor below any guidance we may provide t
the market, the price of our Class A common stookld likely decline substantially.

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

» general economic conditions in our domestic iaternational markets and the effect that theselitioms have on our customers’
capital budgets and the availability of funding $oiftware purchases;

» fluctuations in demand, adoption rates, sales syatel pricing levels for our products and serv
» fluctuations in foreign currency exchange re
» changes in custometrsudgets for information technology purchases arttiértiming of their purchasing decisic

» the timing of recognizing revenues in any givenrtgrawhich, as a result of software revenue reitmgnpolicies, can be affected b
number of factors, including product announcemerea programs and product promotions that canecayenue recognition of
certain orders to be deferred until future prodtetehich customers are entitled become available;

» the sale of our products and services in the tiramés we anticipate, including the number andaizeders in each quart

e our ability to develop, introduce and ship itiraely manner new products and services and enhatts that meet customer demand
certification requirements and technical requiretsen
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» the introduction of new pricing and packaging medel our product offering
» the timing of the announcement or release of ugggad new products and services by us or by oupetitors

e our ability to maintain scalable internal systemsreporting, order processing, license fulfillmgmtoduct delivery, purchasing, billii
and general accounting, among other functions;

e our ability to control costs, including our opengtiexpense

» changes to our effective tax rz

» the increasing scale of our business and its effiectur ability to maintain historical rates of gth;

» our ability to attract and retain highly skilled ployees, particularly those with relevant expereemcsoftware development and se
» our ability to conform to emerging industry stardtaand to technological developments by our cortgystand custome!

* renewal rates and the amounts of the renewalslf8sE&s original ELA terms expit

» the timing and amount of software developmeststhat may be capitalized beginning when tectuicét feasibility has been
established and ending when the product is availfvlgeneral release;

» unplanned events that could affect market peiwepf the quality or cosffectiveness of our products and solutions;
» the recoverability of benefits from goodwill andjared intangible assets, and the potential impaitnof these asse

The failure by customers to renew large license egment transactions on a satisfactory basis coulatenially adversely affect our busines
financial condition, operating results and cash flo

Our core customers are large enterprises with rgaliir enterprise license agreements, each of winatives substantial aggregate fee
amounts. The failure to renew those transactionisdrfuture, at a dollar value at least equal &odtiginal agreement, or to replace those
enterprise license agreements with new transactibsinilar scope, on terms that are commerciatisaative to us could materially adversely
affect our business, financial condition, operatiagults and cash flow.

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

Developing our products and services is expen§he.investment in research and development mayeasoit in marketable products or
services or may result in products and servicest#hk@ longer to generate revenues, or may genesgaevenues, than we anticipate. Our
research and development expenses were approxyn24af4 of our total revenues during both 2014 ant3200ur future plans include
significant investments in software research anetligpment and related product opportunities. Webelthat we must continue to dedicate a
significant amount of resources to our researchdavelopment efforts to maintain our competitivaifion. However, we may not receive
significant revenues from these investments foesswears, if at all.

Our products and services are sold using ELAs ahdough our transactional business, and this stratemay not drive long-term sales and
revenue growth.

We sell our products and services through two piymaeans, which we refer to as our ELA and our Ba#, or transactional, sales.

ELAs are comprehensive long-term license agreentkatgprovide for multi-year maintenance and suppod constitute an increasing
percentage of total overall sales. We believe Ehats help us grow our business by building long¥teelationships with our enterprise
customers.

In recent periods, 25% to 40% of our overall salgsh quarter have been comprised of ELAs. Thesgemrerally larger size transactions,
typically driven by our direct sales force and jprienarily attractive to our larger enterprise cuséss.

Transactional sales, in contrast, tend to be smiallgcope, shorter in duration with a standard-ye® maintenance term, and are
principally driven by our sales channel partnernstdtically, they have represented 60% to 75% ofauerall sales.

Our year-over-year overall sales, ELA sales andmumsactional sales all increased in 2014 compar2013. Although our transactional
business has increased during 2014, as we devetbadtl new product and service capabilities tohagiter-end product offerings, and as our
ELA volume continues to grow, we may not be sudcéds our strategy to increase the value of thedpicts and services sold through the
transactional business. Consequently, we may nablgeto increase sales
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volumes in our transactional business or help@ttraw customers to our product ecosystem witheotianced product features and
capabilities.

If our overall go-to-market strategy is not sucé@s®ur growth rates may decline further, and business, financial condition and results
of operations could be materially adversely affdcte

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

The timing of our revenues is difficult to predi€ur sales efforts involve educating our custonadieut the use and benefit of our prod
and services, including their technical capabaitigotential cost savings to an organization amdatdges compared to loweost products an
services offered by our competitors. Customerscglpyi undertake a significant evaluation process tas in the past resulted in a lengthy <
cycle which typically lasts several months, and ey a year or longer. We spend substantial teffert and money on our sales efforts
without any assurance that our efforts will prodaog sales. In addition, product and service pgebare frequently subject to budget
constraints, economic conditions, multiple appreyahd unplanned administrative, processing aner atblays. Moreover, the greater number
of competitive alternatives, as well as announcesiey our competitors that they intend to introdoompetitive alternatives at some point in
the future, can lengthen customer procurement syckuse us to spend additional time and resotomaucate end users on the advantages
our product and service offerings and delay produact service sales. Economic downturns and unogrtean also cause customers to add
layers to their internal purchase approval processgding further time to a sales cycle. Additibnads we sell more products and services to
domestic and foreign governments, we may encolengthier sales cycles, complicated budgeting eeg and complex procurement
regulations. These factors can have a particulpaanon the timing and length of our ELA sales eg@nd our overall sales during any
particular fiscal period may have greater varispiis a greater portion of our sales is made indiELAS.

Additionally, our quarterly sales have historicaléflected an uneven pattern in which a dispropogtie percentage of a quarter’s total
sales occur in the last month, weeks and daysatf @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, earaimgjsvorking capital for each financial period
especially difficult and uncertain and increaseribk of unanticipated variations in financial cii@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 iruanter to commit to a purchase in the hope of abigimore favorable pricin

» the fourth quarter influence of customers spegdheir remaining capital budget authorizatioropto new budget constraints in the
following year; and

» seasonal influences, such as holiday or vacaticogxs

If sales expected from specific customers for gi@#ar quarter are not realized in that quarteatoall, our results could fall short of pub
expectations and our business, financial condaiwch results of operations could be materially asklgraffected.

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

Our success depends largely upon the continueétssref our existing management. We are also satisig dependent on the continued
service of our key development personnel for prodnd service innovation and timely development @gld/ery of upgrades and
enhancements to our existing products and servidesmarket for expert software developers uponmwhe rely has become increasingly
competitive. We generally do not have employmentar-compete agreements with our existing managearatevelopment personnel, and,
therefore, they could terminate their employmernhwis at any time without penalty and could pumsemployment opportunities with any of
our competitors. Changes to management and keyogags can also lead to additional unplanned lasfSlesy employees. The loss of key
employees could seriously harm our ability to reéeaew products and services on a timely basisamd significantly help our competitors.

Because competition for our target employees igitge, 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 continue tactand retain highly qualified personnel. Contpeiifor these personnel is intense,
especially for senior sales executives and engineih high levels of experience in designing ardedoping software. We may not be
successful in attracting and retaining qualifiedspanel. We have from time to time in the past epeed, and we expect to continue to
experience in the future, difficulty in hiring anetaining highly skilled employees with approprigtelifications. Many of the companies with
which we compete for experienced personnel have
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greater resources than we have. Research and geesib personnel are also aggressively recruitestdryup and emerging growth companies
which are especially active in many of the techiicaas and geographic regions in which we conpiiartuct and service development. In
addition, in making employment decisions, partidyln the high-technology industry, job candidatéten consider the value of the stock-
based compensation they are to receive in conmegiith their employment. Declines in the value of stock could adversely affect our abi

to attract or retain key employees and result indased employee compensation expenses. If wi faitract new personnel or fail to retain
and motivate our current personnel, our busineddw@nre growth prospects could be severely harmed.

Our success depends upon our ability to develop peaducts and services, integrate acquired produatsl services, enhance our existing
products and services and develop appropriate besgand pricing model:

If we are unable to develop new products and sesyititegrate acquired products and services, egtamd improve our products and
support services in a timely manner, or positioprice our products and services to meet markeaddncustomers may not buy new softwar:
licenses from us, update to new versions of ounsoe or renew product support. In addition, infation technology standards from both
consortia and formal standards-setting forums dsasale facto marketplace standards are rapidijveng. We cannot provide any assurance
that the standards on which we choose to develappneducts and services will allow us to compefeatively for business opportunities in
emerging areas such as cloud computing.

New product and service development and introdadtigolve a significant commitment of time and nesies and is subject to a number
of risks and challenges including:

* managing the length of the development cyclenfw products and services and product and seewnliancements, which has
frequently been longer than we originally expected,;

* increasing complexity of our product offeringsvae introduce product suites such as our vClout Suhich can significantly
increase the development time and effort necedsaaghieve the interoperability of product suitenpmnents while maintaining
product quality;

» growth rates of our emerging products and sesvinay be negatively impacted despite their teehmerit by the need to package
such products and services in more complex proslitg offerings that require more time for customealuation and purchase
decisions;

* managing customergansitions to new products and services, whichreault in delays in their purchasing decisi

« adapting to emerging and evolving industry stanslarttl to technological developments by our conmgrsténd custome
e entering into new or unproven markets with whichhaee limited experienc

e reacting to trends and predicting which technolegiél be successful and develop into industry déads

« tailoring our business and pricing models appetely as we enter new markets and respond to etitiye pressures and
technological changes;

e incorporating and integrating acquired products atinologies; ar
» developing or expanding efficient sales chan

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 subscnipbased pricing models for our products, we malyt@eset pricing at levels appropriate to
maintain our revenue streams or our customers Mmagse to deploy products from our competitors they believe are priced more favorably.
Additionally, we may fail to accurately predict sabiption renewal rates or their impact on resoltgperations, and because revenues from
subscriptions is recognized for our services oliertérm of the subscription, downturns or uptumsales may not be immediately reflected in
our results. As we offer more products that depmmdonverting users of free services to usersahprm services and as such services grc
size, our ability to maintain or improve and togiot conversion rates will become more important.

Breaches of our cybersecurity systems could degradieability to conduct our business operations addliver products and services to @
customers, delay our ability to recognize revenaempromise the integrity of our software productssult in significant data losses and the
theft of our intellectual property, damage our refation, expose us to liability to third parties, direquire us to incur significant additional
costs to maintain the security of our networks addta.

We increasingly depend upon our IT systems to condttually all of our business operations, rargfrom our internal operations and
product development activities to our marketing aalks efforts and communications with our custemaed business partners. Unauthorized
parties have attempted to penetrate our networkrisg@and our website. Such cyberattacks
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threaten to misappropriate our proprietary infoinrand cause interruptions of our IT services.dBse the techniques used by unauthorized
persons to access or sabotage networks changefrigand may not be recognized until launchedrega target, we may be unable to
anticipate these techniques. Further, if unautledriezccess or sabotage remains undetected for emdext period of time, the effects of such
breach could be exacerbated. In addition, sophtgtithardware and operating system software arltcaijppns that we produce or procure
from third parties may contain defects in desigmanufacture, including “bugs” and other probletvs tould unexpectedly interfere with the
operation of the system. Our exposure to cyberigdhreats and negative consequences of cybeiggbueaches will likely increase as our
vCloud Air business expands and we store increasimgunts of customer data and host or manage gfastsstomers’ businesses in cloud-
based IT environments.

We have also outsourced a number of our businessidms to third party contractors, and our busSreserations also depend, in part, on
the success of our contractoostn cybersecurity measures. We also use thirdgsatti provide colocation services (i.e. data cesgerices) fo
our hybrid cloud offering. Similarly, we rely updalistributors, resellers, system vendors and systetagrators to sell our products and our
sales operations depend, in part, on the religlgfitheir cybersecurity measures. Additionally, eepend upon our employees to appropriatel
handle confidential data and deploy our IT resasiinesafe and secure fashion that does not exposgetwork systems to security breaches
and the loss of data. Accordingly, if our cyberségisystems and those of our contractors, partaedsvendors fail to protect against
unauthorized access, sophisticated cyberattackthendishandling of data by our employees, contracpartners or vendors, our ability to
conduct our business effectively could be damagedriumber of ways, including:

» sensitive data regarding our business, includitglectual property and other proprietary data|d¢de stoler

* our electronic communications systems, includintail and other methods, could be disrupted, amdoility to conduct our business
operations could be seriously damaged until sustesys can be restored and secured;

* our ability to process customer orders and sdeatally deliver products and services could bgrdded, and our distribution channels
could be disrupted, resulting in delays in reveragagnition;

» defects and security vulnerabilities could bpleited or introduced into our software product®or hybrid cloud offering, thereby
damaging the reputation and perceived reliabilitgt aecurity of our products and services and pisigntnaking the data systems of
our customers vulnerable to further data loss gheérincidents; and

» personally identifiable or confidential data of @muistomers, employees and business partners cewdtblen or los

Should any of the above events occur, we couldibgst to significant claims for liability from owustomers, regulatory actions from
governmental agencies, our ability to protect otellectual property rights could be compromised aur reputation and competitive position
could be significantly harmed. Also, the regulatand contractual actions, litigations, investigasiofines, penalties and liabilities relating to
data breaches that result in losses of persorddiytifiable or credit card information of usersoof services can be significant in terms of fines
and reputational impact, and necessitate changag tousiness operations that may be disruptivest@dditionally, we could incur significant
costs in order to upgrade our cybersecurity systamisremediate damages. Consequently, our finapeifdrmance and results of operations
could be adversely affected.

Our products and services are highly technical antay contain errors, defects or security vulnerab#is which could cause harm to our
reputation and adversely affect our business.

Our products and services are highly technicalamplex and, when deployed, have contained andaoiatain errors, defects or security
vulnerabilities. Some errors in our products ovs®s may only be discovered after a product oriserhas been installed and used by
customers. Any errors, defects or security vulniitis discovered in our products or servicesrafemmercial release could result in loss of
revenues or delay in revenue recognition, lossisfamers and increased service and warranty aogstfavhich could adversely affect our
business, financial condition and results of openst Undiscovered vulnerabilities in our produmtservices could expose them to hackers ol
other unscrupulous third parties who develop amdayeviruses, worms, and other malicious softwaiepams that could attack our products
or services. In the past, VMware has been madeeafgublic postings by hackers of portions of source code. It is possible that the
released source code could expose unknown seautitgrabilities in our products and services tlmtld be exploited by hackers or others.
We may also inherit unknown security vulnerabititighen we integrate the products or services ofpeones that we acquire into existing and
new VMware products or services.

Actual or perceived security vulnerabilities in guoducts or services could harm our reputationlaad some customers to return
products or services, to reduce or delay futurelmases or to use competitive products or servieed.users, who rely on our products and
services for the interoperability of enterprisevees and applications that are critical to thefoimation systems, may have a greater sensitivit
to product errors and security vulnerabilities tikastomers for software products generally. Anyusgcbreaches could lead to interruptions,
delays and data loss and protection concerns. &ynhature, security breaches are often diffiauiti¢étect and the failure to detect a breach for
an extended period of time could
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significantly increase the damage it could caus@ddition, we could face claims for product liéiltort or breach of warranty, including
claims relating to changes to our products andicesumade by our channel partners. Our contrad¢tsamistomers contain provisions relatin
warranty disclaimers and liability limitations, vehi may not be upheld, and customers and channelgpamay seek indemnification from us
for their losses and those of their customers. ifey a lawsuit, regardless of its merit, is costiyl time-consuming and may divert
management’s attention and adversely affect th&etiarperception of us and our products and sesviceaddition, if our business liability
insurance coverage proves inadequate or futurerageds unavailable on acceptable terms or abaflpusiness, financial condition and res
of operations could be adversely impacted.

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

Revenues from customers outside the United Statapiised approximately 52% of our total revenueth@years ended 2014 and 2013 .
We have sales, administrative, research and deweopand technical support personnel in numeroustdes worldwide. We expect to
continue to add personnel in additional countegditionally, our investment portfolio includes iestments in non-U.S. financial instruments
and holdings in non-U.S. financial institutionsgliding European institutions. Our internationagégions subject us to a variety of risks,
including:

» the difficulty of managing and staffing interitatal offices and the increased travel, infrasuitestand legal compliance costs
associated with multiple international locations;

* increased exposure to foreign currency exchangerisit
» difficulties in enforcing contracts and collectingcounts receivable, and longer payment cyclegcésly in emerging marke:
« difficulties in delivering support, training andaomentation in certain foreign mark

» tariffs and trade barriers and other regulatorgontractual limitations on our ability to setl@evelop our products and services in
certain foreign markets;

e economic or political instability and security cenas in countries that are important to our intéomal sales and operatio

e macroeconomic disruptions, such as monetaryceadit crises, that can threaten the stabilityoofl and regional financial institutions
and decrease the value of our international invests;

» the overlap of different tax structures or charnigaaternational tax law

» reduced protection for intellectual property righteluding reduced protection from software piracysome countrie
» difficulties in transferring funds from certain adties; an

» difficulties in maintaining appropriate controldatng to revenue recognition practic

Additionally, as we continue to expand our busirgebally, we will need to maintain compliance witlyal and regulatory requirements
covering the foreign activities of U.S. corporagpsuch as export control requirements and theigfo@orrupt Practices Act, as well as with
local regulatory requirements in non-U.S. jurisidics. These risks will increase as we expand oaraifpns to locations with a higher
incidence of corruption and fraudulent businesstmas. Our success will depend, in large parpwnability to anticipate and effectively
manage these and other risks associated with ternational operations. We expect a significantiporof our growth to occur in foreign
countries, which can add to the difficulties in ntaining adequate management and compliance systethnisiternal controls over financial
reporting, and increase challenges in managing@an@ation operating in various countries. In &ddj potential fallout from recent
disclosures related to the U.S. Internet and conications surveillance could also make foreign congis reluctant to purchase cloud
computing products and services from U.S.-basecpbenies and impair our growth rate in foreign masket

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

Failure to effectively manage our product and secgilifecycles could materially adversely affect dusiness, financial condition, operatin
results and cash flow.

As part of the natural lifecycle of our productsiaervices, we periodically inform customers thaidpicts or services will be reaching
their end of life or end of availability and wilbrlonger be supported or receive updates and sg@atiches. To the extent these products or
services remain subject to a service contract thithcustomer, we offer to transition the custoroaalternative products or services. Failure to
effectively manage our product and service lifeegatould lead to
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customer dissatisfaction, and contractual lialetitiwhich could materially adversely affect ouribess, financial condition, operating results
and cash flow.

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 et that our solutions interoperate with those pnacts, our product development efforts
may be delayed or foreclosed.

Our products interoperate with Windows, Linux arlden operating systems and the hardware devicesroérous manufacturers.
Developing products that interoperate properly megusubstantial partnering, capital investment@mgloyee resources, as well as the
cooperation of the vendors and developers of tleeatimg systems and hardware. Operating systerhandvare vendors may not provide us
with early access to their technology and prodwdsist us in these development efforts or shateavisell to us any application programming
interfaces, or APIs, formats or protocols we magchédf they do not provide us with the necessarlyescess, assistance or proprietary
technology on a timely basis, we may experiencdycbdevelopment delays or be unable to expangmatucts into other areas. To the ex
that software or hardware vendors develop prodhetscompete with ours or those of our controlétgckholder, EMC Corporation (“EMC”),
they may have an incentive to withhold their coagien, decline to share access or sell to us tiveprietary APIs, protocols or formats, or
engage in practices to actively limit the functitityacompatibility and certification of our prodtsc To the extent that we enter into
collaborations or joint development and marketimgrgements with certain hardware and software @endendors who compete with our
collaborative partners may similarly choose to titheir cooperation with us. In addition, hardwareperating system vendors may fail to
certify or support or continue to certify or suppour products for their systems. If any of theefpwing occurs, our product development eff
may be delayed or foreclosed and our businessemults of operations may be adversely affected.

We rely on distributors, resellers, system vendamnsl systems integrators to sell our products and/ges, and our failure to effectively
develop, manage or prevent disruptions to our distition channels and the processes and procedutes support them could cause a
reduction in the number of end users of our prodscind services.

Our future success is highly dependent upon maiimgiand increasing the number of our relationshijtlks distributors, resellers, system
vendors and systems integrators. Because we raljystiibutors, resellers, system vendors and systategrators, we may have little or no
contact with the ultimate users of our products serdices, thereby making it more difficult fortesestablish brand awareness, ensure prope
delivery and installation of our products and segsi service ongoing customer requirements, edigrat-user demand and respond to
evolving customer needs.

Recruiting and retaining qualified channel partrard training them in the use of our technology pratiuct offerings requires significant
time and resources. In order to develop and expandistribution channel, we must continue to expand improve our processes and
procedures that support our channel, includingimegstment in systems and training, and those ge@seand procedures may become
increasingly complex and difficult to manage. Timeet and expense required for sales and marketg@narations of our channel partners to
become familiar with our product and service offgg, including our new product and service develapsy may make it more difficult to
introduce those products and services to end aserslelay end-user adoption of our product andeenfferings.

We generally do not have long-term contracts orimmiim purchase commitments with our distributorsghers, system vendors and
systems integrators, and our contracts with theaarnel partners do not prohibit them from offenmmgducts or services that compete with
ours. Our competitors may be effective in providinmgentives to existing and potential channel parrio favor products and services of our
competitors or to prevent or reduce sales of codycts and services. Certain system vendors nav offimpeting virtualization products pre-
installed on their server products and serviceglithahally, our competitors could attempt to reguikey distributors to enter into exclusivity
arrangements with them or otherwise apply thetipg or marketing leverage to discourage distrilaifoom offering our products and
services. Accordingly, our channel partners mayoskmot to offer our products and services exchgior at all. Our failure to maintain and
increase the number of relationships with chanaeiers would likely lead to a loss of end userswfproducts and services, which would
result in us receiving lower revenues from our cteupartners.

Three of our distributors each accounted for 10%more of our consolidated revenues during the gaded of 2014 Our agreements wi
distributors are typically terminable by eithertyarpon 30 to 90 days’ prior written notice to titber party, and neither party has any
obligation to purchase or sell any products orises/under the agreements. While we believe thatave in place, or would have in place by
the date of any such termination, agreements wjglacement distributors sufficient to maintain oewrenues from distribution, if we were to
lose the distribution services of a significantidlisitor, such loss could have a negative impaaunresults of operations until such time as
arrange to replace these distribution services thighservices of existing or new distributors.
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The concentration of our product sales among a Ited number of distributors increases our potent@kdit risk. Additionally, weakness in
credit markets could affect the ability of our ditutors, resellers and customers to comply witletterms of credit we provide in the
ordinary course of business. Accordingly, if ouradiibutors, resellers and customers find it diffitttto obtain credit or comply with the tern
of their credit obligations, it could cause signifant fluctuations or declines in our product revess.

Three of our distributors each accounted for 10%nore of our consolidated revenues during the gaded of 2014 . We anticipate that
sales of our products to a limited number of distiors will continue to account for a significamtrfion of our total product revenues for the
foreseeable future. The concentration of produessamong certain distributors increases our piatieeriedit risks. For example, approximat
42% of our total accounts receivable as of DecerBlbgP014 was from these three distributors. Sohwiodistributors may experience
financial difficulties, which could adversely impawur collection of accounts receivable. One oremafrthese distributors could delay
payments or default on credit extended to them.eposure to credit risks of our distributors magréase if our distributors and their
customers are adversely affected by global or redieconomic conditions. Additionally, we providedit to distributors, resellers, and certain
end-user customers in the normal course of busi@sslit is generally extended to new customersdagpon a credit evaluation. Credit is
extended to existing customers based on ongoirdit@ealuations, prior payment history, and demi@ist financial stability. We often allow
distributors and customers to purchase and reshipenents of products in excess of their estahbdiginedit limit. We are unable to recognize
revenues from such shipments until the collectibiihose amounts becomes reasonably assured. Anijicigt delay or default in the
collection of significant accounts receivable corddult in an increased need for us to obtain vmgykiapital from other sources, possibly on
worse terms than we could have negotiated if wedsséablished such working capital resources poa@uch delays or defaults. Any significant
default could result in a negative impact on ogules of operations and delay our ability to redegmevenue.

We may become involved in litigation and regulatanguiries and proceedings that could negativelyfext us.

From time to time, we are involved in various legalministrative and regulatory proceedings, clailesnands and investigations relating
to our business, which may include claims with eetppo commercial, product liability, intellectyaioperty, employment, class action,
whistleblower and other matters. In the ordinaryrse of business, VMware also receives inquiriesifand has discussions with government
entities regarding the compliance of its contragtind sales practices with laws and regulationsh $uatters can be time-consuming, divert
management’s attention and resources and causangit significant expenses. While no formal legalceedings that we expect to have a
material impact on our financial condition or résudf operations have been commenced, there can hesurance that actions will not be te
in the future, and final resolution of such claicmsild be materially different from our current esdites. Furthermore, because litigation and th
outcome of regulatory proceedings are inherentpyredictable, it is possible that our business,iai@ condition or results of operations could
be negatively affected by an unfavorable resolutibane or more of such proceedings, claims, demandhvestigations.

Our business is subject to a variety of U.S. anteimational laws and regulations regarding data pextion.

Our business is subject to federal, state andriatemal laws and regulations regarding privacy predection of personal data. As Internet
commerce continues to evolve, regulation by fegdstate and foreign governments or agencies iatthas of data privacy and data security is
likely to increase. Other nations have data priagys that, in some respects, are more stringeant piivacy standards in the United States. A:
we expand our operations in these countries, ability exposure and the complexity and cost of piamce with data and privacy
requirements will likely increase. We collect caritand other personal or identifying informatioarfr our customers. Additionally, in
connection with some of our product initiatives;lirding our web-based services, mobile servicesoamdCloud Air offering, we expect that
our customers may increasingly use our servicesoi@ and process personal information and otlgerdaited data. We post, on our websites,
and, where appropriate, within our products, ourgmy policies and practices concerning our treatnoé personal data. We also often include
privacy commitments in our contracts. Any failugeus to comply with our posted privacy policied)artfederal, state or international privacy-
related or data protection laws and regulationghemprivacy commitments contained in our contraotdd result in proceedings against us by
governmental entities or others, which could haveaterial adverse effect on our business, finargadition and results of operations. In
addition, the increased attention focused uponlikalissues as a result of lawsuits and legisktiwoposals could harm our reputation or
otherwise impact the growth of our business.

It is possible that these laws and regulations beinterpreted and applied in a manner that isnigistent with our data practices. If so, in
addition to the possibility of fines and penaltiagjovernmental order requiring that we changedatat practices could result, which in turn
could have a material adverse effect on our busi@smpliance with such an order may involve sigaift costs or require changes in busi
practices that result in reduced revenues. Nondamg# could result in penalties being imposed oaruge could be ordered to cease
conducting the noncompliant activity.

In addition to government regulation, privacy aca@cand industry groups or other third parties piapose new and different self-
regulatory standards that either legally or contralty apply to our customers or us. Any inabilityadequately
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address privacy concerns, even if unfounded, omptpmith applicable privacy or data protection lawesgulations and standards, could result
in additional cost and liability to us, damage peputation, reduce sales and harm our business.

Additionally, our virtualization technology is useg cloud computing vendors, and we have expandethgolvement in the delivery and
provision of cloud computing through business atlizs with various providers of cloud computing 8% and software and expect to conti
to do so in the future. The application of U.S. artdrnational data privacy laws to cloud computiegdors is uncertain, and our existing
contractual provisions may prove to be inadequaf@dtect us from claims for data loss or regulatayncompliance made against cloud
computing providers who we may partner with. Acdogty, the failure to comply with data protectiaawls and regulations by our customers
and business partners who provide cloud compugngces could have a material adverse effect orbosiness.

Since some of our products and services are weddbasr customers store their data on our servet®ar vendors’ servers. This data
may include personal data. It may also includeqmtaid health information (“PHI”) that may be subjecfederal, state and international health
care privacy, data privacy or security laws, inahgdthe Health Insurance Portability and AccourligbAct (“HIPAA”). HIPAA has been
amended by the Health Information Technology fooritamic and Clinical Health Act (“HITECH Act”) witthe result of increased civil
penalties. As a result of HIPAA and the HITECH Awmtisiness associates who have access to PHI pdolideovered entities and other
business associates are now directly subject t&A\NIRVhen our customers place PHI into our web-bassdices, including vCloud Air or our
services hosted on our vCloud Air, we may be rexgliio comply with HIPAA'’s data security requiremeand may be liable for sanctions and
penalties for failure to do so. Any systems failar&eompromise of our security that results inrlease of our customers’ data could (i)
subject us to substantial damage claims from ostoooers, (ii) expose us to costly regulatory reréali, and (iii) harm our reputation and
brand. We may also need to expend significant messuto protect against security breaches.

If we fail to comply with our customer contracts glovernment contracting regulations, our businessutd be adversely affecte

Our contracts with our customers may include unigue specialized performance requirements. Inqudati, our contracts with federal,
state, local and non-U.S. governmental custometanarrangements with distributors and reseildrs may sell directly to governmental
customers are subject to various procurement régn&a contract provisions and other requiremesitsting to their formation, administration
and performance. Any failure by us to comply withygsions in our customer contracts or any violatid government contracting regulations
could result in the imposition of various civil andminal penalties, which may include terminatafrcontracts, forfeiture of profits, suspens
of payments and, in the case of our governmentactst, fines and suspension from future governroentracting. Further, any negative
publicity related to our customer contracts or prgceedings surrounding them, regardless of itaracy, may damage our business and affec
our ability to compete for new contracts. In thdipary course of business, we also receive inqifriem and have ongoing discussions with
government entities regarding the compliance ofamntracting and sales practices with laws andlatigns. We continue to cooperate with
U.S. General Services Administration and the Depant of Justice in their inquiries regarding ouvgmment sales practices between 2006
and 2013. During the second quarter of 2014 , wegweized a liability of approximately $11 million eonnection with this matter as the loss
was determined to be both probable and reasonabiyable. While no formal legal proceedings haverbeommenced, final resolution of the
matter could result in liability materially diffeméfrom the accrued amount, and there can be noass that actions will not be commence
the future. If our customer contracts are termitdiafeve are suspended from government work orsfileother government sanctions are
imposed, or if our ability to compete for new cautss is adversely affected, our business, operatisigts or financial condition could be
adversely affected.

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@shnology. 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 malyb@adequate to preclude misappropriation of oopretary information or infringement of
our intellectual property rights, and our abilityfolice such misappropriation or infringementnigertain, 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 fron
our patent applications, which are not certainy tinay be contested, circumvented or invalidatetthénfuture. Moreover, the rights granted
under any issued patents may not provide us wipr@tary protection or competitive advantages, asdvith any technology, competitors
may be able to develop similar or superior techgie®to our own now or in the future. In additiarg rely on confidentiality or license
agreements with third parties in connection witkirtluse of our products and technology. There iguarantee that such parties will abide by
the terms of such agreements or that we will be tbhdequately enforce our rights, in part becaweseely on “click-wrap” and “shrink-wrap”
licenses in some instances.
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Detecting and protecting against the unauthorizedad our products, technology proprietary rights] intellectual property rights is
expensive, difficult and, in some cases, impossibtgation may be necessary in the future to ezdar defend our intellectual property rig
to protect our trade secrets or to determine thiditsaand scope of the proprietary rights of otheBuch litigation could result in substantial
costs and diversion of management resources, @iftveinich could harm our business, financial conditand results of operations, and there i
no guarantee that we would be successful. Furthe;meany of our current and potential competit@gehthe ability to dedicate substantially
greater resources to protecting their technologntetlectual property rights than we do. Accordinglespite our efforts, we may not be abl
prevent third parties from infringing upon or migagpriating our intellectual property, which coutgsult in a substantial loss of our market
share.

We provide access to our hypervisor and other gel@source code to partners, which creates addaiamsk that our competitors could
develop products that are similar to or better thaars.

Our success and ability to compete depend subaligntpon our internally developed technology, whie some cases is incorporated in
the source code for our products. We seek to pritecsource code, design code, documentation tned imformation relating to our software,
under trade secret, copyright, and other applickas. However, we have chosen to provide accesartbypervisor and other selected source
code to several dozen of our partners for co-dgvetnt, as well as for open APIs, formats and paitod’hough we generally control access
to our source code and other intellectual propantyl enter into confidentiality or license agreetaavith such partners, as well as with our
employees and consultants, this combination ofemtaral and contractual safeguards may be insufitit@protect our trade secrets and other
rights to our technology. Our protective measuray tye inadequate, especially because we may radtlbé¢o prevent our partners, employees
or consultants from violating any agreements ariges we may have in place or abusing their agrassed to our source code. Improper
disclosure or use of our source code could helppetitors develop products similar to or better tbars.

We are, and may in the future be, subject to claibysothers that we infringe or contribute to thefimgement of their proprietary
technology, which could force us to pay damagegoevent us from using certain technology in our piocts.

Companies in the software and technology industves large numbers of patents, copyrights, tradkmand trade secrets and freque
enter into litigation based on allegations of inflgment or other violations of intellectual progeights. This risk may increase as the number
of products and competitors in our market increasesomputing, networking, storage, and softwarhrtelogies increasingly converge. This
risk may also increase as a result of our increggirsence in the mobile enterprise managemenésjphe threat of intellectual property
infringement claims against us may increase irfuhge because of constant technological changieeisegments in which we compete,
extensive patent coverage of existing technologiekthe rapid rate of issuance of new patents.tia@ily, there is an increased risk that our
competitors will use their intellectual propertghits to limit our freedom to operate and exploit products or to otherwise block us from
taking full advantage of our markets.

In addition, as a well-known information technolagympany, we risk being the subject of an incraasimber of intellectual property
infringement claims, including claims by entitiéit do not have operating businesses of their owlrtlzerefore limit our ability to seek
counterclaims for damages and injunctive reliefy Alaim of infringement by a third party, even omhout merit, could cause us to incur
substantial costs defending against the claimcanidt distract our management from our businesgéhBrmore, a party making such a clain
successful, could secure a judgment that requsés pay substantial damages. A judgment couldiatdade an injunction or other court ort
that could prevent us from offering our productsatldition, we might be required to seek a licébs¢he use of such intellectual property,
which may not be available on commercially reaststdrms or at all. Alternatively, we may be reeuito develop nomfringing technology
which could require significant effort and expeasel may ultimately not be successful. Any of thesents could seriously harm our business
operating results and financial condition. Thirdtigs may also assert infringement claims againstastomers and channel partners. Any of
these claims could require us to initiate or defpaténtially protracted and costly litigation oreithbehalf, regardless of the merits of these
claims, because we generally indemnify our custeraad channel partners from claims of infringenaémroprietary rights of third parties in
connection with the use of our products. If anyhafse claims succeed, we may be forced to pay desmagbehalf of our customers or channe
partners, which could negatively affect our resafteperations.

Our use of “open sourceoftware in our products could negatively affectroability to sell our products and subject us togmible litigation.

A significant portion of the products, technolog@asservices acquired, licensed, developed or edféry us may incorporate so-called
“open source” software, and we may incorporate gmemce software into other products in the fut@ech open source software is generally
licensed by its authors or other third parties wrageen source licenses, including, for example GhN&J General Public License, the GNU
Lesser General Public License, “Apache-style” |gms) “BSD-style” licenses and other open sourenties. We monitor our use of open
source software in an effort to avoid subjecting ou
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products to conditions we do not intend. Although velieve that we have complied with our obligagionder the various applicable licenses
for open source software that we use, our processssto monitor how open source software is usettide subject to error. In addition, th

is little or no legal precedent governing the iptetation of terms in most of these licenses. Tioeee any improper usage of open source coul
result in unanticipated obligations regarding owdpicts and technologies. For example, we may bjesied to certain conditions, including
requirements that we offer our products that useofien source software for no cost, that we mak#adle source code for modifications or
derivative works we create based upon incorporatismg or distributing the open source softweat tve license such modifications or
derivative works under the terms of the particalgen source license, that we revise or modify eadpct code to remove alleged infringing
code or that we take other steps to avoid or reraadsileged infringement. Any of these obligationsld have an adverse impact on our
intellectual property rights and our ability to terrevenues from products incorporating the oprnce software.

If an author or other third party that distribuseeh open source software were to allege that Wwanbaicomplied with the conditions of
one or more of these licenses, we could be reqtirgttur significant legal expenses defending agfasuch allegations. Although we have
received inquiries regarding open source licenseptiance for software used in our products, no farlegal proceedings that would have a
material impact on our results of operations oafficial condition have been filed. However, thene lsa no assurance that actions will not be
taken in the future. If our defenses were not ss&ftd we could be subject to significant damayés.could also be enjoined from the
distribution of our products that contained theropeurce software or be required to modify our potslin order to comply with the conditio
of the open source license(s) in question, thediyipting the distribution and sale of some of praducts. In addition, if we combine our
proprietary software with open source software aedain manner, under some open source licenseswe be required to release the source
code of our proprietary software, which could sahsally help our competitors develop products #ratsimilar to or better than ours.

In addition to risks related to license requirersensage of open source software exposes us tothiakdiffer from the use of third-party
commercial software because open source licensorsrglly do not provide warranties or assurandélefor controls on origin of the
software. In addition, many of the risks associatétl usage of open source software such as ttkeofawarranties or assurances of title cannc
be eliminated and could, if not properly addressegjatively affect our business. We have estaldliginecesses to help address these risks,
including a review process for screening requests four development organizations for the use ehagource and conducting appropriate
diligence of the use of open source software irptioelucts developed by companies we acquire, butamaot ensure that our processes wi
sufficient, all open source software will be suligdtfor approval prior to use in our products, lbopen source software is discovered during
due diligence.

We offer a number of products under open sourceelses that subject us to additional risks and ckalljes, which could result in increased
development expenses, delays or disruptions taréease or distribution of those software solutigrad increased competition.

Several of our product offerings are distributedemopen source licenses. Software solutions tiestudostantially or mostly based on o
source software subject us to a number of riskscaatlenges:

» If open source software programmers, most ofrwie do not employ, do not continue to develop emuance open source
technologies, our development expenses could bedred and our product release and upgrade schextullel be delayed.

* One of the characteristics of open source soévsthat anyone can modify the existing softwardevelop new software that
competes with existing open source software. Assalt, competition can develop without the degrfeeverhead and lead time
required by traditional proprietary software comiganlt is also possible for new competitors withajer resources than ours to
develop their own open source solutions, potegti@tiucing the demand for, and putting price presssa, our solutions.

» Itis possible that a court could hold that licenses under which our open source products amvices are developed and licensed ar
not enforceable or that someone could assert i ¢tai proprietary rights in a program developed drstributed under them. Any
ruling by a court that these licenses are not eefasle, or that open source components of our ptaiservices offerings may not be
liberally copied, modified or distributed, may hawe effect of preventing us from distributing @veloping all or a portion of our
products or services. In addition, licensors ofropeurce software employed in our offerings maymftime to time, modify the terms
of their license agreements in such a manner hiogetlicense terms may no longer be compatible etithr open source licenses in
our offerings or our end-user license agreemetgrans of service, and thus could, among other apreseces, prevent us from
continuing to distribute the software code subjedhe modified license or terms of service.
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» Actions to protect and maintain ownership andtid over our intellectual property could adveysaffect our standing in the open
source community, which in turn could limit our Btiyito continue to rely on this community, uponiahwe are dependent, as a
resource to help develop and improve our open sgqureducts and services.

If we are unable to successfully address the angdle of integrating offerings based upon open soierchnology into our business, our
ability to realize revenues from such offeringsl Wwé negatively affected and our development costg increase.

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

We have acquired in the past and plan to acquitieeriuture other businesses, products or techiedogcquisitions can involve
significant risks and uncertainties, which include:

» disrupting our ongoing operations, diverting mgament from day-to-day responsibilities, incregginr expenses, and adversely
impacting our business, financial condition andiltssof operations;

» failure of the acquired business to further ourifess strateg

e uncertainties in achieving the expected benefin acquisition, including enhanced revenue$elogy, human resources, cost
savings, operating efficiencies and other synergies

» reducing cash available for operations, stock retpase programs and other uses and resulting impadte dilutive issuances of equ
securities or the incurrence of debt;

e incurring amortization expense related to identiaintangible assets acquired that could impacoperating result
» difficulty integrating the operations, systems htealogies, products and personnel of the acquitusthbsses effective
e retaining and motivating key personnel from acqlitempanie!

» assuming the liabilities of the acquired busi@scluding acquired litigation-related liabiliieand potential litigation arising from a
proposed or completed acquisition;

* maintaining good relationships with customerduasiness partners of the acquired business cownrcustomers as a result of any
integration of operations;

»  product liability, customer liability or inteliéual property liability associated with the salétee acquired businessproducts

» unidentified issues not discovered during tHigi€ince process, including issues with the acquigsiness’s intellectual property,
product quality, security, privacy practices, aatting practices or legal contingencies;

* maintaining or establishing acceptable standawsyals, procedures or policies with respect toabguired business; a
» risks relating to the challenges and costs of nlpsi transactio

Additionally, we may not be able to find suitabbaisition candidates, and we may not be able toptete acquisitions on favorable
terms, if at all. If we do complete acquisitiong may not ultimately strengthen our competitiveifpms or achieve our goals, or they may be
viewed negatively by customers, financial marketseestors. If our acquisitions do not meet oupentations, or if our strategic focus
subsequently changes, we may choose to abandaincacquired product lines and divest from acquiresinesses. For example, in 2013, we
divested certain business activities, includingi&Rocket, Shavlik, and Zimbra. It is generallyidiift for an acquirer to completely recover
cost of an acquisition which is subsequently diedsAccordingly, divestitures of acquired businesmed products may result in us taking
charges for impairment of assets and goodwill, r@sdlt in cash expenditures in connection with keadt reductions.

The risks described above may be exacerbatedezssith of managing multiple acquisitions at the ssime. We may also face difficulties
due to the lack of experience in new markets, prtedar technologies or the initial dependence damiliar supply or distribution partners.

In addition to business acquisitions, we also $eekvest in businesses such as venture financegbanies and joint ventures that offer
complementary products, services or technologikes& investments are accompanied by risks sinsildroise encountered in an acquisition of
a business. Additionally, we do not control ensitiehere we have a minority investment, and theeefannot ensure that these investments ai
joint ventures will make decisions that promoteg complementary to our business strat
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If our goodwill or amortizable intangible assets &@me impaired, we may be required to record a digant charge to earnings

We may not realize all the economic benefit from acqguisitions of other companies, which could ltgsuan impairment of goodwill or
intangibles. During 2014, our goodwill balance #ssed by $938 million or 31% primarily as a restiicquisitions made during the year. We
review our amortizable intangible assets for impaint when events or changes in circumstances irdica carrying value may not be
recoverable. We test goodwill for impairment assteannually. Factors that may be considered a ehengrcumstances, indicating that the
carrying value of our goodwill or amortizable intginle assets may not be recoverable, include argeiri stock price and market capitalizat
or cash flows, reduced future cash flow estimaird, slower growth rates in our industry. We maydggiired to record a significant charge in
our financial statements during the period in whadly impairment of our goodwill or amortizable inggble assets is determined, negatively
impacting our results of operations.

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

In order to comply with the requirements of Secd@d of the Sarbanes-Oxley Act of 2002, we neaddmtain our processes and system
and adapt them to changes in our business requitsraad regulation. We may seek to automate ceptaicesses to improve efficiencies and
better ensure ongoing compliance but such automatay itself disrupt existing internal controls anttoduce unintended vulnerability to
error or fraud. This continuous process of maintgjrand adapting our internal controls and compgkawith Section 404 is expensive and
time-consuming, and requires significant managementtadte We cannot be certain that our internal aantreasures will continue to provi
adequate control over our financial processes epdrting and ensure compliance with Section 404thEumore, as our business grows and
changes and as we expand through acquisition$ief cbmpanies, our internal controls may becomesrnomplex and we will require
significantly more resources to ensure our intecoalrols overall remain effective. Failure to irplent required new or improved controls, or
difficulties encountered in their implementatiooutd harm our operating results or cause us tddaiheet our reporting obligations. If we or
our independent registered public accounting filentify material weaknesses, the disclosure offtef even if quickly remedied, could
reduce the market's confidence in our financiaesteents and harm our stock price. In addition,éfawve unable to continue to comply with
Section 404, our non-compliance could subject ws\ariety of administrative sanctions, includihg suspension or delisting of our Class A
common stock from the New York Stock Exchange &edability of registered broker-dealers to makeaaket in our Class A common
stock, which could reduce our stock price.

Problems with our information systems could interéewith our business and could adversely impact ayerations.

We rely on our information systems and those afitparties for processing customer orders, delieéyroducts, providing services and
support to our customers, billing and tracking ocustomers, fulfilling contractual obligations artti@rwise running our business. If our syst
fail, our disaster recovery planning and capacifymrove insufficient to enable timely recovenjraportant functions and business records.
Any disruption in our information systems and tho§éhe third parties upon whom we rely could hawagnificant impact on our business. In
addition, we continuously work to enhance our infation systems. The implementation of these typesloancements is frequently disrupi
to the underlying business of an enterprise, whiely especially be the case for us due to the sideeamplexity of our business. Additionally,
our information systems may not support new busimesdels and initiatives and significant investrserttuld be required in order to upgrade
them. Any disruptions relating to our systems egbkarents, particularly any disruptions impacting gperations during the implementation
period, could adversely affect our business inmlmer of respects. Additionally, delays in adaptiog information systems to address new
business models could limit the success or resuhe failure of such initiatives and impair théeefiveness of our internal controls. Even if we
do not encounter these adverse effects, the impitien of these enhancements may be much morly toah we anticipated. If we are
unable to successfully implement the informatiostegns enhancements as planned, our financial comdiesults of operations and cash flc
could be negatively impacted.

Our financial results may be adversely impactedtigher 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 taxesasygdyroll, sales, use, value-added,
net worth, property and goods and services taraspth the United States and various foreign juctszhs. Our domestic and international tax
liabilities are subject to the allocation of reveawand expenses in different jurisdictions andithing of recognizing revenues and expenses.
Additionally, the amount of income taxes paid ibjsat to our interpretation of applicable tax lawshe jurisdictions in which we file and
changes to tax laws. Significant judgment is rezplin determining our worldwide provision for incertaxes and other tax liabilities. From
time to time, we are subject to income and mmome tax examinations. Currently, the EMC comaikd tax group is under federal income
audit for 2009 and
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2010 and the audit is not expected to be complet¢iti2015. While we believe we have complied vathapplicable income tax laws, there
be no assurance that a governing tax authorityneillhave a different interpretation of the law asdess us with additional taxes. Should we
be assessed with additional taxes, there couldrbaterial adverse effect on our financial conditiwmesults of operations.

Our future effective tax rate may be affected bghsiactors as changes in tax laws, our businetes,rehanging interpretation of existing
laws or regulations, the impact of accounting tock-based compensation, the impact of accountinggdsiness combinations, and shifts in
the amount of earnings in the U.S. compared witieiotegions in the world as well as the expiratibstatute of limitations and settlements of
audits, changes in our international organizatéon changes in overall levels of income before Fax.example, the U.S. federal research
credit, which provided a significant reduction iur @ffective tax rate, expired on December 31, 20%idhout the reinstatement of the U.S.
federal research credit, we expect our 2015 effedtx rate to be higher than the 2014 effectixade.

In addition, in the ordinary course of our globakmess, there are many intercompany transactiwhsalculations where the ultimate tax
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 whatéflected in our historical income tax provisiom&laccruals.

Additionally, our rate of taxation in foreign judigtions is lower than the U.S. tax rate. Our in&¢ional income is primarily earned by our
subsidiaries organized in Ireland and as suchefiective tax rate can be impacted by the mix afearnings in the U.S. and foreign
jurisdictions.

During October 2014, Ireland announced revisiorissttax regulations that will require foreign eiauigs earned by our subsidiaries
organized in Ireland to be taxed at higher rates Wl be impacted by the changes in tax regulationireland beginning in 2021.
Additionally, the U.S. and other countries wheredeebusiness have been considering changes tingxiak laws. These potential changes
could also adversely affect our effective tax rate.

Our business is subject to the risks of earthquakié®, floods and other natural catastrophic evarguch as pandemics, and to interruption
by manmade problems, such as computer viruses, unantitépladisruptions in local infrastructure or terrori®, which could result in delay
or cancellations of customer orders or the deployrhef our products and services.

Our corporate headquarters are located in the &aciSco Bay Area, a region known for seismic aigtiA significant natural disaster,
such as an earthquake, fire, flood or other a@ai, could have a material adverse impact on osinkas, financial condition and results of
operations. As we continue to grow internationdtigreasing amounts of our business will be loc@ddreign countries that may be more
subject to political or social instability that ddwdisrupt operations. Furthermore, some of our pevduct initiatives and business functions
hosted and carried out by third parties that mayubeerable to disruptions of these sorts, mamylath may be beyond our control. In
addition, our servers are vulnerable to computersés, break-ins and similar disruptions from uharited tampering with our computer
systems. Unanticipated disruptions in servicesipgea/through localized physical infrastructure,tsas utility or telecommunication outages,
can curtail the functioning of local offices as g critical components of our information systearsd adversely affect our ability to process
orders, provide services, respond to customer stg@amd maintain local and global business corttindiatural disasters that affect the
manufacture of IT products can also delay cust@pending on our software, which is often couplethwustomer purchases of new servers
and IT systems. Furthermore, acts of terrorismar ould cause disruptions in our or our customausiness or the economy as a whole, anc
disease pandemics could temporarily sideline atanhal part of our or our customers’ workforceaay particular time. To the extent that suct
disruptions result in delays or cancellations aftomer orders, or the deployment or availabilitpof products and services, our revenues
would be adversely affected. Additionally, any seekastrophic event could cause us to incur sicanifi costs to repair damages to our
facilities, equipment and infrastructure.

Changes in accounting principles and guidance, oetr interpretation, could result in unfavorable aounting charges or effects, including
changes to our previously-filed financial statementvhich could cause our stock price to decline.

We prepare our consolidated financial statemenée@ordance with accounting principles generalbeated in the United States. These
principles are subject to interpretation by the S@ various bodies formed to interpret and crapfgopriate accounting principles and
guidance. A change in these principles or guidaoca their interpretations, may have a significaffect on our reported results and
retroactively affect previously reported resultsr Example, during May 2014, the Financial Accoogtstandards Board (“FASB”) issued
Accounting Standards Updaté ASU”) No. 2014-09, Revenue from Contracts with ©ustrs (Topic 606). The updated standard is effectiv
for us in the first quarter of 2017. We have ndésted a transition method and are currently evalgadhe effect that the updated standard will
have on our consolidated financial statements aladed disclosures.
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Risks Related to Our Relationship with EMC

As long as EMC controls us, or Class B common stoekiains outstanding, other holders of our Classcdmmon stock will have limite
ability to influence matters requiring stockholdepproval.

As of December 31, 2014 , EMC owned 43,025,000eshaf our Class A common stock and all 300,000€0@0es of our Class B
common stock, representing 79.9% of the total antlihg shares of common stock or 97.@Pthe voting power of outstanding common stc
The holders of our Class A common stock and ous€CBacommon stock have identical rights, preferemeel privileges except with respec
voting and conversion rights, the election of dioes, certain actions that require the consenblifdrs of Class B common stock and other
protective provisions as set forth in our certifecaf incorporation. Holders of our Class B commnstatk are entitled to 10 votes per share of
Class B common stock on all matters except foethetion of our Group Il directors, in which cakey are entitled to one vote per share, and
the holders of our Class A common stock are edtitbeone vote per share of Class A common stock.hididers of Class B common stock,
voting separately as a class, are entitled to 8@ of the total number of directors on our baafrdirectors that we would have if there were
no vacancies on our board of directors at the tithese are our Group | directors. Subject to agiytsi of any series of preferred stock to elect
directors, the holders of Class A common stockthecholders of Class B common stock, voting toge#isea single class, are entitled to elect
our remaining directors, which at no time will es$ than one director-our Group Il director(s). @&dingly, the holders of our Class B
common stock currently are entitled to elect 8wf ® directors.

Our amended and restated certificate of incorpamgtrovides that, if EMC transfers shares of ows€IB common stock to any party of
than a successor-in-interest or a subsidiary of Vi@ to a distribution to its stockholders un@erction 355 of the Internal Revenue Code of
1986, as amended (a “355 distribution”), those eshavrill automatically convert into Class A commaock. Additionally, if, prior to a 355
distribution, EMC’s ownership falls below 20% ottbutstanding shares of our common stock, all anthg shares of Class B common stocl
will automatically convert to Class A common stoEkllowing a 355 distribution, shares of Class Bhawon stock may convert to Class A
common stock if such conversion is approved by Vknstockholders after the 355 distribution and weehobtained a private letter ruling
from the Internal Revenue Service. In January 2€1et)RS announced in Revenue Procedure 2014-3gibiagrally, it would no longer issue
private letter rulings on 355 distributions. Forleng as EMC or its successor-in-interest bendfic@vns shares of our common stock
representing at least a majority of the votes ledtito be cast by the holders of outstanding vaostiogk, EMC will be able to elect all of the
members of our board of directors. To the exteat shares of our Class B common stock remain awdstg following a 355 distribution, the
shares will remain entitled to 10 votes per shadkthe holders of our Class A common stock willtomre to have limited ability to influence
matters requiring stockholder approval. Furthermtréhe extent that shares of our Class B comnmrksemain outstanding following a 355
distribution, holders of these shares will remaititeed to elect 80% of the total number of direston our board of directors and the holders ¢
our Class A common stock will continue to have tadiability to elect members of our board of dioest

In addition, until such time as EMC or its succesdaeinterest beneficially owns shares of our conmnstock representing less than a
majority of the votes entitled to be cast by th&bos of outstanding voting stock, EMC will have #bility to take stockholder action without
the vote of any other stockholder and without hgiimcall a stockholder meeting, and holders of@iass A common stock will not be able to
affect the outcome of any stockholder vote durlrig period. As a result, EMC will have the abilitycontrol all matters affecting us,
including:

» the composition of our board of directors amdptigh our board of directors, any determinatiothwéspect to our business plans and
policies;

e any determinations with respect to mergers, adipisi and other business combinati

e our acquisition or disposition of ass

e our financing activitie:

e certain changes to our certificate of incorporg

« changes to the agreements we entered into in cboneeith our transition to becoming a public comp;
» corporate opportunities that may be suitable foang EMC

» determinations with respect to enforcementgiiits we may have against third parties, includiity) vespect to intellectual property
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 mastensaction agreement entered into between us and iBEM@nection with our initial public
offering (“IPO”) also contain provisions that reguihat as long as EMC beneficially owns at le@8b2r
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more of the outstanding shares of our common stbekprior affirmative vote or written consent d¥IE (or its successor-in-interest) as the
holder of the Class B common stock is requiredjéstibin each case to certain exceptions) in ord@uthorize us to:

» consolidate or merge with any other en

e acquire the stock or assets of another entity gegx of $100 milliot

e issue any stock or securities except to our suds@di or pursuant to our employee benefit p
» establish the aggregate annual amount of shar@esaydssue in equity awart

» dissolve, liquidate or wind us t

» declare dividends on our sto

e enter into any exclusive or exclusionary arranget with a third party involving, in whole or img, products or services that are
similar to EMC's; and

* amend, terminate or adopt any provision inconsistéth certain provisions of our certificate of oxporation or bylaw.

If EMC does not provide any requisite consent alfmawus to conduct such activities when requestedywil 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 changenfrol of us, including transactions in which halef our Class A common stock might
otherwise receive a premium for their shares dvetteneurrent market price. EMC is not prohibited frontling a controlling interest in us
a third party and may do so without the approvahefholders of our Class A common stock and witlpoaviding for a purchase of any sha
of Class A common stock held by persons other EMIC. Accordingly, shares of Class A common stocky tn@ worth less than they would
if EMC did not maintain voting control over us 6iI5MC did not have the additional rights descriladdve.

In the event EMC is acquired or otherwise undergoelsange of control, any acquirer or successohb@ientitled to exercise the voting
control and contractual rights of EMC, and may darsa manner that could vary significantly from EM historic practice.

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

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

We and EMC are both IT infrastructure companiewiging products and services related to storageag@ment, back-up, disaster
recovery, security, system management and automatfovisioning and resource management. Therdearo assurance that EMC will not
engage in increased competition with us in theréutln addition, the intellectual property agreetrtbat we have entered into with EMC
provides EMC the ability to use our source codeiatallectual property, which, subject to limitaig it may use to produce certain products
that compete with ours. EMC'’s rights in this regartiend to its majority-owned subsidiaries, whichild include joint ventures where EMC
holds a majority position and one or more of oumpetitors hold minority positions.

EMC could assert control over us in a manner whahld impede our growth or our ability to enter nenarkets or otherwise adversely
affect our business. Further, EMC could utilizeciésmtrol over us to cause us to take or refraimftaking certain actions, including entering
into relationships with channel, technology anceotimarketing partners, enforcing our intellectuagerty rights or pursuing business
combinations, other corporate opportunities or pobadlevelopment initiatives that could adversefgeetfour competitive position, including
our competitive position relative to that of EMCrirarkets where we compete with them. In additidlCEmaintains significant partnerships
with certain of our competitors, including Microsof

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

Our existing and potential partner relationshipy foa affected by our relationship with EMC. We partwith a number of companies that
compete with EMC in certain markets in which EMGtiggpates. EMCS majority ownership in us might affect our abilioyeffectively partne
with these companies. These companies may favorampetitors because of our relationship with EMC.

EMC competes with certain of our significant chdntechnology and other marketing partners, inalgdBM and Hewlett-Packard.
Pursuant to our certificate of incorporation andestagreements that we have with EMC, EMC may lilage
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ability to impact our relationship with those ofrqartners that compete with EMC, which could haveaterial adverse effect on our results o
operations or our ability to pursue opportunitidsal may otherwise be available to us.

Our investment in Pivotal Software, Inc.“(Pivotal,” previously known a8 GoPivotal, Inc.” ) may not prove successful.

In April 2013, we contributed technology and tramséd employees to Pivotal, a subsidiary of EM@ldished to focus on Big Data and
Cloud Application Platforms. Pivotal is led by Padéritz, its Chief Executive Officer and our form@hief Executive Officer, and includes
most employees and resources formerly working wiiiC’'s Greenplum and Pivotal Labs organizationsl, aur former vFabric (including
Spring and Gemfire), Cloud Foundry and Cetas omgdiuins, as well as related efforts. Pivotal'siabtb operate successfully will require,
among other factors:

» successfully integrating technology from both ud BMC:;

» creating offerings for which there is suitable deoh&n the marketplac

« developing an effective go-toarket strateg

» successfully competing and differentiating its dffgs from those of its competitors; ¢
* having access to adequate financial resourcestbifs operation

In the event that Pivotal is unable to operate ssgftlly, we may be asked to contribute capitadweses to Pivotal or accept dilution in
ownership interest, and we may be unable to realigevalue from the technology and resources tleatentributed to Pivotal.

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

Beneficial ownership of at least 80% of the totaiing power is required in order for EMC to affactax-free spin-off of VMware or
certain other tax-free transactions. We have agitestdfor so long as EMC or its successor-in-irgeogntinues to own greater than 50% of the
voting control of our outstanding common stock,wik not knowingly take or fail to take any actidimat could reasonably be expected to
preclude EMC's or its successor-in-interest’s apilb undertake a tax-free spin-off. Additionaliynder our certificate of incorporation and the
master transaction agreement we entered into it Bve must obtain the consent of EMC or its susoei-interest, as the holder of our
Class B common stock, to issue stock or other VMvemcurities, except pursuant to employee benafilsgprovided that we obtain Class B
common stockholder approval of the aggregate ammuaber of shares to be granted under such plah&h could cause us to forgo capital
raising or acquisition opportunities that woulderthise be available to us. As a result, we mayrbelpded from pursuing certain growth
initiatives.

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

Third parties may seek to hold us responsible fCE liabilities. Under our master transaction agrent with EMC, EMC will
indemnify us for claims and losses relating toiliibs related to EMC’s business and not relatedur business. However, if those liabilities
are significant and we are ultimately held lialde them, we cannot be certain that we will be ableecover the full amount of our losses from
EMC.

Although we have entered into a tax sharing agrearhwith EMC under which our tax liabilities for mastransactions will effectively b
determined as if we were not part of any consoletitcombined or unitary tax group of EMC Corporati®r its subsidiaries, we nonethele
could be held liable for the tax liabilities of o#r members of these groups.

We have historically been included in EMC’s condated group for U.S. federal income tax purposesyell as in certain consolidated,
combined or unitary groups that include EMC Corfioraor certain of its subsidiaries for state amchl income tax purposes. Pursuant to our
tax sharing agreement with EMC, we and EMC generaill make payments to each other such that, vatipect to tax returns for any taxable
period in which we or any of our subsidiaries an@uded in EMC’s consolidated group for U.S. fedl@raome tax purposes or any other
consolidated, combined or unitary group of EMC @ogpion or its subsidiaries, the amount of taxeseigaid by us will be determined, sub
to certain adjustments, as if we and each of obsidiaries included in such consolidated, combimednitary group filed our own
consolidated, combined or unitary tax return.

We have been included in the EMC consolidated gfoup).S. federal income tax purposes since ouuiadipn by EMC, and expect to
continue to be included in such consolidated gifouperiods in which EMC owns at least 80% of th&l voting power and value of our
outstanding stock. Each member of a consolidatedpyduring any part of a consolidated return ysdointly and severally liable for tax on
the consolidated return of such year and for abgasguently determined deficiency thereon. Simildriysome jurisdictions, each member of a
consolidated, combined or unitary group for stlateal or foreign income tax purposes is jointly aederally liable for the state, local or
foreign income tax liability of each other
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member of the consolidated, combined or unitaryigré\ccordingly, for any period in which we arelimted in the EMC consolidated group
for U.S. federal income tax purposes or any otlbesolidated, combined or unitary group of EMC Caogtion and/or its subsidiaries, we co
be liable in the event that any income tax liap#itas incurred, but not discharged, by any othenber of any such group.

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

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

» labor, tax, employee benefit, indemnification ariteo matters arising from our separation from E

» our reseller arrangements with EN

« employee retention and recruiti

e business combinations involving

e our ability to engage in activities with certainacimel, technology or other marketing partr

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

» the nature, quality and pricing of services EMC agreed to provide us or we have agreed to prdei@MC;
» arrangements with third parties that are exclusipt@ EMC;

» arrangements with EMC for collaborative prodoictechnology development, marketing and salesities involving our technology,
employees and other resources;

» business opportunities that may be attractive tb BMC and us; ar
* product or technology development or marketingvétets or customer agreements which may requiretmsent of EMC

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

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

Our CEO and some of our directors own EMC commonck or equity awards to acquire EMC common stochdasome of our directors
hold management positions with EMC, which could csiconflicts of interests that result in our nottaeg on opportunities we otherwise
may have.

Our CEO and some of our directors own EMC commonksbr equity awards to purchase EMC common stioc&ddition, some of our
directors are executive officers or directors of EMind EMC, as the sole holder of our Class B comstock, is entitled to elect 8 of our 9
directors. Ownership of EMC common stock, restdatbares of EMC common stock and equity awardsitohgse EMC common stock by
our directors and the presence of executive olioedirectors of EMC on our board of directorsldatreate, or appear to create, conflicts of
interest with respect to matters involving botrangl 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 corpmpptatunities that are presented to our
directors or officers that are also directors dicefs of EMC. There can be no assurance thatrbsgions in our certificate of incorporation
the master transaction agreement will adequatedyesd potential conflicts of interest or that ptitdrconflicts of interest will be resolved in
our favor, or that we will be able to take advaetaf corporate opportunities presented to indivisiugno are officers or directors of both us
and EMC. As a result, we may be precluded fromydngscertain growth initiatives.

EMC'’s ability to control our board of directors may rka it difficult for us to recruit independent dirgors.

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

35




Table of Contents

We are a “controlled company” within the meaning ¢fie New York Stock Exchange rules and, as a resafe relying on exemptions from
certain corporate governance requirements that pid®/ protection to stockholders of companies tha¢ arot “controlled companies.”

EMC owns more than 50% of the total voting poweowf common stock and, as a result, we are a “cliedrcompany” under the New
York Stock Exchange corporate governance standAsda.controlled company, we are exempt under e Mork Stock Exchange standards
from the obligation to comply with certain New Yo8tock Exchange corporate governance requiremieotading the requirements:

» that a majority of our board of directors constindependent directo

» that we have a corporate governance and nomgatmmittee that is composed entirely of indepahdeectors with a written
charter addressing the committee’s purpose andnadjilities;

« that we have a compensation committee thatrigposed entirely of independent directors with atemi charter addressing the
committee’s purpose and responsibilities; and

« for an annual performance evaluation of the nommgadnd governance committee and compensation ctiew

While we have voluntarily caused our Compensatiwh @orporate Governance Committee to currentlydmeposed entirely of
independent directors, reflecting the requiremehtie New York Stock Exchange, we are not requicethaintain the independent
composition of the committee. As a result of our afthe “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 Ystlick Exchange corporate governance
requirements.

Our historical financial information as a majorityewned subsidiary of EMC may not be representatiféhe results of a completely
independent public company.

The financial information covering the periods umaéd in this Annual Report on Form 10-K does nakssarily reflect what our financial
condition, results of operations or cash flows wdduhve been had we been a completely independtiyt during those periods. In certain
geographic regions where we do not have an egtebliegal entity, we contract with EMC subsidiafi@ssupport services and EMC
personnel who are managed by us. The costs inchyr&MC on our behalf related to these employeegassed on to us and we are charg
mark-up intended to approximate costs that woulchzeen charged had we contracted for such senwitiesin unrelated third party. These
costs are included as expenses in our consolig&geinents of income. Additionally, we and EMC ayggi intercompany transactions,
including agreements regarding the use of EMC’s@mdntellectual property and real estate, agregseegarding the sale of goods and
services to one another and to Pivotal, and areaggat for EMC to resell our products and servioghird party customers. If EMC were to
distribute its shares of our common stock to ibgldholders or otherwise divest itself of all origngficant portion of its VMware shares, there
would be numerous implications to VMware, includithg fact that VMware would lose the benefit ofsh@arrangements with EMC. There
be no assurance that VMware would be able to reaisgahese arrangements with EMC or replace therme same or similar terms.
Additionally, our business could face significargrdption and uncertainty as we transition fromstharrangements with EMC. Moreover, our
historical financial information is not necessaiilgicative of what our financial condition, resutif operations or cash flows will be in the
future if and when we contract at arm’s length viittiependent third parties for the services we lageived and currently receive from EMC.
During the year ended December 31, 2014 , we rézedmevenues of $318 million , and as of Decen®ie2014 , $317 million of sales were
included in unearned revenues from such transactigth EMC. For additional information, see “Managmnt’s Discussion and Analysis of
Financial Condition and Results of Operations” and consolidated financial statements and notagthe

Risks Related to Owning Our Class A Common Stock
The price of our Class A common stock has fluctuatgubstantially in recent years and may fluctuaighstantially in the future.

The trading price of our Class A common stock hastfiated significantly since our IPO in August Z0Bor example, between
January 1, 2014 and December 31, 2014, the cldsading price of our Class A common stock was viglatanging between $76.43 and
$111.80 per share. Our trading price could fluetsatbstantially in the future due to the factosxdssed in this Risk Factors section and
elsewhere in this Annual Report on Form 10-K.

Substantial amounts of Class A common stock am lyebur employees and EMC, and all of the shafesioClass B common stock,
which may be converted to Class A common stock upgoest of the holder, are held by EMC. Shareslags A common stock held by EMC
(including shares of Class A common stock that mighissued upon the conversion of Class B comrtamk)are eligible for sale subject to
the volume, manner of sale and other restrictidridube 144 of the Securities Act of 1933, as amendee “Securities Act”), which allows the
holder to sell up to the greater of 1% of our
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outstanding Class A common stock or our four-weekage weekly trading volume during any threenth period and following the expirati
of their contractual restrictions. Additionally, Elpossesses registration rights with respect tshhees of our common stock that it holds. If
EMC chooses to exercise such rights, its salee§ttares that are registered would not be sulgjeébetRule 144 limitations. Additionally, the
provisions of our charter documents and the agratnikat we entered into with EMC prior to our IB@able EMC to elect to distribute all of
its holdings of our Class A and Class B commonkstod&EMC stockholders and require us to registersihiares so they could be resold in the
public trading markets. If a significant amountloé shares that become eligible for resale engeptiblic trading markets in a short period of
time, the market price of our Class A common stoely decline. Additionally, if our Class B commongch is distributed to EMC stockholde
and remains outstanding, it would trade separditety and potentially at a premium to our Class Mowon stock, and could thereby contrit
additional volatility to the price of our Class Aramon stock.

Additionally, broad market and industry factors niegcrease the market price of our Class A comnmekstegardless of our actual
operating performance. The stock market in gerardltechnology companies in particular have oftggesenced extreme price and volume
fluctuations. In addition, in the past, followingnnds of volatility in the overall market and thrarket price of a company’s securities,
securities class action litigation has often bewstituted, including against us, and, if not resdleéwiftly, can result in substantial costs and a
diversion of management’s attention and resources.

If securities or industry analysts change their mmendations regarding our stock adversely, ourcét@rice and trading volume coul
decline.

The trading market for our Class A common stodkfisienced by the research and reports that industsecurities analysts publish about
us, our business, our market or our competitoranyf of the analysts who cover us change theimneeendation regarding our stock adversely
or provide more favorable relative recommendatiminsut our competitors, our stock price would likagcline.

Delaware law and our certificate of incorporatiomna 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 oul
management. These provisions include the following:

» the division of our board of directors into targasses, with each class serving for a stagdlered-year term, which prevents
stockholders from electing an entirely new boardiaéctors at any annual meeting;

» 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 commdnck by EMC to its stockholders, the restrictioatth beneficial owner of 10% or
more of our Class B common stock may not vote inedaction of directors unless such person or gadsp 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 stock;

» the prohibition of cumulative voting in the elien of directors or any other matters, which wootberwise allow less than a majority
of stockholders to elect director candidates;

» the requirement for advance notice for nominatfon®lection to the board of directors or for prejpg matters that can be acted u
at a stockholders’ meeting;

« the ability of the board of directors to issue hsitit stockholder approval, up to 100,000,000 shafreseferred stock with terms set
the board of directors, which rights could be setochose of common stock; and

* inthe event that EMC or its successor-in-irder® longer owns shares of our common stock reptigy at least a majority of the
votes entitled to be cast in the election of dwextstockholders may not act by written consedtrany not call special meetings of
stockholders.

Until such time as EMC or its successor-in-integestses to beneficially own 20% or more of thetanting shares of our common stock,
the affirmative vote or written consent of the heklof a majority of the outstanding shares ofGkess B common stock will be required to:

« amend certain provisions of our bylaws or certificaf incorporatior
» make certain acquisitions or dispositic
» declare dividends, or undertake a recapitalizatioiiquidation

« adopt any stockholder rights plan, “poison pili’other similar arrangeme
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* approve any transactions that would involve agee consolidation, restructuring, sale of subsadiy all of our assets or any of our
subsidiaries or otherwise result in any persomtityeobtaining control of us or any of our subsiigs; or

» undertake certain other actio

In addition, we have elected to apply the provisiohSection 203 of the Delaware General Corpandtew. 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 doylaws and under Delaware law could discouragentiaigakeover attempts and could reduce
the price that investors might be willing to pay $hares of our common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES
As of December 31, 2014, we owned or leased thhties described below:

Approximate

Location Sq. Ft.® Principal Use(s)
Palo Alto, CA owned: 1,499,831 (@) Executive and administrative offices, sales and
leased 18,20( marketing, R&D and data center

North and Latin American region (excluding leased 1,051,55. (3 Administrative offices, sales and marketing,

Palo Alto, CA) R&D and data center

Asia Pacific region leased 1,217,56! Administrative offices, sales and marketing,
R&D and data center

Europe, Middle East and Africa region leased 568,13: Administrative offices, sales and marketing,

R&D and data center

(1) Of the total square feet owned or leased, appraein&55,000 square feet were under constructiosf &ecember 31, 201

(2) Represents all of the right, title and intémschased in a ground lease, which expires i6 20dvering the property and improvements
located at VMware’s Palo Alto, California campus.

(3) Includes leased space for a Washington data ctauidity, for which VMware is considered to be thener for accounting purpos

We believe that our current facilities are suitdbleour current employee headcount and will sastai through 2015, but we intend to ado
new facilities or expand existing facilities as add employees and expand our operations. We bdhatsuitable additional or substitute
space will be available as needed to accommodatension of our operations.

ITEM 3. LEGAL PROCEEDINGS

Refer to Note L to the consolidated financial staats in Part Il, Item 8 of this Annual Report aorid 10-K for a description of legal
proceedings. See also the risk factor entitled filégy become involved in litigation and regulatorguiries and proceedings that could
negatively affect us” in Part |, ltem 1A of this Amal Report on Form 10-K for a discussion of pagmisks to our results of operations and
financial condition that may arise from legal predimgs.

ITEM 4. MINE SAFETY DISCLOSURES
Not Applicable.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The names of executive officers and their ages &gloruary 20, 2015, are as follows:

Name Age  Position(s)

Patrick P. Gelsinger 53 Chief Executive Officer and Director

Carl M. Eschenbach 48 President and Chief Operating Officer

Jonathan C. Chadwick 49 Chief Financial Officer, Chief Operating Officercaixecutive Vice President
Sanjay Poonen 45 Executive Vice President and General Manager, EserComputing
Rangarajan (Raghu) Raghuram 52 Executive Vice President, Software-Defined Datat€eBivision

S. Dawn Smith 51 Senior Vice President, General Counsel, Chief Canpé Officer and Secretary

Patrick P. Gelsingerhas been the Chief Executive Officer and a DireafdrMware since September 1, 2012. Prior to jojnuUMware,
he served as President and Chief Operating OffieldiC Information Infrastructure Products at EMC, Misre’s parent company and
controlling stockholder, from September 2009 to Astg2012. Mr. Gelsinger joined EMC from Intel Coration, a designer and manufacturer
of advanced integrated digital technology platfarmisere he was Senior Vice President and Co-GeMaahger of Intel Corporatios’Digital
Enterprise Group from 2005 to September 2009 anades Intel's Senior Vice President, Chief Tedbgy Officer from 2002 to 2005. Prior
to this, Mr. Gelsinger led Intel's Desktop ProduGtoup.

Carl M. Eschenbachwas appointed Chief Operating Officer and Co-Pr#icdf VMware in April 2012 and became Presidemt @hief
Operating Officer in December 2012. Mr. Eschenlizath previously served as VMware’s Co-Presidentt@ner Operations from January
2011 to April 2012 and as VMware’s Executive Viagestdent of Worldwide Field Operations from May 80 January 2011. Prior to joining
VMware in 2002, he was Vice President of North AiceeiSales at Inktomi from 2000 to 2002. He alsal valrious sales management posit
with 3Com Corporation, Lucent Technologies Inc. &MIC. Mr. Eschenbach currently serves on the bo&Rhalo Alto Networks.

Jonathan C. Chadwickhas served as VMware's Chief Financial Officer,&l@perating Officer and Executive Vice Presidents
August 2014. Mr. Chadwick joined VMware as its GHiaancial Officer and Executive Vice Presidentovember 2012. Previously, Mr.
Chadwick had been Chief Financial Officer of Skyp@rovider of Internet-based voice communicatgimce March 2011, and a Corporate
Vice President of Microsoft Corporation since itgjaisition of Skype in October 2011. Mr. Chadwioknied Skype from McAfee, an antivirus
software and computer security company, where hetheExecutive Vice President and Chief Finarofficer from June 2010 until Februe
2011, when McAfee was acquired by Intel Corporatienom 1997 to 2010, Mr. Chadwick held various fioa roles at Cisco Systems, a
networking equipment company. At Cisco, Mr. Chadwserved as Senior Vice President, CFO - Globatd@usr Markets from July 2009 to
June 2010, Senior Vice President, Corporate Cdetrahd Principal Accounting Officer from June 20@itil July 2009, Vice President,
Corporate Controller and Principal Accounting Oéfidrom September 2006 to June 2007 and Vice Rresi€orporate Finance & Planning
from February 2001 to September 2006. Mr. Chadwigkently serves on the board of F5 Networks, Inc.

Sanjay Poonerhas served as VMware’s Executive Vice PresidentGeageral Manager, End-User Computing since AugdsB2Prior to
joining VMware, he spent more than seven yeardA& 8G, serving as President and Corporate Offi€¢dtlatform Solutions and the Mobi
Division from April 2012 until July 2013, prior tinat as President of Global Solutions from Noven#fH0 to March 2012, as Executive Vice
President of Performance Optimization Apps fromeJA008 to September 2009 and Senior Vice Presafefalytics from April 2006 to Ma
2008. Mr. Poonen’s over 20 years of technology stiduexperience also included executive-level pasit with Symantec and Veritas, and
product management and engineering positions wiphablox, Apple, Inc. and Microsoft Corporation.

Rangarajan (Raghu) Raghuramhas served as VMware’s Executive Vice Presiderftn@oe-Define Data Center Division since April
2012. Mr. Raghuram joined VMware in 2003 and hdd haultiple product management and marketing rdi&s.Raghuram served as Senior
Vice President and General Manager, Cloud Infratire and Management, Virtualization and CloudfBtats, and Enterprise Products, from
December 2009 through March 2012. Mr. Raghuramipusly served as Vice President of VMware’s SeBesiness Unit and of Product and
Solutions Marketing from September 2003 throughddgzer 2009. Prior to VMware, Mr. Raghuram held pdnanagement and marketing
roles at Netscape and Bang Networks.

S. Dawn Smithhas been the Senior Vice President, General Coansebecretary at VMware since September 2009 hief C
Compliance Officer since August 2010. Prior to joqVMware, Ms. Smith was a partner at Morrison 8eFster LLP, a law firm, since
January 2008 and served as an attorney since P0i@5.to joining Morrison & Foerster LLP, she wasatorney at Wilson Sonsini
Goodrich & Rosati P.C.
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PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOC KHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information
Our Class A common stock, par value $0.01 per shi@ges on the New York Stock Exchange underyheésl VMW.

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

Market Prices

High Low
Year ended December 31, 2014
First Quarter $ 11148 $ 86.8¢
Second Quarter 112.8¢ 88.64
Third Quarter 103.8¢ 92.2¢
Fourth Quarter 95.0( 75.8¢
Year ended December 31, 2013
First Quarter $ 99.1C $ 70.0t
Second Quarter 79.71 64.8¢
Third Quarter 90.6( 65.0z
Fourth Quarter 90.91 76.51
Holders

We had 51 holders of record of our Class A comntooks and one holder of record, EMC CorporationM®&’), of our Class B common
stock as of February 20, 2015.

Dividends

Subsequent to our initial public offering in Aug28t07, we have not declared or paid cash dividendsur common stock. We currently
do not anticipate declaring any cash dividendfiénforeseeable 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 stanll our Class B common stock will share equalla @er share basis in any dividend
declared on our common stock by our board of darsct

Recent Sales of Unregistered Securities

None.

Issuer Purchases of Equity Securities

Issuer purchases of Class A common stock duringjtiaeter ended December 31, 2014:

Approximate Dollar

Total Number of Shares Value of Shares That May
Purchased as Part of Publicly Yet Be Purchased Under the
Announced Plans or Publicly Announced Plans
Total Number of Average Price Paid Per Programs or Programs
Shares Purchased (1) Share (1)(2) 1) @)@Q)
October 1 — October 31, 2014 476,65 $ 83.8: 476,65 $ 1,169,939,79
November 1 — November 30, 2014 2,305,76! 84.6¢ 2,305,76! 974,772,45
December 1 — December 31, 2014 167,99¢ 86.9¢ 167,99¢ 960,158,63
2,950,41 $ 84.6¢ 2,950,41 960,158,63

(1) In August 2014, VMware's Board of Directorglaarized the repurchase of up to an additionallwiien dollars of VMware’s Class A
common stock through the end of 2016. VMware’s €lsommon stock has been, and may in the futuredrehased pursuant to our
stock repurchase authorizations, from time to timéhe open market or through private transactisnbject to market conditions. We are
not obligated to purchase any shares under ouk s¢peirchase program. Subject to applicable lagmnchases under our stock
repurchase program may be made at such times autlinamounts as we deem appropriate. The timiagyfepurchases and the actual
number of shares repurchased will
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depend on a variety of factors, including VMwarstsck price, cash requirements for operations arsthiess combinations, corporate and
regulatory requirements and other market and ecanoomditions. Purchases under our stock repurcpasgram can be discontinued at
any time that we feel additional purchases arevastanted.

(2) The average price paid per share excludes commg

(3) Represents the amounts remaining in the VMwarekstmurchase authorizatio
Stock Performance Graph

The graph below compares the cumulative total $iolcler return on our Class A common stock withabmulative total return on the
S&P 500 Index and the S&P 500 Systems Softwarexifmtethe period beginning on December 31, 2006ugh December 31, 2014,
assuming an initial investment of $100. Historigale have not declared or paid cash dividendsusrcommon stock, while the data for the
S&P 500 Index and the S&P 500 Systems Softwarexiadsume reinvestment of dividends.

Comparison of Cumulative Five Year Total Return

$250
&
P s e
$200 i T
/// /./
/
$150 L —
$100 .%/k\*//‘
$50
$O T T T T !
12/31/09 12/31/10 12/31/11 12/31/12 12/31/13 12/31/14
+VMware, Inc. mS&P 500 Index aS&P 500 Systems Software Index
Base
Period
12/31/2009 12/31/2010 12/31/2011 12/31/2012 12/31/2013 12/31/2014
VMware, Inc. $ 100.0C $ 209.7¢ $ 196.3( $ 222.1:  $ 211.6¢ $ 194.7:
S&P 500 Index 100.0( 115.0¢ 117.4¢ 136.3( 180.4¢ 205.1¢
S&P 500 Systems Software Index 100.0( 104.8( 94.37 108.7¢ 144.5: 177.7¢

Note: The stock price performance shown on thelgedqove is not necessarily indicative of future@merformance. This graph shall not
be deemed “filed” for purposes of Section 18 of #xehange Act or otherwise subject to the lialafitof that section nor shall it be deemed
incorporated by reference in any filing under tieeBities Act or the Exchange Act, regardless gf@eneral incorporation language in such
filing.
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ITEM 6. SELECTED FINANCIAL DATA

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

For the Year Ended December 31,

2014 2013 2012 2011 2010
Summary of Operations:

Revenues:

License $ 2591 $ 227C % 2,08 $ 1,841 $ 1,401

Services 3,44¢ 2,931 2,51¢ 1,92¢ 1,45¢€
Total revenues $ 6,03t % 5207 $ 4,605 % 3,767 $ 2,857
Operating income 1,02 1,09: 872 73t 42¢
Net income 88¢€ 1,01¢ 74€ 724 357
Net income per weighted average share,
basic, for Class A and Class B $ 2.0 $ 23 % 178 % 172 $ 0.87
Net income per weighted average sh
diluted, for Class A and Class B $ 204 % 234§ 1.7z % 168 $ 0.84
Weighted average shares, basic, for
Class A and Class B 430,35! 429,09: 426,65t 421,18t 409,80!
Weighted average shares, diluted, for
Class A and Class B 434,51 433,41! 433,97 431,75( 423,44t

December 31,

2014 2013 2012 2011 2010
Balance Sheet Data:
Cash, cash equivalents and short-term
investments? $ 7,07t 3 6,17t 3 4,631 $ 451: % 3,32¢
Working capital® 5,13¢ 4,38¢ 3,16( 3,27¢ 2,50¢
Total assets 15,21¢ 12,32 10,59¢ 8,681 6,791
Total unearned revenues 4,83: 4,092 3,461 2,70¢ 1,86(
Long-term obligation& 1,50( 45(C 45(C 45(C 45(C
Total stockholders’ equity 7,58¢ 6,81¢ 5,74( 4,77( 3,80¢
Cash Flow Data:
Net cash provided by operating activit ~ $ 2,18 $ 253 % 1897 $ 2,02¢ $ 1,174

(1) In 2012, we acquired all of the outstandinpitzd stock of Nicira, Inc. (“Nicira”) for $1,100 ifttion, net of cash acquired, consisting of
$1,083 million in cash and $17 million for the faalue of assumed equity attributed to pre-commnagervices. Refer to Note B to the
consolidated financial statements in Part Il, [&f this Annual Report on Form 10-K for furthefdrmation.

(2) OnJanuary 21, 2014, in connection with @areament to acquire A.W.S. Holding, LLC (“AirWatetolding”), the sole member and
equity holder of Airwatch LLC (“Airwatch”), we anBMC entered into a note exchange agreement prayidinthe issuance of three
promissory notes in the aggregate principal amotisi,500 million. The total debt of $1,500 milliamcludes $450 million that was
exchanged for the $450 million promissory note t@uiding in prior years. Refer to Note N to the adigsted financial statements in Part
I, Item 8 of this Annual Report on Form 10-K farrther information.
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ITEM 7. MANAGEMENT’ S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

All dollar amounts expressed as numbers in this MO&xcept share and per share amounts) are iromélliPeriod-over-period changes
are calculated based upon the respective underlgomyrounded data. Unless the context requiresraibe, we are referring to VMware, Inc.
and its consolidated subsidiaries when we usectimest “VMware,” the “Company,” “we,” “our” or “us.”

Overview

The information technology (“IT”) industry is tradiesming, moving from a hardware based traditionadel to one of a software-defined
infrastructure. We are the leader in virtualizatiofnastructure solutions utilized by organizatiagaselp transform the way they build, deliver
and consume IT resources. We develop and markgiroduct and service offerings within three maiodurct groups and we also leverage
synergies across these three product and senges:ar

» SDDC or Softwardefined Data Cent
e Hybrid Cloud Computin
e EndUser Computin

Historically, the majority of our license sales baeen from our standalone vSphere product, whiatcluded in our compute product
category within our SDDC architecture. However,rabe last two years, the growth rate of our stiorlavSphere product license sales has
declined as certain large markets for data cemtmes virtualization have matured. The growth ftécense sales beyond
our standalone vSphere product has increased loiggudriod as we transition to offering a widergamf products and services to enable the
entire SDDC. As the transformation of the IT indystontinues, we expect that our growth rates ldlincreasingly derived from sales of our
newer products, suites and services solutions asawsSDDC portfolio, beyond standalone vSphere eikample, we have experienced
continued growth in sales volumes, production uskraumber of customers who have purchased VMwarg, G network virtualization
solution, throughout 2014. We also continue toteaetion of our Virtual SAN product and other neveéfierings.

Hybrid cloud computing, comprising of VMware vCloddt, VMware vCloud Air Network Service Providersdgram and vCloud Air
Business Ventures offerings have also experienoagth throughout 2014. We continue to expand otariaycloud global footprint as well as
our service offerings. Revenues from these offeriang recognized over a period of time.

We acquired AirWatch during the first quarter ofL20 Airwatch expands our portfolio of mobile sotuts within the enterprise mobile &
security space and we are in the early stagesosfigg this business by leveraging the reach ofgbelpal presence, robust channel and acces:
to enterprise accounts via our sales force. Cuyremiir AirWatch business models include anpamise solution that we offer through the :
of perpetual licenses and an off-premise solutian e offer as software-as-a-service. AirwWatchdpots and services contributed to the
growth we experienced in sales of our end-user cimg products during 2014. Our investments in Adtdh resulted in increased operating
expenses during 2014, primarily driven by employaated costs, including expenses we recognizednmection with installment payment:
certain key employees as part of the acquisitisrwell as amortization of purchased intangible tasse

We generally sell our solutions using enterpriserise agreements (“ELAS”) or as part of our non-EtwAtransactional, business. ELAs
are comprehensive volume license offerings, offé@tth directly by us and through certain channeineas that also provide for multi-year
maintenance and support.

Results of Operations

In connection with our contribution to Pivotal Seétre, Inc. (“Pivotal”), during 2013, we transferregttain assets and liabilities to Pivotal
in exchange for ownership interest in Pivotal gbraximately 28%. We also transferred approximaddl§ of our employees to Pivotal during
2013. While the contribution to Pivotal has hacegative impact on our revenue growth rate in prilpn@013 compared to 2012, our operating
margin has been positively impacted due to theiséition of Pivotal related costs from our consdigastatements of income.
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Revenues

Our revenues during the years ended 2014 , 2012@t2 were as follows:

For the Year Ended December 31, 2014 vs. 2013 2013 vs. 2012
2014 2013 2012 $ Change % Change $ Change % Change
Revenues:
License $ 2591 $ 2,27C % 2,081 $ 321 1% $ 18¢ 9%
Services:
Software maintenance 3,022 2,56: 2,15: 45¢ 18 41C 19
Professional services 422 374 36t 49 13 9 2
Total services 3,44¢ 2,931 2,51¢ 50¢ 17 41¢ 17
Total revenues $ 6,03t $ 5207 $ 4,608 $ 82¢ 16 $ 602 13
Revenues:
United States $ 291 $ 2,48t % 2,22¢ $ 427 17% $ 25€ 11%
International 3,12 2,722 2,37¢ 401 15 34t 15
Total revenues $ 6,03t $ 5207 $ 4,60t $ 82¢ 16 $ 60z 13

License Revenues

License revenues were up 14% in 2014 and 9% in.20@Blicense revenue growth rate was favorablyaioted during 2014 compared to
2013 as a result of increased sales of our intednatoduct suites, including VMware vCloud Suitd &phere with Operations Management.
Our customers continue transitioning to purchasimgsuite solutions rather than products such ah& that are sold on a standalone basis.
Our integrated product suites include various pebdiferings and are generally sold at a highezegpthan our products that are sold on an
individual basis. Additionally, revenue from ourtwerk virtualization solution, VMware NSX, as wels our end-user computing products,
including Airwatch mobile solutions, also contribdtto the increase in license revenues. We expatsales of our non-standalone vSphere
products will continue to increase as a percentédetal revenues.

Revenues from AirWatch include revenues recognimad our software-as-a-service (“SaaS”) offeringaaS revenues are included in
both license and software maintenance revenuesyhitel the amounts have not been material for@fiqals presented, we expect these
revenues and those from our hybrid cloud offeritag®rm an increasing percentage of our revenuégtime periods. The anticipated revenue
growth of our hybrid cloud and SaaS revenues gpeard to adversely impact the growth rate of im@nlse revenues in 2015 as we will
recognize less revenue up-front than we would etiserrecognize as part of a multi-year licenserseanent. Additionally, changes in foreign
currency are also expected to have an impact oticeurse revenues. Refer to our Foreign Currensgusision below for further information.

Our revenues for 2013 increased due to overaleagad global sales volumes in all major geograpklightly offset by the disposition of
certain business lines under our realignment ptahtle contribution to Pivotal. License revenuéateel to Pivotal and all dispositions under
our realignment plan were $18 in 2013 as compar&b6 in 2012.

Services Revenues

In 2014 and 2013, software maintenance revenuesfitezhfrom renewals, multi-year software maintezenontracts sold in previous
periods, and additional maintenance contractsisatdnjunction with new software license salesedich period presented, customers bought,
on average, more than 24 months of support andtergince with each new license purchased, whichelievie demonstrates our customers’
commitment to our SDDC strategy.

In 2013, our services revenue growth rate was neggimpacted by the contribution to Pivotal ahe disposition of other net assets
under our realignment plan. Service revenues kat®ivotal and all dispositions under our reatigmt plan were $37 in 2013 as compared t
$143in 2012.

In 2014 and 2013, professional services revenugeased as growth in our license sales and inatezasaplexity of our product suite led
to additional demand for our professional servideswe continue to invest in our partners and egpaur ecosystem of third-party
professionals with expertise in our solutions teipendently provide professional services to ostaruers, our professional services revenue
will vary based on the delivery channels used yn@imen period as well as the timing of engagements
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Foreign Currency

Although approximately 70% of our sales are denaeid in the U.S. dollar, we also invoice and colie¢he euro, the British pound, the
Japanese yen, the Australian dollar and the Chiregswrinbi in their respective regions. As a resaufportion of our total revenues are affected
by changes in the value of the U.S. dollar agdheste currencies. Transactions denominated ingiom@irrency are converted to the U.S. d¢
upon booking of the transaction using the montkiyhange rate. Although the U.S. dollar strengtheagainst most foreign currencies during
the fourth quarter of 2014, foreign currency fluadtans did not have a material impact when compggdigense revenues in 2014 and 2013 to
their respective prior years. However, even if enoy exchange rates stabilize, we would still dpdite a negative impact both on our license
and total revenue growth rates in 2015.

Unearned Revenues

Our unearned revenues as of December 31, 2014 ecehiber 31, 2013 were as follows:

December 31, 2014 December 31, 2013

Unearned license revenues $ 48t $ 46%
Unearned software maintenance revenues 3,90¢ 3,30¢
Unearned professional services revenues 44C 328
Total unearned revenues $ 483: % 4,092

Unearned license revenues are generally recognjzen delivery of existing or future products ongegs, or they are otherwise
recognized ratably over the term of the arrangentarttire products include, in some cases, ememinducts that are offered as part of
product promotions where the purchaser of an exjgiroduct is entitled to receive the future prdadatao additional charge. To the extent the
future product has not been delivered and vendeciBp objective evidence (“WSOE”) of fair valuergaot be established, the revenue for the
entire order is deferred until such time as alldmat delivery obligations have been fulfilled. hetevent the arrangement does not include
professional services, unearned license revenueatsaybe recognized ratably, if the customer isigd the right to receive unspecified future
products or VSOE of fair value on the software rteziance element of the arrangement does not &xistl unearned license revenues may
vary over periods for a variety of factors, incliglithe type and level of promotions offered, arattiming of when the products are delivered
upon general availability.

Unearned software maintenance revenues are prjnailbutable to our maintenance contracts andyarerally recognized ratably over
the contract period. The weighted-average remaitang at December 31, 2014 was approximately 2syednearned professional services
revenues result primarily from prepaid professi@®bices, including training, and are generalbogmized as the services are delivered.

Cost of License and Services Revenues, and Opegafirpenses

Our cost of services revenues and operating expemse primarily impacted by increasing headcodetdcount during the year ended
December 31, 2014 continued to increase due piliyrtarorganic growth and the AirWatch acquisitidie increased headcount has resultt
higher cash and stock-based employee-related eapaicsoss most of our income statement expensgoci&® when compared to the same
periods in 2013, and we expect this trend to comtin

Cost of License Revenues

Our cost of license revenues principally consisthe cost of fulfilment of our software, royalgpsts in connection with technology
licensed from third-party providers and amortizatad intangible assets and capitalized software ddst of fulfillment of our software
includes IT development efforts, personnel costsrafated overhead associated with the physicakseadronic delivery of our software
products.

For the Year Ended December 31, 2014 vs. 2013 2013 vs. 2012
2014 2013 2012 $ Change % Change $ Change % Change
Cost of license revenues  $ 19C $ 206 % 23t % (18) 9% $ (27) A1)%
Stock-based compensation 2 2 2 — — — —_
Total expenses $ 19z $ 21C % 237 % (18) © $ (27) 11
% of License revenues 7% 9% 11%

Cost of license revenues decreased in 2014 compa@il3 primarily due to a decrease of $34 in dizetion of capitalized software
development costs, which was partially offset byremease of $17 in amortization of intangible ésse
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Cost of license revenues decreased in 2013 compa@il2 primarily due to a decrease of $37 in dizetion of capitalized software and
a decrease of $11 in IT development costs. Theseases were partially offset by an increase ofii8tangible amortization expense.

No amortization expenses was recorded during thesrded December 31, 2014 as all previously dagithsoftware development costs

had been fully amortized as of December 31, 204/2 do not expect significant amortization of catd software development costs in
future years.

Cost of Services Revenues

Our cost of services revenues primarily includesdbsts of personnel and related overhead to deéeanical support for our products
and to provide our professional services. Additiignaur costs of services revenues include castged to our IT development efforts and
depreciation on equipment supporting our serviderioigs. As we continue to invest in and grow bassfrom our SaaS and professional
services offerings, we expect our total costs ofises revenues to continue to increase.

For the Year Ended December 31, 2014 vs. 2013 2013 vs. 2012
2014 2013 2012 $ Change % Change $ Change % Change
Cost of services revenues $ 68 $ 491 $ 45¢ $ 192 3% $ 35 8%
Stock-based compensation 42 29 28 13 43 1 4
Total expenses $ 728 $ 52C $ 484 % 204 3¢ $ 36 7
% of Services revenues 21% 18% 19%

Cost of services revenues increased in 2014 compar2013 primarily driven by the investment andwgth in our SaaS and professional
services offerings, which led to higher costs. Hueease includes growth in cash-based employegetbexpenses of $124 due to incrementa
growth in headcount, both organic and through aitijomns, and an increase in technical support aifs$21. Additionally, increases of $25 in

equipment and depreciation costs also contributdke increases in cost of services revenues.Adrease in 2014 was partially offset by a
decrease of $10 in operating expenses related/ataPi

Cost of services revenues increased in 2013 compar2012 primarily due to an increase of $39 ishehased employee-related expense
and an increase of $27 in costs we incurred toigeotechnical support. These increases were génerabportional to the increases in services
revenues for the same comparable period. Equiparehtiepreciation costs also contributed to thesasm in cost of services revenues. The
increases were partially offset by a decrease dfddperating expenses related to Pivotal.

Research and Development Expenses

Our research and development expenses includestermqmel and related overhead associated witheel@pment of our product
software and service offerings.

For the Year Ended December 31, 2014 vs. 2013 2013 vs. 2012
2014 2013 2012 $ Change % Change $ Change % Change
Research and development $ 99t  § 858 § 78 % 141 16% $ 66 8%
Stock-based compensation 244 227 21C 17 7 17 8
Total expenses $ 123 ¢ 108 $ 99¢ $ 157 15 $ 82 8
% of Total revenues 21% 21% 22%

Research and development expenses increased irc@6iphred to 2013. The increases were primarilytdggowth in cash-based
employee-related expenses of $125 and increastsdk-based compensation of $17, driven by incréahgnowth in headcount, both organic

and through acquisitions. Equipment and depreciaigenses increased by $27 in 2014. The increg2@14 was partially offset by a decre
of $15 in research and development expenses rdlafedotal.

Research and development expenses increased irc@6iared to 2012 primarily due to growth in casldual employee-related expenses
of $85, which was primarily driven by planned inteental growth in headcount. Additionally, contraatosts, stock-based compensation
expense and equipment and depreciation expensematsased by $48 during 2013 compared to the peaar. The increases in expenses \
partially offset by a decrease of $59 of researchdevelopment expenses related to Pivotal.
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Sales and Marketing Expenses

Our sales and marketing expenses include personetd, sales commissions and related overheadiatgesbwith the sale and marketing
of our license and services offerings, as welhascbst of product launches. Sales commissiongeaarerally earned and expensed when a firrr
order is received from the customer. Sales and etiagkexpenses also include the net impact fronedpenses incurred and fees generated b
certain marketing initiatives, such as our annuglvxorld U.S. and VMworld Europe conferences.

For the Year Ended December 31, 2014 vs. 2013 2013 vs. 2012
2014 2013 2012 $ Change % Change $ Change % Change
Sales and marketing $ 19¢ $ 1671 $ 1,49 $ 29¢ 18% $ 177 12%
Stock-based compensation 17z 144 15C 29 20 (7 (5)
Total expenses $ 2141 $ 181t $ 164 $ 327 18 $ 17C 10
% of Total revenues 35% 35% 3€6%

Sales and marketing expenses increased in 2014acechp 2013 primarily driven by growth in cashdshemployee-related expenses of
$240 and an increase in stock-based compensatmnse of $29 due to incremental growth in head¢dath organic and through
acquisitions. Costs incurred for travel and margprograms also increased by $48 in 2014 comp02d. The increase in expenses in 2014
was partially offset by a decrease of $10 in satebmarketing expenses related to Pivotal.

Sales and marketing expenses increased in 2013atechfp 2012 primarily due to growth in cash-bameghloyee-related expenses of
$174, including, incremental growth in headcourt by higher commission expense due to increased salumes. To a lesser extent, costs
incurred for marketing programs also contributeth®increase of expense in 2013, compared to pe@r. The increases in expenses in 2013
were partially offset by a decrease of $44 of sates marketing expenses related to Pivotal.

General and Administrative Expenses

Our general and administrative expenses includeopeel and related overhead costs to support thalbbusiness. These expenses
include the costs associated with our finance, muraaources, IT infrastructure and legal, as wekxpenses related to corporate costs and
initiatives.

For the Year Ended December 31, 2014 vs. 2013 2013 vs. 2012
2014 2013 2012 $ Change % Change $ Change % Change
General and administrative $ 62¢ % 363 $ 32C % 262 2% $ 43 14%
Stock-based compensation 69 56 48 12 22 9 18
Total expenses $ 695 $ 41¢  $ 36 $ 27¢ 66 $ 52 14
% of Total revenues 12% 8% 8%

General and administrative expenses increasedlih 20mpared to 2013. We have made and will contiousake installment payments
certain key employees of AirWatch subject to thieiesement of specified future employment conditidoWe recognized compensation expe
of $141 in 2014 relating to these installment paytseOther cash-based employee-related expensesssd by $52 in 2014 due to
incremental growth in headcount, both organic &mdugh acquisitions. Costs of $11 related to cefdiigation and other contingencies, and

amounts for IT development costs and stock-basetpeasation expense further contributed to the aserén expenses in 2014 compared to
2013.

General and administrative expenses increasedli 20mpared to 2012 due to incremental growth adbeunt resulting in an increase
$19 in cash-based employee-related expenses. Treage in 2013 compared to 2012 was also dueiteease in charitable donations, stock
based compensation expense and contractor expenses.
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Realignment Charges

For the Year Ended
December 31,

2014 2013 $ Change % Change

Realignment charges $ 16 $ 62 $ (47 (75)%
Stock-based compensation — 6 (6) (100
Total expenses $ 16 $ 68 $§ (59 (77)

During the second half of 2014, we eliminated agnately 180positions across all major functional groups anoiggaphies to streamlii
our operations. As a result of these actions, $¥6alignment charges was recognized in 2014 orcdheolidated statements of income, whict
consisted of workforce reduction charges. As ofddeloer 31, 2014 , $8 remained in accrued expensksthear on the consolidated balance
sheets and is expected to be paid during 2015.

Realignment charges in 2013 were incurred in caimeavith the realignment plan we initiated in Janu2013. The plan included the
elimination of approximately 710 positions and parsel across all major functional groups and gquiges. The total cash and non-cash
charges for workforce reductions of $54 and costearily associated with asset impairments of $btewecorded on the consolidated
statements of income in 2013. The realignment plas completed by the end of December 31, 2013.

Interest Expense with EMC

Interest expense with EMC of $242014, representing an increase of $21 compar@013 primarily as a result of the additional deslait
we obtained from EMC in connection with the AirWatacquisition and the change of interest rate fé@xay LIBOR plus 55 basis points t
fixed rate of 1.75%. Refer to “Our RelationshipmiEMC” discussion below for further information.

Other Income (Expense), Net

For the Year Ended December 31, 2014 vs. 2013 2013 vs. 2012
2014 2013 2012 $ Change $ Change
Other income (expense), net $ 7 % 28 % 2 $ (21) $ 29

Other income (expense), net in 2013 was primairily th the recognition of a pre-tax gain of $44 assalt of exiting certain lines of
business under our business realignment planaffaniffsetting this gain was an other-than-temppiempairment charge of $13 that we
recognized in connection with a strategic investmen

Income Tax Provision

Our annual effective income tax rate was 15.5%6%land 16.5% for 2014, 2013, and 2012, respeygti@alr effective rate in 2014 is
higher than 2013 primarily due to the fact that264 3 effective tax rate includes the benefit ef fibderal research tax credit for both 2013 an
2012, whereas the 2014 effective tax rate onlyuites the benefit of the federal research tax cfedR2014. Our annual effective tax rate in
2012 does not include any benefit from the federsgarch tax credit.

Our rate of taxation in foreign jurisdictions isMer than our U.S. tax rate. Our foreign earningspimarily earned by our subsidiaries
organized in Ireland, and as such, our annual &fgetax rate can be significantly impacted by thi& of our earnings in the U.S. and foreign
jurisdictions.

During October 2014, Ireland announced revisionssttax regulations that will require income eaf iy our subsidiaries organized in
Ireland to be taxed at higher rates. We will beastpd by the changes in tax regulations in Iretagginning in 2021. All income earned
abroad, except for previously taxed income for Wa%.purposes, is considered indefinitely reinveésteour non-U.S. operations and no
provision for U.S. taxes has been provided witlpeesto such income. As of December 31, 2014 aid@ 2the undistributed earnings of our
non-U.S. subsidiaries were approximately $3,594%h830 , respectively. Our intent is to indefihiteeinvest our non-U.S. funds in our
foreign operations, and our current plans do notalestrate a need to repatriate them to fund our &p8rations. At this time, it is not
practicable to estimate the amount of tax that bexpayable if we were to repatriate these earnings.

We are included in the EMC consolidated group fd8.Jederal income tax purposes, and expect tareanto be included in such
consolidated group for periods in which EMC ownseast 80% of the total voting power and value wf @ombined outstanding Class A and
Class B common stock as calculated for U.S. fedecaime tax purposes. The percentage of voting pawe value calculated for U.S. federal
income tax purposes may differ from the percentdgritstanding shares
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beneficially owned by EMC due to the greater votrogver of our Class B common stock as comparedit@Ctass A common stock and other
factors. Each member of a consolidated group dwimgpart of a consolidated return year is joiathyl severally liable for tax on the
consolidated return of such year and for any sulsetty determined deficiency thereon. Should EM&@isership fall below 80% of the total
voting power or value of our outstanding stockiiyy @eriod, then we would no longer be includechim EMC consolidated group for U.S.
federal income tax purposes, and our U.S. fedacalme tax would be reported separately from that@EMC consolidated group.

Although we file a consolidated federal tax retwith EMC, the income tax provision is calculatethparily as though we were a separate
taxpayer. However, certain transactions that weEMi€ are parties to are assessed using consolittadturn rules. Our effective tax rate in
the periods presented is the result of the mixiobime earned in various tax jurisdictions that appbroad range of income tax rates. The rate
at which the provision for income taxes is caloedbdliffers from the U.S. federal statutory income tate primarily due to different tax rates in
foreign jurisdictions where income is earned.

The EMC consolidated group is routinely under abglithe Internal Revenue Service (the “IR).U.S. federal income tax matters he
been concluded for years through 2008. The IRS camced a federal income tax audit for the tax y2809 and 2010 in the third quarter of
2012. The current federal income tax audit is ongpand it is not expected to be completed untli520

We also have income tax audits in progress in naugestate and local jurisdictions. In our interodl jurisdictions that comprise a
significant portion of our operations, the yearsttimay be examined vary, with the earliest yeand@008. In our most significant internatio
jurisdiction, Ireland, the open tax years begim&2010. Based on the timing and outcome of exatiuing of our international subsidiaries, -
result of the expiration of statutes of limitatidios specific jurisdictions or the timing and resol ruling requests from taxing authorities, it is
reasonably possible that within the next 12 motdlel unrecognized tax benefits could be potentiegdtiuced by approximately $14 . Audit
outcomes and the timing of audit settlements ab@estito significant uncertainty.

Our future effective tax rate may be affected bghsiactors as changes in tax laws, changes inuginéss, regulations, or rates, changing
interpretation of existing laws or regulations, thpact of accounting for stock-based compensatimimpact of accounting for business
combinations and shifts in the amount of earnimghé U.S. compared with other regions in the waddvell as the expiration of statute of
limitations and settlements of audits.

Our Relationship with EMC

As of December 31, 2014 , EMC owned 43,025,000eshaf Class A common stock and all 300,000,000eshair Class B common stock,
representing 79.9% of our total outstanding shafe®@mmon stock and 97.2&6 the combined voting power of our outstanding ooon stock

The information provided below includes a summdrthe transactions entered into with EMC and EM€ssolidated subsidiaries
(collectively “EMC"), including VCE Company LLC (“CE”") from the date EMC acquired its controllingargst in VCE through December
31, 2014.

Transactions with EMC

We and EMC engage in the following ongoing interpamy transactions, which resulted in revenues acelipts and unearned revenues
for us:

e Pursuant to an ongoing reseller arrangement BMIC, EMC bundles our products and services with(Edfroducts and sells them
end users.

e EMC purchases products and services from us fernat use
» We recognize revenues for professional servicesdapon such contractual agreements with E

« From time to time, we and EMC enter into agreets¢o collaborate on technology projects, and Edags us for services that we
provide to EMC in connection with such projects.

« Pursuant to an ongoing distribution agreementaut as the selling agent for certain productssandces in exchange for a customary
agency fee.

»  We recognize revenues for various transitiomises provided to Pivotal. Support costs incurrgdib are reimbursed to us and are
recorded as a reduction to the costs incurred by us
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Information about our revenues and receipts andnneg revenues from such arrangements with EM@h#years ended December 31,
2014 , 2013 and 2012 consisted of the following:

Revenues and Receipts from EMC Unearned Revenues from EMC
For the Year Ended December 31, As of December 31,
2014 2013 2012 2014 2013

Reseller revenues $ 20t 3 141 $ 141 % 29C $ 18¢
Professional services revenues 8t 72 82 9 12
Internal-use revenues 21 32 9 18 20
Collaborative technology project receipts — 7 7 n/e n/e
Agency fee revenues 5 5 — — —
Reimbursement for transition services 2 12 — n/s n/s

We and EMC engage in the following ongoing interpamy transactions, which resulted in costs to us:
* We purchase and lease products and purchase seferdaternal use from EM

 From time to time, we and EMC enter into agreets¢o collaborate on technology projects, and aeEMC for services provided to
us by EMC related to such projects.

» In certain geographic regions where we do netlan established legal entity, we contract withE8libsidiaries for support services
and EMC personnel who are managed by us. The itwsised by EMC on our behalf related to these eyges are passed on to us
and we are charged a mark-up intended to approgiot#ts that would have been charged had we ctedréar such services with an
unrelated third party. These costs are includeskpenses in our consolidated statements of incordg@amarily include salaries,
benefits, travel and rent. EMC also incurs cergalministrative costs on our behalf in the U.S. #ratrecorded as expenses in our
consolidated statements of income.

e We incur interest expense on our notes payable BEME.

Information about our costs from such arrangemertts EMC for the years ended December 31, 20141320hd 2012 consisted of the
following:

For the Year Ended December 31,

2014 2013 2012
Purchases and leases of products and purchases/ces $ 71 9 63 $ 42
Collaborative technology project costs 12 13 n/e
EMC subsidiary support and administrative costs 137 12¢ 10€
Interest expense on notes payable 24 4 5

In the fourth quarter of 2013, we and EMC modifégedexisting technology licensing arrangement. Ramsto the modified arrangement,
we received certain rights to developed technofogya lump-sum payment of $26 , which was inclugdedmounts due to related parties, net
on the consolidated balance sheets as of Decerib2033 . The license of technology was accourdeds a transaction by entities under
common control. Accordingly, an intangible asse$®fwas recognized and was derived by allocatieg/étlue ascribed to the licensed
technology based upon the relative fair marketeslof the technology to each party. The differdreteveen the asset recorded and the
consideration due was primarily recognized as aatah in capital from EMC on the statements otktmlders’ equity. In addition to the
license of the technology, we will pay EMC for soppand for development collaboration. These an®marg included in collaborative
technology project costs in the table above.

Certain Stock-Based Compensation

Effective September 1, 2012, Pat Gelsinger succePdel Maritz as Chief Executive Officer of VMwaRrior to joining VMware, Pat
Gelsinger was the President and Chief Operating@fbf EMC Information Infrastructure ProductsuP®laritz remains a board member of
VMware and currently serves as Chief Executive €@ffiof Pivotal, a majority-owned subsidiary of ENdCnvhich we have an ownership
interest, and as an executive officer of EMC. Be#ul Maritz and Pat Gelsinger retain certain oirtfespective equity awards that they hel
of September 1, 2012 and Mr. Gelsinger continuegsb in certain of his EMC awards. Stock-basedpmmation related to Pat Gelsinger’s
EMC awards are being recognized in
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our consolidated statements of income over the@svaemaining requisite service periods. Effecsigce September 1, 2012, stock-based
compensation costs related to Paul Maritz’'s VMwasgrds have been charged to EMC and have not beegnized by us.

Due To/From Related Parties, N

As a result of the related-party transactions \ERC described above, amounts due to and from ck|zdeties, net as of December 31,
2014 and December 31, 2013 consisted of the foligwi

As of December 31,

2014 2013
Due to EMC $ (7€) $ (114)
Due from EMC 12t 9€
Due (to) from related parties, net $ 49 3 (18)
Income tax payable due to EMC $ (40) $ (22

Balances due to or from related parties, whichuarelated to tax obligations, are generally sefitbechsh within 60 days of each quarter-
end. The timing of the tax payments due to and fEMC is governed by the tax sharing agreement BMC. Refer to Note K to the
consolidated financial statements in Part Il, I#@wf this Annual Report on Form 10-K for furthefdmation.

Notes Payable to EM(

In connection with our acquisition of AirWatch, wad EMC entered into a note exchange agreemergrarady 21, 2014 providing for t
issuance of three promissory notes in the aggregateipal amount of $1,500 . The total debt of8R0 includes $450 that was exchanged for
the $450 promissory note issued to EMC in April 208s amended and restated in June 2011.

The three notes issued may be prepaid without peaapremium, and outstanding principal is duatenfollowing dates: $680 due May
1, 2018, $550 due May 1, 2020 and $270 due Deceinl2922 . The notes bear interest, payable giaitearrears, at the annual rate of
1.75% . During the years ended December 31, 2@043 and 2012 , $24 , $4 and $5 , respectivelintefest expense was recognized.

Pivotal

During 2013, we transferred certain assets andlitiab to Pivotal. We contributed certain assais|uding intellectual property, to Pivotal,
and Pivotal assumed substantially all liabilitiekated to certain VMware Cloud Application Platfopmoducts and services, including
VMware's Cloud Foundry, VMware vFabric (includingi$ig and GemFire) and Cetas organizations, efoegertain tangible assets related
to Cloud Foundry. During the year ended DecembeRB13, we transferred approximately 415 of our leyges to Pivotal. In addition, we
and Pivotal entered into an agreement pursuanhitohwve will act as the selling agent for produantsl services we contributed to Pivotal in
exchange for a fee. We also agreed to provide wati@nsition services to Pivotal. As of DecembirZ®14 , our ownership interest in Pivotal
was 28% , however, the investment carried by usahaobt basis of zero.

Liquidity and Capital Resources

At December 31, 2014 and 2013 , we held cash, easivalents and short-term investments as follows:

December 31,

2014 2013
Cash and cash equivalents $ 2,071 $ 2,30¢
Short-term investments 5,00¢ 3,87(
Total cash, cash equivalents and short-term inverstsn $ 7,07 % 6,17¢

As of December 31, 2014 , we held a diversifiedfptio of money market funds and fixed income sé&e@s totaling $5,004 . Our fixed
income securities are denominated in U.S. dolladsansisted of highly liquid debt instrumentsiug tJ.S. government and its agencies,
municipal obligations, and U.S. and foreign corpei@ebt securities. We limit the amount of our dsticeand international investments with
any single issuer and any single financial ingtitutand also monitor the diversity of the portiglihereby diversifying the credit risk. As of
December 31, 2014 , our total cash, cash equivaard short-term investments were $7,075 , of w868 was held outside the U.S. If
these overseas funds were needed for our operations
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the U.S., we would be required to accrue and p&y tdxes on the related undistributed earningsfatriate these funds. However, our inte
to indefinitely reinvest our non-U.S. earnings irr éoreign operations and our current plans dodeotonstrate a need to repatriate them to
fund our U.S. operations.

We expect that cash generated by operations wiluogrimary source of liquidity. We also beliebat existing cash and cash equivale
together with any cash generated from operatiofidwisufficient to meet normal operating requiremsefor at least the next twelve months.
While we believe our existing cash and cash egeitaland cash to be generated by operations wéllifficient to meet our normal operating
requirements, our overall level of cash needs neaiyrpacted by the number and size of acquisitiongstments and stock repurchases. On
January 21, 2014 , in connection with our agreerteeatquire AirWatch, we and EMC entered into a&retchange agreement providing for
the issuance of three promissory notes in the agg¢geprincipal amount of $1,500 . Please refeNwotés Payable to EMC” below for further
details regarding these promissory notes. Shouldegpeire additional liquidity, we may seek to agamebt financing or enter into credit
facilities.

Our cash flows summarized for the years ended 2@043 and 2012 were as follows:

For the Year Ended December 31,

2014 2013 2012
Net cash provided by (used in):
Operating activities $ 2,18( $ 2,53t % 1,897
Investing activities (2,78%) (1,472) (2,039
Financing activities 371 (367) (209
Net (decrease) increase in cash and cash equisalent $ (234 $ 69€ $ (347)

Operating Activities

Cash provided by operating activities decreasefidpp in 2014 from 2013 , mainly as a result of dased profitability due to an increase
in headcount related expenses driven by the AirtWatgjuisition, including installment payments mameertain key employees of Airwatch.
The decrease was also driven by the change in iadares payable as a result of tax payments mad®i@ under the tax sharing agreement.
Under the tax sharing agreement, we are obligat@ady EMC an amount equal to the tax expense geklog us that EMC may recognize i
given year on its consolidated tax return and EBIGHligated to pay us an amount equal to any tarfitegenerated by us. In 2014, we paid
$150 to EMC under the tax sharing agreement, bRO&B we benefited from the net receipt of $24. /hie expect sales and related cash
collections to increase in 2015, we expect instafibpayments of approximately $185 to certain kapleyees of AirWatch as well as higher
tax payments to offset the benefit from increasddss Additionally, even if currency exchange ratadbilize, our cash flows from operations
are still expected to be negatively impacted, prilmadue to an unfavorable foreign exchange immarcbur non-U.S. dollar cash collections.

Cash provided by operating activities increase®®88 in 2013 from 2012 primarily driven by incredgeofitability as a result of strong
sales volumes. The increase was also driven bghtaege in accounts receivable due to increasedocdigiotions.

Investing Activities

Cash used in investing activities is generallyilaatable to the purchase of fixed income secutitiesiness acquisitions, and capital
expenditures. Cash provided by investing activitseslso impacted by the timing of purchases, satesmaturities of our available-for-sale
securities.

Cash used in investing activities increased in 28dMpared to 2013 primarily due to increases irtipases of available-for-sale securities
partially offset by increases in sales of availdblesale securities. Additionally, cash used ineisting activities increased significantly in 2014
compared to 2013 primarily as a result of our asitjon of AirWatch during the first quarter of 2QIBhe increase in restricted cash during in
2014 compared to 2013 primarily relates to amodogsto certain AirWatch employees, subject to ashigent of certain employment
conditions.

Cash used for business acquisitions during 2013eo0ad to 2012 was significantly lower as a resutiur acquisition of Nicira, Inc.,
which occurred in 2012 .

Financing Activities

Net cash provided by financing activities in 20hérged compared to net cash used in financingitesivn 2013 primarily as a result of
the notes payable exchange agreement we enteceditht EMC in connection with our acquisition ofrfatch. The proceeds from the notes
payable exchange agreement with EMC were partidfet by an increase in the repurchase of our comstock in 2014 .
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Net cash used in financing activities during 20h8reased compared to 2012 primarily as a reéutie decrease in excess tax benefits
from stock-based compensation and a decrease ¢egule from issuance of common stock. These desresse primarily due to changes in
the market value of our stock and the number oftg@uvards exercised, sold or vested.

Notes Payable to EM(
As of December 31, 2014 , $1,500 remained outstgnain notes payable to EMC, with interest payabkerrly in arrears.

In connection with our acquisition of AirWatch, watered into a note exchange agreement with EM@anary 21, 2014 providing for
the issuance of three promissory notes in the ag¢geprincipal amount of $1,500 . The total det#b500 includes $450 that was exchanged
for the $450 promissory note issued to EMC in AR€iD7, as amended and restated in June 2011.

The three notes issued have the following princgmabunts and maturity dates: $680 due May 1, 2&B50 due May 1, 2020 and $270
due December 1, 2022 .

The notes bear interest at the annual rate of 1.78%rest is payable quarterly in arrears. Thiesionay be prepaid without penalty or
premium. We drew down on all three notes in lateuday 2014.

Stock Repurchase Progra

From time to time, we repurchase stock pursuanpem authorized stock repurchase programs in opekeamntransactions or privately
negotiated transactions as permitted by secutéies and other legal requirements. We are not at#ijto purchase any shares under our ¢
repurchase programs. The timing of any repurchasdghe actual number of shares repurchased deparalsariety of factors, including our
stock price, cash requirements for operations aisthess combinations, corporate and regulatoryirements and other market and economic
conditions. Purchases can be discontinued at argyttiat we feel additional purchases are not weedarll shares repurchased under our
stock repurchase programs are retired. During ¢ae gnded December 31, 2014 , we repurchased 74&44hares for an aggregate purchase
price of $700 . As of December 31, 2014 , the cativg authorized amount remaining for repurchaskeuan authorized program was $960 .
Refer to Note M to the consolidated financial staats in Part Il, Item 8 of this Annual Report arid 10-K for further discussion.

On January 27, 2015, our Board of Directors autieatithe repurchase of up to an additional onephiltiollars of our Class A common
stock through the end of 2017. Refer to Note M donsolidated financial statements in Partéiml8 of this Annual Report on Form 10-K
for further discussion. We are increasing our shaggdack goal compared to recent years, and asu#t,ree expect to repurchase at least one
billion dollars of our Class A common stock in 2015

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 thirdeypalaims alleging that one of our products
infringes or misappropriates a patent, copyrigliiémark, trade secret or other intellectual prypéght. Certain of these agreements require
us to indemnify the other party against certaiinetarelating to property damage, personal injunjthe acts or omissions by us and our
employees, agents or representatives.

We have agreements with certain vendors, finamt#itutions, lessors and service providers purstawhich we have agreed to
indemnify the other party for specified matters;isas acts and omissions by us and our employgestsa or representatives.

We have procurement or license agreements witleot$p technology that we have obtained the rightsie in our products and
agreements. Under some of these agreements, weabeeed to indemnify the supplier for certain claiimat may be brought against such
with respect to our acts or omissions relatindigupplied products or technologies.

We have agreed to indemnify our directors and exexofficers, to the extent legally permissiblgamst all liabilities reasonably incurr
in connection with any action in which such indivad may be involved by reason of such individuahbeor having been a director or officer.
Our by-laws and charter also provide for indematiien of our directors and officers to the extegdlly permissible, against all liabilities
reasonably incurred in connection with any actiomwhich such individual may be involved by reasésuch individual being or having beel
director or executive officer. We also indemnifytedn employees who provide service with respeamployee benefits plans, including the
members of the Administrative Committee of the VMgd01(k) Plan, and employees who serve as direotoofficers of our subsidiaries.
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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 #oguisition or in accordance with indemnificai
or similar agreements entered into by the acquicedpany and such persons. We typically purchasaila 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.

We are unable to determine the maximum potenti@arhunder these indemnification agreements deatdimited history with prior
indemnification claims and the unique facts andwinstances involved in each particular agreemestotically, costs related to these
indemnification provisions have not been significan

Contractual Obligations

We have various contractual obligations impactinglmuidity. The following represents our contnaat obligations as of December 31,
2014:

Payments Due by Period

Less than More than
Total 1 year 1-3 years 3-5years 5 years

Notes payable to EME $ 1,500 $ — — ¢ 68C $ 82(C
Operating leas€e8d 89¢ 81 132 83 60z
Purchase obligations 95 47 48 — —
Other obligation$? 49 8 16 1C 1t
Sub-Total 2,54; 13€ 19¢€ T7% 1,437
Uncertain tax position® 20€

Total $ 2,748

(1) See “Liquidity and Capital Resources” for aatission of the $1,500 notes payable we enteredvitth EMC on January 21, 2014, in
connection with our agreement to acquire AirWatch.

(2) Our operating leases are primarily for facility spand lanc

(3) Consisting of various contractual agreemenstsch include commitments on the lease for our Vifagbn data center facility and asset
retirement obligations.

(4) As of December 31, 2014, we had $206 of nametui net unrecognized tax benefits. The timinfutdre payments relating to these
obligations are highly uncertain. Given this unairty, unrecognized tax benefits as of DecembelB814 could be reduced by
approximately $14 in the next 12 months, as a tesubx audit resolutions. Refer to “Income TaxWsion” for a discussion of such tax
audits.

Critical Accounting Policies

Our consolidated financial statements are based tiposelection and application of accounting ppies generally accepted in the United
States of America that require us to make estinmtdsassumptions about future events that affecathounts reported in our financial
statements and the accompanying notes. Futureseandttheir effects cannot be determined with oepaTlherefore, the determination of
estimates requires the exercise of judgment. Acesllts could differ from those estimates, and sugh differences may be material to our
financial statements. We believe that the critaxaounting policies set forth below may involveigher degree of judgment and complexity in
their application than our other significant acding policies and represent the critical accounpoticies used in the preparation of our
financial statements. If different assumptions anditions were to prevail, the results could beamally different from our reported results.
Our significant accounting policies are presentétiov Note A, “Overview and Basis of Presentatioimour consolidated financial statements
appearing in this Annual Report on Form 10-K.

Revenue Recognitio

We derive revenues primarily from licensing ourta@aire under perpetual licenses, related softwaiater@ance, training, technical supg
consulting services, and hosted services. Revaarnea®cognized when persuasive evidence of angemaent exists, delivery has occurred or
service has been provided, the sales price is fixetbterminable, and collectibility is probablestBrmining whether and when some of these
criteria have been satisfied often involves assionptand judgments that can have a significant @anpa the timing and amount of revenues
recognized.

We enter into multiple-element revenue arrangemientghich a customer may purchase a combinaticofifvare, maintenance and
support, training, consulting services, and hostaglices. If a product or service included in avsafe-related multiple-element arrangement
has not been delivered, and is not considered &asEnthe functionality of the

54




Table of Contents

delivered products or services, we must deternfinddir value of each undelivered product or servising vendor-specific objective evidence
(“VSOE"). Absent VSOE, revenues are deferred WABIOE of fair value exists for each of the undelecgproducts or services, or until all
elements of the arrangement have been deliveraedetdsr, if the only undelivered element is maintesgaand support, the entire arrangement
fee is recognized ratably over the performanceoge©hanges in assumptions or judgments or changbs elements in a software
arrangement could cause a material increase oeasein the amount of revenues that we reporparticular period.

VSOE of fair value for an undelivered element isgrally based on historical stand-alone salesitd fgarties. In limited instances, for an
offering that is not yet sold, VSOE is the pricéabfished by management if it is probable thatphee will not change when introduced to the
marketplace. In determining VSOE of fair value, iquire that the selling prices for a product aviee fall within a reasonable pricing range.
For multiple-element arrangements that containnsoft and non-software elements, we allocate rewetwusoftware or software-related
elements as a group and any non-software elemepisately based on relative selling prices usiegstiling price hierarchy. The relative
selling price for each deliverable is determineithg®/SOE, if it exists, or third-party evidence PE”) of selling price. TPE of fair value is
based on evaluation of prices charged for compaiitoducts or services sold to similarly situatedtomers. As our offerings contain
significant proprietary technology and provide dif#fint features and functionality, comparable prafesmilar products typically cannot be
obtained and relied upon. If neither VSOE nor TRPEadling price exist for a deliverable, best estienof selling price (‘BESP’s used for the
deliverable. We use BESP in allocation of arrangamensideration. We determine BESP by considesimgoverall pricing objectives and
practices across different sales channels.

In the event we publicly announce specific featumefinctionalities, entitlements or the releasmbar of a software upgrade that has not
been made available, and customers will receivieupgrade as part of a current software maintenaoctact, a specified upgrade is deemed
created. As a result of the specified upgrade whietdo not have VSOE of fair value, revenues aferded on qualifying purchases that
include the current version of the product subje¢he announcement until delivery of the upgrade.

Multiple-element arrangements may be bundled witbramitment to deliver a product that has not wsrbmade available. Revenues
specific to these arrangements is deferred unfdratuct obligations have been fulfilled.

Professional services include design, implememadind training. Professional services are not demed essential to the functionality of
our products because services do not alter theupta@pabilities and may be performed by custometgher vendors. Revenues from
professional services engagements performed fiaed fee, for which we are able to make reasondbpjendable estimates of progress towar
completion, are recognized on a proportional pemtorce basis assuming all other revenue recogrdtitaria are met. Revenues for
professional services engagements billed on adindematerials basis are recognized as the houis@nmged. Revenues on all other
professional services engagements are recognizedagmpletion.

Rebates

We offer rebates to certain channel partners, waietrecognized as a reduction to revenues or negaevenues. Rebates based on actu
partner sales are recognized as a reduction ohuegeas the underlying revenues are recognizedt&ebarned based upon partner
achievement of cumulative level of sales are reimghas a reduction of revenues proportionallyefach sale that is required to achieve the
target.

The estimated reserves for channel rebates anslisakmtives are based on channel partners’ aogéurfdrmance against the terms and
conditions of the programs, historical trends drevalue of the rebates. The accuracy of thesevesséor these rebates and sales incentives
depends on our ability to estimate these itemscanttl have a significant impact on the timing antbant of revenues we report.

Returns

With limited exceptions, our return policy does atlbw product returns for a refund. We estimateifiel returns at the time of sale and
record as a reduction to revenues or unearned uege@ur estimate is based on historical retuesrand the accuracy of these reserves
depends on our ability to estimate sales returnangnother criteria. If we were to change any osthassumptions or judgments, it could caus
a material increase or decrease in the amountwehtes that we report in a particular period. Retirave not been material to date.

Accounting for Income Taxe:

We have been included in the EMC consolidated gfoup).S. federal income tax purposes, and exmecbhtinue to be included in such
consolidated group for periods in which EMC ownteast 80% of the total voting power and value wf @autstanding stock as calculated for
U.S. federal income tax purposes. The percentagetofg power and value calculated for U.S. fedarabme tax purposes may differ from
percentage of outstanding shares beneficially oviayeEMC due to the greater voting power of our €lBcommon stock as compared to our
Class A common stock and other factors. Each member

55




Table of Contents

of a consolidated group during any part of a cadatéd return year is jointly and severally liafide tax on the consolidated return of such y
and for any subsequently determined deficiencyettrerHowever, our income tax expense and the ceiat®me tax balance sheet accounts
are derived primarily assuming we filed a sepatateeturn. However, certain transactions that m&BMC are parties to are assessed using
consolidated tax return rules. The difference betwihe income taxes payable that is calculateds®parate tax return basis and the amount
actually paid to EMC pursuant to our tax sharingeagient with EMC is presented as a component dfiadal paid-in capital. Our
assumptions, judgments and estimates used to aalir income tax expense considers current ves; laur interpretation of current tax laws
and possible outcomes of current and future agditsiucted by foreign and domestic tax authorities.

We have established reserves for income taxesdi@ssl potential exposures involving tax positidrzg tould be challenged by federal,
state and foreign tax authorities, which may resufiroposed assessments. As part of the EMC cidlaseti group, and separately, we are
subject to the periodic examination of our incompereturns by the Internal Revenue Service and atbmestic and foreign tax authorities.
assumptions and judgments we have used in estignatintax liabilities are reasonable, however, dgearin tax laws or our interpretation of
tax laws and the resolution of the current andfaitiyre tax audits could significantly impact the@mts provided for income taxes in our
consolidated financial statements.

We are subject to tax in the U.S., and in multip@-U.S. tax jurisdictions. Our U.S. liquidity neegire currently satisfied using cash flows
generated from our U.S. operations, borrowing®ath. We also utilize a variety of tax planningagtgies in an effort to ensure that our
worldwide cash is available in locations in whitksineeded. Currently, we do not provide U.S. inedaxes on undistributed earnings of our
non-U.S. subsidiaries. These undistributed earrimgsonsidered permanently reinvested outsid&)t8eWhile we do not anticipate changing
our intention regarding permanently reinvested iegs) if certain foreign earnings previously trebss permanently reinvested are repatriatec
the related U.S. tax liability may be reduced by aan-U.S. income taxes paid on these earnings.

Our deferred tax assets reflect our estimateseoathount and category of future taxable incomeh sisancome from operations, capital
gains and also consider other key factors that tmiggtrict our ability to realize the deferred tssets. Actual operating results and the
underlying amount and category of income in futygars could render our current assumptions, jud¢graard estimates of recoverable net
deferred taxes inaccurate.

Business Combination

We allocate the purchase price of acquirees tidéhaifiable assets acquired, the liabilities assdnand any norentrolling interests in &
acquiree, which are measured based on the acquisitite fair value. Goodwill is measured as theesxof consideration transferred over the
net amounts of the identifiable tangible and intalegassets acquired and the liabilities assumélgeadcquisition date.

The allocation of the purchase price requires una&e significant estimates and assumptions, imoiufhir value estimates, to determine
the fair value of assets acquired and liabilitissusned and the related useful lives of the acqaisséts, when applicable, as of the acquisition
date. Although we believe the assumptions and astisnwe have made are reasonable, they are baser on historical experience and
information obtained from the management of thauaed companies and are inherently uncertain. Exesngf critical estimates used in
valuing certain of the intangible assets we havpi@ed or may acquire in the future include butraselimited to:

» future expected cash flows from sales, maintenagceements and acquired developed technol

» the acquired company’s trade name and custoateianships as well as assumptions about the ghefiime the acquired trade name
and customer relationships will continue to be ugetie combined company’s product portfolio;

» discount rates used to determine the present wdlestimated future cash flov

These estimates are inherently uncertain and uigbadte, and if different estimates were used tielpase price for the acquisition could
be allocated to the acquired assets and liabiliigsrently from the allocation that we have maddditionally, unanticipated events and
circumstances may occur which may affect the acyuoa validity of such assumptions, estimates tuaaesults.

New Accounting Pronouncemen

During May 2014, the Financial Accounting StandaéBdsird (“FASB”) issued Accounting Standards Upda#essU”) No. 2014-09,
Revenue from Contracts with Customers (Topic 606 updated revenue standard establishes prindgriescognizing revenue and develops
a common revenue standard for all industries. Ugmtoption, entities will be required to recognize émount of revenue that they expect to be
entitled to for the transfer of promised goodsewies to their customers. The updated standafigstive for us in the first quarter of 2017
and permits the use of either the retrospectivauotulative effect transition method. Early adopti®mot permitted.
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The Company has not selected a transition methddsacurrently evaluating the effect that the updattandard will have on its
consolidated financial statements and related assces.

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

Foreign Exchange Risk

We operate in foreign countries, which expose unaoket risk associated with foreign currency exgarate fluctuations between the
U.S. dollar and various foreign currencies, the ts@mificant of which is the euro.

Although approximately 70% of our sales are denaeid in the U.S. dollar, we also invoice and colie¢he euro, the British pound, the
Japanese yen, the Australian dollar and the Chiregsrinbi in their respective regions. As a resafportion of our total revenues are affected
by changes in the value of the U.S. dollar agdheste currencies. Additionally, a portion of ouergiing expenses, primarily the cost of
personnel to deliver technical support on our potgland professional services, sales and salesgupml research and development, are
denominated in foreign currencies, primarily thoserencies in which we also invoice and collectvé&ries resulting from selling in local
currencies and costs incurred in local currenadiesaposed to foreign exchange rate fluctuationstwban affect our operating income. As
exchange rates vary, operating results may difgenally from expectations. We calculate the fgneturrency impact on our revenues and
operating expenses as the difference between amtranslated at current exchange rates and the s@ments translated at prior-period
exchange rates.

To manage the risk associated with fluctuation®imign currency exchange rates, we utilize derregfinancial instruments, principally
foreign currency forward contracts, as describddvioe

Cash Flow Hedging ActivitiesTo mitigate our exposure to foreign currency fliations resulting from operating expenses denodhiit
certain foreign currencies, we enter into foreigrrency forward contracts. We typically enter intsh flow hedges annually with maturities
of 12 months or less. As of December 31, 2014 2013 , we had foreign currency forward contré@tsurchase approximatel§240 million
and $82 million , respectively, in foreign curegnThe fair value of these forward contracts wamaterial as of December 31, 2014 and
2013.

Foreign Currency Forward Contracts Not DesignatedrHedges.We enter into foreign currency forward contractbéolge a portion of
our net outstanding monetary assets and liabilitgggnst movements in certain foreign exchangesr&iar foreign currency forward contracts
are traded on a monthly basis with a typical cartral term of one month. As of December 31, 2@h4 2013, we had outstanding forward
contracts with a total notional value of $697 raill and $498 million , respectively. The fairwalof these forward contracts was
immaterial as of December 31, 2014 and 2013.

Sensitivity AnalysisThere can be no assurance that our hedging aesiviill adequately protect us against the rislsoaisted with
foreign currency fluctuations. A hypothetical adseforeign currency exchange rate movement of 10Udwhave resulted in a potential loss
of $85 million in fair value of our foreign cumey forward contracts as of December 31, 2014is $énsitivity analysis disregards any
offsetting gain that may be associated with theeulythg foreign-currency denominated assets ardlii@s that we hedge.

This analysis also assumes a parallel adverseddhift foreign currency exchange rates againstil® dollar; however, foreign currency
exchange rates do not always move in such a mamteactual results may differ materially. We do, motd do not intend to use derivative
financial instruments for speculative purposeseRtd Note G to the consolidated financial stateimenPart Il, Iltem 8 of this Annual Report
on Form 10-K for further information.

Interest Rate Risk

Fixed Income Securities

Our fixed income investment portfolio is denomirthile U.S. dollars and consists of various holdingges, and maturities.

Our primary objective for holding fixed income setias is to achieve an appropriate investmentrretonsistent with preserving princiy
and managing risk. At any time, a sharp rise iargst rates or credit spreads could have a maseh@rse impact on the fair value of our fixed
income investment portfolio. Hypothetical increasemterest rates of 50 basis points and 100 asigts would have decreased the fair value
of our fixed income investment portfolio as of Deter 31, 2014 by $33 million and $66 million , resfively. Hypothetical decreases in
interest rates of 50 basis points and 100 basiggpuwiould have increased the fair value of ourdixeome investment portfolio as of
December 31, 2014 by $31 million and $55 milliorspectively. This sensitivity analysis assumearalfel shift of all interest rates; however,
interest rates do not always move in such a maameiactual results may differ materially. We mondar interest rate and credit risk,
including our credit exposures to specific ratiagegories and to individual issuers. These instnisare not leveraged and we do not inter
use them for speculative purposes. Refer to NotmsdE- to the consolidated financial statemengairt Il, Item 8 of this Annual Report on
Form 10-K for further information.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
VMware, Inc.
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Consolidated Statements of Stockholders’ Equitytlieryears ended December 31, 2014, 2013 and 2012
Notes to Consolidated Financial Statements
Schedule:

Schedule ll—Valuation and Qualifying Accounts

Note: All other financial statement schedules aritted because they are not applicable or the requnformation is included in the
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Stockholders and Board of Directors of VM&ydnc.:

In our opinion, the consolidated financial statetadisted in the accompanying index present fainyall material respects, the financial
position of VMware, Inc. and its subsidiaries acBmber 31, 2014 and December 31, 2013, and thksre$itheir operations and their cash
flows for each of the three years in the periodeehDecember 31, 2014 in conformity with accounpnigciples generally accepted in the
United States of America. In addition, in our opmj the financial statement schedule listed insb@mmpanying index presents fairly, in all
material respects, the information set forth theween read in conjunction with the related coriaitd financial statements. Also in our
opinion, the Company maintained, in all materiaipexcts, effective internal control over financgporting as of December 31, 2014, based or
criteria established imternal Control - Integrated FramewoR013) issued by the Committee of Sponsoring Omgdiuns of the Treadway
Commission (COSO). The Company’s management ionssiple for these financial statements and findrsteement schedule, for
maintaining effective internal control over finaalcieporting and for its assessment of the effeciss of internal control over financial
reporting, included in Management’s Report on Imé¢Control over Financial Reporting appearing uritlam 9A. Our responsibility is to
express opinions on these financial statementf@efinancial statement schedule, and on the Coypamternal control over financial
reporting based on our integrated audits. We caedugur audits in accordance with the standardiseoPublic Company Accounting
Oversight Board (United States). Those standamlsinethat we plan and perform the audits to obtatsonable assurance about whether the
financial statements are free of material misstatgrand whether effective internal control overfinial reporting was maintained in all
material respects. Our audits of the financialestants included examining, on a test basis, evasapporting the amounts and disclosures ir
the financial statements, assessing the accouptingiples used and significant estimates made agagement, and evaluating the overall
financial statement presentation. Our audit ofrimaecontrol over financial reporting included adbtag an understanding of internal control
over financial reporting, assessing the risk thaaderial weakness exists, and testing and evatyéte design and operating effectiveness of
internal control based on the assessed risk. Quitsaaiso included performing such other procedasewe considered necessary in the
circumstances. We believe that our audits proviteaaonable basis for our opinions.

A company'’s internal control over financial repodiis a process designed to provide reasonableaassuregarding the reliability of financial
reporting and the preparation of financial statets:iéor external purposes in accordance with gelyesatepted accounting principles. A
company’s internal control over financial reportingludes those policies and procedures that (fppeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettiansactions and dispositions of the assetseofdmpany; (ii) provide reasonable assurance
that transactions are recorded as necessary tatp@aparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expenditureb®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (iii) provide readwaassurance regarding prevention or timely detectf unauthorized acquisition, use, or
disposition of the company’s assets that could lzaneterial effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢tmisstatements. Also, projections of any

evaluation of effectiveness to future periods atgexct to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

/sl PricewaterhouseCoopers LLP

San Jose, California
February 26, 2015
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VMware, Inc.
CONSOLIDATED STATEMENTS OF INCOME
(amounts in millions, except per share amounts, anshares in thousands)

For the Year Ended December 31,

2014 2013 2012
Revenues:
License $ 2,591 $ 2,27C  $ 2,08
Services 3,44¢ 2,93 2,51¢
Total revenues 6,03t 5,207 4,60¢
Operating expenses (1):
Cost of license revenues 19z 21C 237
Cost of services revenues 72t 52C 484
Research and development 1,23¢ 1,08: 99¢
Sales and marketing 2,141 1,81¢ 1,64t
General and administrative 69t 41¢ 36¢
Realignment charges 16 68 —
Operating income 1,02 1,09: 872
Investment income 38 30 27
Interest expense with EMC (24) 4 (5)
Other income (expense), net 7 28 (2)
Income before income taxes 1,04¢ 1,147 89¢
Income tax provision 162 13z 147
Net income $ 88 $ 1,014 $ 74€
Net income per weighted-average share, basic fsCA
and Class B $ 2.0¢6 $ 236 $ 1.7¢
Net income per weightedverage share, diluted for Class A and Cla$ 204 % 234 % 1.72
Weighted-average shares, basic for Class A and®as 430,35! 429,09: 426,65¢
Weighted-average shares, diluted for Class A aad<B 434,51 433,41! 433,97-
(1) Includes stock-based compensation as follows:
Cost of license revenues $ 2 % 2 % 2
Cost of services revenues 42 29 28
Research and development 244 227 21C
Sales and marketing 17z 144 15C
General and administrative 69 56 48
Realignment charges — 6 —

The accompanying notes are an integral part ofdmsolidated financial statements.

60




Table of Contents

VMware, Inc.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in millions)
For the Year Ended December 31,
2014 2013 2012
Net income $ 88€ $ 1,01 $ 74€
Other comprehensive income:
Changes in market value of available-for-sale seéear
Unrealized gains (losses), net of taxes of $0a8d,$3 (2) — 5
Reclassification of (gains) realized during theigarnet of taxes of $(2),
$(1), and $0 €) (2 —
Net change in market value of available-for-salusiées (4) (2 5
Changes in market value of effective foreign cuckeforward exchange
contracts:
Unrealized (losses), net of $0 taxes for all pesiod (1) — —
Net change in market value of effective foreignreacy forward exchange
contracts (@D} — —
Total other comprehensive income (loss) (5) 2 5
Total comprehensive income, net of taxes $ 881 § 101z § 751

The accompanying notes are an integral part oftimsolidated financial statements.
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VMware, Inc.
CONSOLIDATED BALANCE SHEETS
(amounts in millions, except per share amounts, anshares in thousands)

December 31,

2014 2013
ASSETS
Current assets:
Cash and cash equivalents $ 2,071 $ 2,30t
Short-term investments 5,00¢ 3,87(
Accounts receivable, net of allowance for doub#fttounts of $2 and $2 1,52( 1,22(
Due from related parties, net 49 —
Deferred tax assets 24¢ 19C
Other current assets 23¢ 9€
Total current assets 9,13( 7,681
Property and equipment, net 1,03t 84t
Other assets, net 174 107
Deferred tax assets 16E 6C
Intangible assets, net 74¢ 607
Goodwill 3,96¢ 3,027
Total assets $ 15,21¢ $ 12,32
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 20 % 10¢
Accrued expenses and other 811 60¢
Due to related parties, net — 18
Unearned revenues 2,98: 2,55¢
Total current liabilities 3,99¢ 3,29¢
Notes payable to EMC 1,50(C 45(
Unearned revenues 1,851 1,53¢
Other liabilities 28: 234
Total liabilities 7,63( 5,511
Commitments and Contingencies (refer to Note L)
Stockholders’ equity:
Class A common stock, par value $.01; authoriz@@000 shares; issued and outstanding
129,359 and 130,349 shares 1 1
Class B convertible common stock, par value $.0tharized 1,000,000 shares; issued and
outstanding 300,000 shares 3 3
Additional paid-in capital 3,38( 3,49¢
Accumulated other comprehensive income (loss) (D] 4
Retained earnings 4,19¢ 3,312
Total VMware, Inc.’s stockholders’ equity 7,581 6,81¢
Non-controlling interests 5 —
Total stockholders’ equity 7,58¢ 6,81¢
Total liabilities and stockholders’ equity $ 15,21¢ $ 12,32}

The accompanying notes are an integral part ofdmsolidated financial statements.
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VMware, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)

For the Year Ended December 31,

2014 2013 2012

Operating activities:
Net income $ 88 % 1,012 $ 74€
Adjustments to reconcile net income to net caskigea by operating activities:

Depreciation and amortization 34t 337 35E
Stock-based compensation 52¢ 454 42€
Excess tax benefits from stock-based compensation (36) (70) (13¢)
Deferred income taxes, net (12§) 56 (74)
Non-cash realignment charges — 1t —
Gain on disposition of certain lines of business ater, net — 31) —
Gain on sales of strategic investments (6) — —
Other Q) 7 2
Changes in assets and liabilities, net of acqaissti
Accounts receivable (267) (72) (26€)
Other assets (70) (59) (112)
Due to/from related parties, net (46) 6C 6
Accounts payable 6¢ 3C 24
Accrued expenses 13¢ 1 22
Income taxes receivable from EMC — 17 19
Income taxes payable 77 1¢ 13¢
Unearned revenues 69¢ 75¢€ 751
Net cash provided by operating activities 2,18( 2,53t 1,897
Investing activities:
Additions to property and equipment (352) (34£) (2349)
Purchases of available-for-sale securities (3,939) (3,18) (3,189
Sales of available-for-sale securities 2,07¢ 1,59¢ 1,88(
Maturities of available-for-sale securities 717 717 90z
Proceeds from disposition of certain lines of bess — 37 =
Purchases of strategic investments (52) 8) (51)
Sales of strategic investments 11 — —
Business acquisitions, net of cash acquired (2,159 (289) (1,349
Decrease (increase) in restricted cash (78) (©)] 1
Other investing (11) 1 —
Net cash used in investing activities (2,78%) (1,477) (2,035)
Financing activities:
Proceeds from issuance of common stock 164 197 258
Proceeds from issuance of notes payable to EMC 1,05( — —
Reduction in capital from EMC (24) — —
Proceeds from non-controlling interests 7 — —
Repurchase of common stock (700) (50€) (467)
Excess tax benefits from stock-based compensation 3€ 7C 13¢€
Shares repurchased for tax withholdings on vesifrrgstricted stock (162) (12€) (139%)
Net cash provided by (used in) financing activities 371 (367) (209)
Net increase (decrease) in cash and cash equisalent (234 69€ (347)
Cash and cash equivalents at beginning of the gberio 2,30t 1,60¢ 1,95¢€
Cash and cash equivalents at end of the period $ 2,071 % 2,30t % 1,60¢

Supplemental disclosures of cash flow information:
Cash paid for interest $ 27 % 6 $ 7



Cash paid for taxes, net 21E 3E

Non-cash items:

Changes in capital additions, accrued but not paid $ 1 3 (1€)
Changes in tax withholdings on vesting of restda®ck, accrued but not paid 7 —
Fair value of stock-based awards assumed in atiquisi 24 —

The accompanying notes are an integral part ofdmsolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(in millions)
Class B
Class A Convertible - Accumulated
Common Stock Common Stock Additional Other Non-
Paid-in Retained Comprehensive controlling Stockholders’
Shares Par Value Shares  Par Value Capital Earnings Income Interests Equity

Balance, January 1, 2012 128 $ 1 300 $ 3 $ 321t $ 155 $ 1 3 — 4,77(

Proceeds from issuance of

common stock 7 — — — 25¢ — — — 25¢

Issuance of stock-based awards

acquisition — — — — 17 — — — 17

Repurchase and retirement of

common stock (5) — — — (467) — — — (467)

Issuance of restricted stock, net:

cancellations 4 — — — — = — — _

Shares withheld for tax

withholdings on vesting of

restricted stock @) — — — (13€) — — — (136)

Stock-based compensation _ _ _ _ 42C _ _ _ 42C

Excess tax benefits from stock-

based compensation — — — — 13€ — — — 13€

Amount due from tax sharing

arrangement — — — — (4) — — _ (4

Total other comprehensive income — — — — — — 5 — 5

Net income — _ — — — 74¢€ _ _ 74€
Balance, December 31, 2012 12¢ 1 30C 3 3,43 2,29¢ 6 — 5,74(

Proceeds from issuance of

common stock 6 — — — 197 — — — 197

Repurchase and retirement of

common stock @] — — — (50€) — — — (508)

Issuance of restricted stock, net:

cancellations 4 — — — — — — — —

Shares withheld for tax

withholdings on vesting of

restricted stock )] — — — (126€) — — — (126)

Stock-based compensation _ _ — — 43€ — — — 43€

Excess tax benefits from stock-

based compensation — — — — 48 — — — 48

Amount due from tax sharing

arrangement — — — — 3 — — — (©)]

Total other comprehensive loss — _ — — — — @ _ ”)

Reduction in capital from EMC — — — — (22) — _ — (22

Contribution to Pivotal _ _ _ _ 17 _ _ _ 17

Reclassification of liability-

classified awards to equity stock:

based compensation — — — — 25 — — — 25

Net income — — — — — 1,014 — — 1,014
Balance, December 31, 2013 13C 1 30¢ 3 3,49¢ 3,31 4 = 6,81€

Proceeds from issuance of

common stock 4 — — — 164 — — — 164

Issuance of stock-based awards

acquisition — — — — 24 — — — 24

Repurchase and retirement of

common stock 8) — — — (700 — — — (700

Issuance of restricted stock, net:

cancellations 5 — — — 1 — — — 1

Shares withheld for tax

withholdings on vesting of

restricted stock 2 — — — (162) — — — (162)

Stock-based compensation — — — — 51€ — _ — 51¢

Excess tax benefits from stock-
based compensation — — — — 32 — — — 32

Amount due from tax sharing
arrangement — — — = 12 — — —_ 12



Total other comprehensive loss — _ — — — — (5) (5)

Activities with non-controlling

interests — — — — — — — 5

Reclassification of liability-

classified awards to equity stock-

based compensation — — — — 21 — — 21

Net income — _ — — — 88¢€ _ 88€
Balance, December 31, 2014 12¢  $ 1 30C $ 3 % 338 $ 4,19t $ @) 7,58¢

The accompanying notes are an integral part ofdmsolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A. Overview and Basis of Presentation
Company and Background

VMware, Inc. (“VMware” or the “Company”) is the ldar in virtualization infrastructure solutions i#dd by organizations to help them
transform the way they build, deliver and consunferimation technology (“IT”) resources. VMware’stualization infrastructure solutions,
which include a suite of products and servicesgiesd to deliver a software-defined data centerprumdustry-standard desktop computers
and servers and support a wide range of operagstgr® and application environments, as well as oiiwwg and storage infrastructures.

Basis of Presentatiol

The accompanying consolidated financial statemieane been prepared in accordance with accountingiples generally accepted in the
United States (“GAAP”) and pursuant to the ruled esgulations of the Securities and Exchange Cosiarigthe “SEC”) for annual financial
reporting.

VMware was incorporated as a Delaware corporatiok®98, was acquired by EMC Corporation (“EM@1)2004 and conducted its init
public offering of VMware’s Class A common stockAagust 2007. As of December 31, 2014 , EMC helgraximately 79.9% of VMware’s
outstanding common stock and 97.2% of the combinéidg power of VMware’s outstanding common stadakjuding 43 million shares of
VMware's Class A common stock and all of VMwarela§s B common stock. VMware is a majority-owned eontrolled subsidiary of
EMC, and its results of operations and financialitton are consolidated with EMC'’s financial statats.

Management believes the assumptions underlyingdhsolidated financial statements are reasonalaeeier, the amounts recorded for
VMware's intercompany transactions with EMC may hetconsidered arm’s length with an unrelated thady. Therefore, the financial
statements included herein may not necessarilgaethe financial position, results of operationd aash flows had VMware engaged in such
transactions with an unrelated third party duriligpariods presented. Accordingly, VMware’s histali financial information is not necessarily
indicative of what the Company’s financial positioasults of operations and cash flows will behia tuture if and when VMware contracts at
arm’s length with unrelated third parties for tleevices the Company receives from and providesM@E

Principles of Consolidatior

The consolidated financial statements include to®ants of VMware and subsidiaries in which VMwheess a controlling financial
interest. Non-controlling interests are presented aeparate component within total stockholdersitg and represent the equity and
cumulative pro-rata share of the results of openatiattributable to the non-controlling interestst earnings attributable to the non-controlling
interests are eliminated within other income (exgg@nnet in the consolidated statements of incamdeaae not presented separately as they
were not material for the periods presented. A#ricompany transaction and account balances betMigerare and its subsidiaries have been
eliminated in consolidation. Transactions with EM its subsidiaries are generally settled in eashare classified on the statements of cas
flows based upon the nature of the underlying aatisn.

Reclassificatior
Certain prior period financial statements have lreetassified to conform to current period prestota
Use of Accounting Estimates

The preparation of financial statements in conftymiith GAAP requires management to make estimatesassumptions that affect the
reported amounts of assets and liabilities, themtegd amounts of revenues and expenses duringtioeting periods, and the disclosure of
contingent liabilities at the date of the finangtdtements. Estimates are used for, but not kihidgdrade receivable valuation, marketing
rebates, useful lives assigned to fixed assetsraadgible assets, valuation of goodwill and deéidived intangibles, income taxes, stdudse
compensation and contingencies. Actual resultsdcdiffer from those estimates.

Revenue Recoghnitio

VMware derives revenues primarily from licensindgts@are under perpetual licenses, related softwamt@nance, training, technical
support, consulting services, and hosted serviRegenue is recognized when persuasive evidenae afrangement exists, delivery has
occurred or service has been provided, the sales igrfixed or determinable, and collectibilitypsobable.
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License Revenues

VMware licenses most of its software through disttors, resellers, system vendors, systems intagrand through its direct sales force.
VMware recognizes revenues from the sale of itsasoE licenses upon shipment and provided all atnznue recognition criteria have been
met. VMware also offers certain of its customerseas to its software on a pay-as-you-go model. Rexy&om these offerings is generally
recognized based upon the customer's reported Usfgen software license arrangements are offertdvew products that become available
on a when-and-if-available basis, revenue assatiaith these arrangements are recognized rataldy the subscription period.

For software sold by system vendors that is bundiigldl their hardware, unless the Company has aragphcense agreement which
governs the transaction, revenue is recognized@aes upon the receipt of royalty reports.

Services Revenues

VMware’s services revenues generally consist of softwai@tenance, training, technical support, consulsieryices, and hosted servic
Software maintenance and technical support offsrergitle customers to receive major and minor peodpgrades on a when-and-if-available
basis and technical support. Revenues from softmaiatenance and technical support offerings aneigdly recognized ratably over the
contract period.

Professional services include design, implememtadind training. Professional services are not demed essential to the functionality of
VMware’s products as these services do not aleeptbduct capabilities and may be performed byoensts or other vendors. Revenues from
professional services engagements performed fieed fee, for which the Company is able to makesoeably dependable estimates of
progress toward completion, are recognized on pgutional performance basis assuming all othermegaecognition criteria are met.
Revenues from professional services engagemeragat/on a time and materials basis are recogrigete hours are incurred. Revenues
from all other professional services are recognizeah completion.

VMware’s hosted services consist of certain sofeaafferings sold as a service without the custosnalility to take possession of the
software over the subscription term. These arraegésrare offered to VMware’s customers over a $igelcperiod of time and revenue is
recognized ratably over the subscription term conuimg upon delivery of the service. Hosted servaresalso provided on a consumption
basis with revenues recognized commensurate wittomer’s usage of the related services.

Rebates Reserves

Rebates are offered to certain channel partnershvane recognized as a reduction to revenuesearmed revenues. Rebates based on
actual partner sales are recognized as a redusfti@venue as the underlying revenue is recogniketiates earned based upon partner
achievement of cumulative level of sales are reiaghas a reduction of revenues proportionallyefach sale that is required to achieve the
target.

VMware participates in marketing development praggavith certain channel partners wherein VMwarenkrirses its partners for
expenses incurred by them under the terms of thgrgms. VMware recognizes these costs incurrecciaded with the marketing developm
funds as a reduction of revenues concurrent wihrélcognition of the underlying revenues based tipermaximum potential liability. The
difference between the maximum potential liabitiéggognized and the actual amount paid out hasew®rt material to date.

Returns Reserves

With limited exceptions, VMware’s return policy dorot allow product returns for a refund. VMwaréraates and records reserves for
product returns at the time of sale based on héstioreturn rates. Amounts are recorded as a redutd revenues or unearned revenues.
Returns have not been material to date.

Multiple-Element Arrangements

VMware enters into multiplelement revenue arrangements in which a customgporghase a combination of software, maintenanck
support, training, consulting services, and hostglices. For multiple-element arrangements wiftwsse elements, VMware allocates and
defers revenue for the undelivered elements basddiovalue using vendor-specific objective evideif*'VSOE") and applies the residual
method to allocate the remaining fee to the dedisigaroducts and services. If a product or servickided in a software-related multiple-
element arrangement has not been delivered, amat onsidered essential to the functionality ef delivered products or services, VMware
must determine the fair value of each undelivemadpct or service using VSOE. Absent VSOE, revasuieferred until VSOE of fair value
exists for each of the undelivered products orisesy or until all elements of the arrangement Haeen delivered. However, if the only
undelivered element is maintenance and supporgrtiee arrangement fee is recognized ratably theeperformance period. Changes in
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assumptions or judgments or changes to the elerireatsoftware arrangement could cause a matedetase or decrease in the amount of
revenues that VMware reports in a particular period

VSOE of fair value for an undelivered element isdzhon historical stand-alone sales to third partielimited instances, for an offering
that is not yet sold, VSOE is the price establishgdhanagement if it is probable that the pricé mot change when introduced to the
marketplace. In determining VSOE of fair value, Vih& requires that the selling prices for a produdervice fall within a reasonable pricing
range. VMware has established VSOE for its softwaaetenance and technical support services, cimg@ervices and training.

For multiple-element arrangements that containnsoft and non-software elements, VMware allocatesmee to software or software-
related elements as a group and any non-softwaneegits separately based on relative selling ptise® the selling price hierarchy. The
relative selling price for each deliverable is deti@ed using VSOE, if it exists, or third-party dence (“TPE”) of selling price. TPE of fair
value is based on evaluation of prices chargeddorpetitor products or services sold to similaityated customers. As VMware’s offerings
contain significant proprietary technology and pdevdifferent features and functionality, compaeaptices of similar products typically
cannot be obtained and relied upon.

If neither VSOE nor TPE of selling price exists fodeliverable, VMware uses its best estimate kihgeprice (“BESP”) for that
deliverable. The objective of BESP is to deternimeprice at which VMware would transact a sathéf product or service were sold on a
stand-alone basis. VMware determines BESP by cerisiglits overall pricing objectives and practieesoss different sales channels and
geographies, market conditions, and historicalssaléIware uses BESP in the allocation of arrangdroensideration. Once value is allocated
to software or software-related elements as a gn@ayenue is then recognized when the relevannreveecognition criteria are met.

In the event VMware publicly announces specifiddeas or functionalities, entitlements or the rekeaumber of a software upgrade that
has not been made available, and customers wéivethat upgrade as part of a current softwaret@aance contract, a specified upgrade is
deemed created. As a result of the specified upgnddch VMware does not have VSOE of fair valueeraie is deferred on qualifying
purchases that include the current version of thdyrct subject to the announcement until delivérthe upgrade.

Multiple element arrangements may be bundled witbramitment to deliver a product that has not ysrbmade available. Revenue
specific to these arrangements is deferred unfdratuct obligations have been fulfilled. In adualit, revenue specific to arrangements that
include subscription software products and protessiservices are deferred until the professioaalise obligations have been fulfilled.

Unearned revenues substantially consist of paymenesved in advance of revenue recognition fodpobts and services described above
Refer to Note J for further information.

Foreign Currency Remeasurement

The U.S. dollar is the functional currency of VMwar foreign subsidiaries. VMware records net gaimg losses resulting from foreign
exchange transactions as a component of foreigemey exchange gains and losses in other inconpe(&e), net in the consolidated
statements of income. These gains and losses tod these recognized on foreign currency forwasdtracts that VMware enters into to
mitigate its exposure to foreign currency fluctaat. Net losses were $8 million and $3 million dgrthe years ended December 31, 2014 an
2013, respectively. Net gains during the year dridlecember 31, 2012 were immaterial.

Cash and Cash Equivalents, Short-Term Investmeriisd Restricted Cash

VMware invests primarily in money market funds, hiigliquid debt instruments of the U.S. governmand its agencies, municipal
obligations, and U.S. and foreign corporate debaisges. All highly liquid investments with mattigs of 90 days or less from date of purct
are classified as cash equivalents and all higblyd investments with maturities of greater th&days from date of purchase as short-term
investments. Short-term investments are classiftedvailable-for-sale. VMware may sell these séiesrat any time for use in current
operations or for other purposes, such as congiderr acquisitions and strategic investmentsnggmuently, VMware may or may not hold
securities with stated maturities greater thanwevehonths until maturity.

VMware carries its fixed income investments at failue and unrealized gains and losses on thesstments, net of taxes, are include
accumulated other comprehensive income, a comparfistbckholders’ equity. Realized gains or lossesincluded in the consolidated
statements of income. Gains and losses on thebled income securities issued by the same isané of the same type are determined
using the first-in first-out (“FIFO”) method. Whendetermination has been made that an other-timapetary decline in fair value has
occurred, the amount of the decline that is rel&teal credit loss is realized and is included & ¢bnsolidated statements of income.
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Cash balances that are restricted pursuant tethrestof various agreements are classified as ceircash and included in other current
assets and other assets, net in the accompanyisgl@tated balance sheets. As of December 31, 20d42013 the total amount of VMware’s
restricted cash was $95 million and $13 millioespectively. As of December 31, 2014 , $75 millkéthe restricted cash related to the
acquisition of AirWatch LLC and amounts held inrese to be paid in future periods. Refer to NoteoBffirther information.

As of December 31, 2014 , VMware's total cash, aglivalents and short-term investments were $7@iion , of which$4,968 millior
was held outside the U.S.

Allowance for Doubtful Accounts

VMware maintains an allowance for doubtful accountsestimated losses on uncollectible accountsivable. The allowance for
doubtful accounts considers such factors as creditiness of VMwares customers, historical experience, the age ofdbeivable, and curre
economic conditions.

Property and Equipment, Ne

Property and equipment, net is recorded at cogirddéation commences upon placing the asset incgeand is recognized on a straight-
line basis over the estimated useful life of theets as follows:

Buildings Term of underlying land lease

Land improvements 15 years

Furniture and fixtures 5 years

Equipment 3to 5 years

Software 2 to 3 years

Leasehold improvements 20 years, not to exceed the term of the underligage

Upon retirement or disposition, the asset costratated accumulated depreciation are removed wighgain or loss recognized in the
consolidated statements of income. Repair and eraanice costs that do not extend the economicflifeeounderlying assets are expensed as
incurred.

Internal-Use Software Development Costs

Costs associated with internal-use software systhiring the application development stage are aliggid. Capitalization of costs begins
when the preliminary project stage is completedhagement has committed to funding the project,iisdorobable that the project will be
completed and the software will be used to perfthrenfunction intended. Capitalization ceases aptiiat when the project is substantially
complete and is ready for its intended purpose.CHp#talized amounts are included in property aquiment, net on the consolidated balance
sheets.

Research and Development and Capitalized Softwaex&opment Cosl

Research and development costs primarily consigergfonnel and related overhead costs associatkedh&iresearch and development of
VMware’s product software and service offerings anelexpensed as incurred. Development costs t¥a®f to be sold, leased, or otherwise
marketed are subject to capitalization beginningmtechnological feasibility for the product hagbestablished and ending when the pro
is available for general release. Following a cleaingyMware’s go-to-market strategy in late 201 tength of time between achieving
technological feasibility and general release tst@mers significantly decreased. During the yeaesented, software development costs
incurred for products during the time period betwesaching technological feasibility and generédase were not material and accordingly
were expensed as incurred.

No amortization expense was recorded during thegeded December 31, 2014 , as all previously abpéd software development costs
had been fully amortized as of December 31, 204 ortization expense from capitalized amounts wéé iillion and $71 million for the
years endeDecember 31, 2013 and 2012 , respectively. Amditizaexpense is included in cost of license reverarethe consolidated
statements of income.

Business Combination

For business combinations, VMware recognizes thetiflable assets acquired, the liabilities assuraed any non-controlling interests in
an acquiree, which are measured based on the #mmquiate fair value. Goodwill is measured asékeess of consideration transferred over
the net amounts of the identifiable tangible artdrigible assets acquired and the liabilities assumh¢he acquisition date.
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VMware uses significant estimates and assumptionkjding fair value estimates, to determine thevalue of assets acquired and
liabilities assumed and the related useful livethefacquired assets, when applicable, as of tpaisiton date. When those estimates are
provisional, VMware refines them as necessary duitie measurement period. The measurement peribd geriod after the acquisition date,
not to exceed one year, in which VMware may ga#tmel analyze the necessary information about fatsicumstances that existed as of the
acquisition date to adjust the provisional amouet®gnized. Measurement period adjustments aréeap@trospectively, if material. All other
adjustments are recorded to the consolidated sémtsnof income.

Businesses acquired from EMC are accounted forbasimess combination between entities under contootrol. VMware includes the
results of operations of the acquired businessderuwommon control, if material, in the period ofjaisition as if it had occurred at the
beginning of the period and also retrospectivefysid the financial statement information presembegrior years to reflect the business as
had been acquired at the beginning of the finamesabd presented. VMware recognizes the net asselsr common control at EMC's
carrying values as of the date of the transferrandrds the difference between the carrying vahgethe cash consideration as an equity
transaction.

Costs to effect an acquisition are recorded in gedreend administrative expenses on the consolidsti#geéments of income as the expense:
are incurred.

Purchased Intangible Assets and Goodv

Goodwill is evaluated for impairment during the fibuquarter of each year or more frequently if égemw changes in circumstances
indicate that the carrying value of the asset n@tybe recoverable. VMware elected to perform a tjtadive assessment of goodwill with
respect to its one reporting unit. In doing so, Vievcompared the enterprise fair value to the oagrgmount of the reporting unit, including
goodwill. VMware concluded that, to date, theredaeen no impairments of goodwiill.

Purchased intangible assets with finite lives anerized over their estimated useful lives. VMweeeiews intangible assets for
impairment whenever events or changes in busirieggwstances indicate that the carrying amounth®fssets may not be fully recoverable
or that the useful lives of these assets are ngeloappropriate.

Derivative Instruments and Hedging Activitie

Derivative instruments are measured at fair vaheeraported as current assets and current liasilan the consolidated balance sheets, &
applicable.

In order to manage VMware’s exposure to foreigmeney fluctuations, VMware enters into foreign eucy forward contracts to hedge a
portion of VMware’s net outstanding monetary asset liability positions. These foreign currencyward contracts are generally entered into
on a monthly basis, with a typical contractual terid month . These forward contracts are not ded&d as hedging instruments under
applicable accounting guidance and therefore grested to fair value through other income (expense) on the consolidated statements of
income.

Additionally, VMware enters into foreign currenayrward contracts which it designates as cash fledglks to manage the volatility of
cash flows that relate to operating expenses deraied in certain foreign currencies. These forveamtracts are entered into annually, have
maturities of 12 months or less, and are adjusiddit value through accumulated other comprehenisigome, net of tax, on the consolidated
balance sheets. When the underlying expense trigosaccurs, the gains or losses on the forwardraohare subsequently reclassified from
accumulated other comprehensive income to theegtlaperating expense line item on the consolidstieéments of income.

The Company does not, and does not intend to, @&iseative financial instruments for speculative gases. Refer to Note G for further
information.

Advertising

Advertising costs are expensed as incurred. Adsingiexpense was $29 million , $27 million and &8ifion in the years ended
December 31, 2014 , 2013 and 2012 , respectively.

Income Taxes

Income taxes as presented herein are calculatadseparate tax return basis, although VMware isideel in the consolidated tax returr
EMC. However, certain transactions that VMware BMIC are parties to, are assessed using consolititedturn rules. Deferred tax assets
and liabilities are recognized for the expectedreitax consequences of events that have beer@attin the financial statements or tax
returns. Deferred tax assets and liabilities aterd@ned based on the difference between the tsis b assets and liabilities and their reportec
amounts using enacted tax rates in effect for &a in which the differences are expected to revarax credits are generally recognized as
reductions of income tax
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provisions in the year in which the credits ariBlee measurement of deferred tax assets is redycad/éuation allowance if, based upon
available evidence, it is more likely than not teate or all of the deferred tax assets will notdadized.

VMware does not provide for a U.S. income tax ligpbn undistributed earnings of VMware’s non-Ussibsidiaries. The earnings of non
U.S. subsidiaries, which reflect full provision foon-U.S. income taxes, are currently indefiniteliynvested in foreign operations or will be
remitted substantially free of additional tax.Hése overseas funds are needed for its operatiadhe U.S., VMware would be required to
accrue and pay U.S. taxes on related undistribediedings to repatriate these funds. However, VMigargent is to indefinitely reinvest its
non-U.S. earnings in its foreign operations and \@vs current plans do not demonstrate a needtdriate them to fund its U.S. operations.
At this time, it is not practicable to estimate Hraount of tax that may be payable if VMware werecipatriate these funds.

The difference between the income taxes payahleasivable that is calculated on a separate rétasis and the amount actually paid to
or received from EMC pursuant to VMware's tax shgragreement is presented as a component of adlipaidin capital. Refer to Note K
the consolidated financial statements for furthéorimation.

Net Income Per Shar

Basic net income per share is calculated usingvifighted-average number of shares of VMware’s comatock outstanding during the
period. Diluted net income per share is calculaigidg the weighted-average number of common shimaading the dilutive effect of equity
awards as determined under the treasury stock mhetidware has two classes of common stock, Claasd\Class B common stock. For
purposes of calculating net income per share, VMwizes the two-class method. As both classes gfe@asame rights in dividends, basic and
diluted net income per share are the same for dlatises.

Concentrations of Risks

Financial instruments, which potentially subject Whte to concentrations of credit risk, consist gpally of cash and cash equivalents,
short-term investments and accounts receivabléh Gasleposit with banks may exceed the amountsofrance provided on such deposits.
These deposits may be redeemed upon demand. VMphaares cash, cash equivalents and short-term imeass primarily in money market
funds and fixed income securities and limits the@ant of investment with any single issuer and dngle financial institution. VMware holds
a diversified portfolio of money market funds aidtl income securities, which primarily consistafious highly liquid debt instruments of
the U.S. government and its agencies, municipagatibns, and U.S. and foreign corporate debt siesirVMware's fixed income investment
portfolio is denominated in U.S. dollars and cotssaf securities with various maturities.

VMware manages counterparty risk through adequagsification of the investment portfolio amongieas financial institutions and by
entering into derivative contracts with financiasiitutions that are of high credit quality.

VMware provides credit to its customers, includtistributors, OEMs, resellers, and end-user custsnire the normal course of business.
To reduce credit risk, the Company performs pedededit evaluations, which consider the customgaigment history and financial stability.
Additionally, VMware does not recognize revenuesimearned revenues to the extent a customer’saodisig balance exceeds its credit limit.

As of December 31, 2014 , two distributors accodifive 19% and 13% of VMware's accounts receivaldbce. As of December 31,
2013, three distributors accounted for 18% , 1% Hl% of VMware’s accounts receivable balance.

One distributor accounted for 15% of revenues thex the years ended December 31, 2014 , 2012@t2l, and another distributor
accounted for 13% , 12% and 12% of revenues ily¢hes ended December 31, 2014 , 2013 and 201geatdgely. A third distributor
accounted for 11% of revenues in each of the yemded December 31, 2014 and 2013 , respectively.

Accounting for Stocl-Based Compensation

The Black-Scholes option-pricing model is usedédtedmine the fair value of VMware’s stock optionaads and 2007 Employee Stock
Purchase Plan (the “ESPP”) shares. The Bicikeles model includes assumptions regarding diddgelds, expected volatility, expected te
and risk-free interest rates. These assumptiotectéhe Company’s best estimates, but these itenadve uncertainties based on market and
other conditions outside of the Company’s contvdllware restricted stock unit awards, including pemfiance stock unit (“PSU") awards, are
valued based on the Company'’s stock price on tteafggrant. For those awards expected to vestiwbimly contain a service vesting feature,
compensation cost is recognized on a straightdass over the awards’ requisite service periodaility-classified awards are recorded at
value at each reporting period and are includeatorued expenses and other on the consolidateddeatheets.

PSU awards will vest if certain employee-specifid¢/Mware-designated performance targets are actiidéeninimum performance
thresholds are achieved, each PSU award will comvier VMware’s Class A common stock at a definatior
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depending on the degree of achievement of the pedloce target designated by each individual awardinimum performance thresholds are
not achieved, then no shares will be issued. Baped the expected levels of achievement, stockebesmpensation is recognized on a
straight-line basis over the PSUs’ requisite seryieriods. The expected levels of achievementeagsessed over the requisite service period
and, to the extent that the expected levels ofeaeiment change, stock-based compensation is adijustiee period of change and recorded in
the statements of income and the remaining unréeedistock-based compensation is recorded oveethaining requisite service period.

New Accounting Pronouncemer

During May 2014, the Financial Accounting StandeéBdaird (“FASB”) issued Accounting Standards UpdatsU”) No. 2014-09,
Revenue from Contracts with Customers (Topic 606 updated revenue standard establishes prindgriescognizing revenue and develops
a common revenue standard for all industries. Ugtption, entities will be required to recognize #mount of revenue that they expect to be
entitled to for the transfer of promised goodsawies to their customers. The updated standaeflastive for the Company in the first qua
of 2017 and permits the use of either the retrasgeor cumulative effect transition method. Eaatjoption is not permitted.

The Company has not selected a transition methddsacurrently evaluating the effect that the updagtandard will have on its
consolidated financial statements and related asseces.

B. Business Combinations, Joint Venture, Definite-lved Intangible Assets, Net and Goodwill
Business Combination

Fiscal Year 2014

Acquisition of AirWatch LLC

On February 24, 2014, VMware acquired for caslofathe outstanding membership units of A W.S. HulgiLLC (“AirWatch Holding”),
the sole member and equity holder of AirWwatch LLEGiWatch”). Airwatch is a leader in enterprise nmil@management and security
solutions. VMware acquired AirWatch to expand VMwe/arsolutions within the enterprise mobile managenaed security space. The total
purchase price of $1,128 million included cash bfl$4 million and the fair value of assumed unwtsiguity attributed to pre-combination
services totaling $24 million .

Merger consideration totaling $300 million , inclog $75 million being held in escrow, is payable&stain employees of AirWatch
subject to specified future employment conditiond will be recognized as expense over the requssiteice period on a straight-line basis.
Compensation expense of $141 million was recognizethg the year ended December 31, 2014 .

VMware assumed all of AirWatch'’s unvested stocka and restricted stock outstanding at the cotioplef the acquisition with an
estimated fair value of $134 million . Of the tofair value, $24 million was allocated to the puasé price and $110 million was allocated to
future services and will be expensed over the reimgirequisite service periods on a straight-liasi®. The estimated fair value of the stock
options assumed by the Company was determined thenglack-Scholes option pricing model. Pursuanhe purchase agreement,
AirWatch’s outstanding stock awards were conveiéal shares of VMware’s common stock at the conwersatio of 0.4 . The assumed
unvested options converted into 1.4 million stopkians to purchase VMware Class A common stock. a8semed unvested restricted stock
converted into an immaterial number of shares stffited VMware Class A common stock.

The following table summarizes the allocation @& ttonsideration to the fair value of the assetsiaed and liabilities assumed (table in
millions):

Cash $ 36
Other current assets 61
Intangible assets 25C
Goodwill 86¢
Other acquired assets 3C
Total assets acquired 1,24t
Unearned revenues (45)
Other assumed liabilities (72)
Total liabilities assumed (1279)
Fair value of assets acquired and liabilities agslim $ 1,12¢
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The excess of the purchase consideration oveathgdlue of net tangible and identifiable intarlgibssets acquired was recorded as
goodwill. Management believes that the goodwillresents the synergies expected from combiningetttenblogies of VMware with those of
AirWatch. The estimated fair value assigned totémgible assets, identifiable intangible assetd,amsumed liabilities were based on
management’s estimates and assumptions.

Management expects that the majority of goodwitl atentifiable intangible assets will be deductifdeU.S. income tax purposes.

The following table summarizes the components efidlentifiable intangible assets acquired and thstimated useful lives by VMware in
conjunction with the acquisitions of AirWatch (anmésiin table in millions):

Weighted-Average

Useful Lives Useful Lives Fair Value
(in years) (in years) Amount
Purchased technology 2-6 5.9 $ 11¢€
Customer relationships and customer lists 2-8 7.9 78
Trademarks and tradenames 8 8 40
Other 2-8 3.2 14
Total identifiable intangible assets $ 25C

The following pro forma financial information sumnmes the combined net income for VMware and Airgtiatvhich was significant for
purposes of the unaudited pro forma financial imfation disclosure, as though the companies werdirad at the beginning of the
Company’s fiscal year 2013. The amount of revemom fAirWatch was not considered material, and ab shias not been included in the
unaudited pro forma financial information disclosinelow.

Supplemental information on an unaudited pro fobasis, as if AirWatch had been acquired on JanLaP@13 , is presented as follows
(table in millions):

For the Year
Ended December 31,

2014 2013
Pro forma adjusted net income $ 84¢ $ 781

Pro forma adjustments primarily include compensaéirpense for certain key employees subject toifspeéuture employment
conditions, intangible amortization, stock-basethpensation and related tax effects.

Other 2014 Business Combinations

During the year ended December 31, 2014 , VMwanepteted three business combinations in additiohitd/atch, which were not
material to VMware’s consolidated financial statemse either individually or in the aggregate. Org@st 20, 2014, VMware acquired
CloudVolumes, Inc. (“CloudVolumes”), a providerrefal-time application delivery technology that dieatenterprises to deliver native
applications to virtualized environments on-demakdditionally, in the fourth quarter of 2014, VMwacompleted two other immaterial
business combinations. The aggregate purchasefpritigese three acquisitions was $91 million ,afatash acquired. The preliminary
purchase price primarily included $19 million oéittifiable intangible assets and approximately §iflBon of goodwill. Of the goodwill
acquired, $28 million is expected to be deductiblancome tax purposes.
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Fiscal Year 2013

During the year ended December 31, 2013 , VMwarepteted two business combinations. On October Q03 2VMware acquired
Desktone, Inc. (“Desktone”), a provider of deskaspa-service for delivering Windows desktops argliegtions as a cloud service. On

February 15, 2013, VMware acquired Virsto Softw@xérsto”), a provider of software that optimizesage performance and utilization in
virtual environments.

The aggregate consideration for these two acquisitivas $289 million , net of cash acquired. THiedong table summarizes the
allocation of the consideration to the fair valddéhe assets acquired and net liabilities assurtadyde(in millions):

Intangible assets $ 62
Goodwill 23¢
Deferred tax assets, net 4
Total assets acquired 29¢
Other assumed liabilities, net of other acquireskbes (10)
Total net liabilities assumed (20
Fair value of assets acquired and net liabilitEsuaned $ 28¢

The excess of the consideration for Desktone anst&/over the fair values assigned to the assetsrad and liabilities assumed
represents the goodwill resulting from the acgigisé. Management believes that the goodwill reprissihe synergies expected from
combining the technologies of VMware with thoseDafsktone and Virsto, including complementary prdslticat will enhance the Company’s
overall product portfolio. No goodwill was dedudtitfor tax purposes.

The following table summarizes the fair value af thtangible assets acquired by VMware in conjumctvith the acquisitions of Deskto
and Virsto (amounts in table in millions):

Weighted-Average

Useful Lives Fair Value
(in years) Amount
Purchased technology 6 $ 49
Vendor contracts 8 3
In-process research and development (“IPR&D”) 10
Total intangible assets, net, excluding goodwill $ 62

As of December 31, 2013, $9 million of the $10limil in IPR&D shown in the table above was compledead transferred to purchased

technology with a weighted-average life of 5 yedafe remaining IPR&D was completed and transfetogourchased technology during the
year endeDecember 31, 2014 .

The results of operations of Desktone and Virstecdbed above have been included in VMware's codatdd financial statements from
their respective date of purchase. Pro forma resiiloperations have not been presented as thiksresthe acquired businesses were not
material to VMware’s consolidated results of opers in the year ended December 31, 2013 or 2012 .

Fiscal Year 2012

Acquisition of Nicira, Inc.

On August 24, 2012 , VMware acquired all of thestartding capital stock of Nicira, a developer dfware-defined networking solutions.
This acquisition expanded VMware’s product portidb provide a suite of software-defined networkiagabilities.

The aggregate consideration was $1,100 milliort pheash acquired, including cash of $1,083 millmd the fair value of assumed eq
attributed to pre-combination services of $17 milli VMware assumed all of Nicira's unvested stopkons and restricted stock outstanding
at the completion of the acquisition. The fair vabf the assumed equity awards for post-combinagonices was $152 million and was not
included in the consideration transferred. The $hHRon is being recognized over the awards’ remiveg requisite service periods, which
extend through the first half of 2016.

In accordance with the merger agreement, the asbume=sted stock options converted into 1 millitotk options to purchase VMware
Class A common stock. The weighted-average actpnisitate fair value of the stock options was
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determined using the Black-Scholes option priciraget with the following weighted-average assumgidi) market price of $92.21 per
share, which was the closing price of VMware’s €lAscommon stock on the acquisition date; (ii) etpd term of 2.7 years ; (iii) risk-free
interest rate of 0.3% ; (iv) annualized volatildl35.7% ; and (v) no dividend yield. The weightederage acquisition-date fair value per share
of the assumed stock options was $88.39 . The asbuestricted stock converted into 1 million shareestricted VMware Class A common
stock. The fair value of the restricted stock wasdul on the acquisition-date closing price of $8p& share for VMware’s Class A common
stock.

The following table summarizes the allocation @& ttonsideration to the fair value of the intangésets acquired and net liabilities
assumed on August 24, 2012 , and reflects adjustnmeade through the measurement period to fin#tiegourchase price allocation (table in
millions):

Intangible assets $ 33t
Goodwill 89¢
Total intangible assets acquired 1,22¢
Deferred tax liabilities, net (77)
Income taxes payable (50
Other assumed liabilities, net of other acquiresktts (D]
Total net liabilities assumed (12¢)
Fair value of intangible assets acquired and abtlities assumed $ 1,10C

No goodwill was deductible for tax purposes.

The following table summarizes the fair value af thtangible assets acquired by VMware in conjamctvith the Nicira acquisition
(amounts in table in millions):

Weighted-Average

Useful Lives Fair Value
(in years) Amount
Purchased technology 7 $ 26€
Trademarks and tradenames 10 20
IPR&D 49
Total intangible assets acquired, net, excludingdgall $ 33¢

As of December 31, 2012 , the $49 milliohIPR&D shown in the table above was completed taaasferred to purchased technology \
a weighted-average life of 8 years .

Supplemental information on an unaudited pro fobasis, as if Nicira had been acquired on Janua2@11, is presented as follows (tal
in millions, except per share amounts):

For the Year Ended
December 31, 2012

Pro forma adjusted total revenue $ 4,607
Pro forma adjusted net income 687
Pro forma adjusted net income per weighted-aveshgee, diluted for Class A and Class B $ 1.5¢

Pro forma adjustments primarily include intangibfaortization, stock-based compensation and retatedffects.
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Other 2012 Business Combinations

During the year ended December 31, 2012, VMwareptet®d five business combinations in addition toifdi, which were not material to
VMware’s consolidated financial statements, eiindividually or in the aggregate. The aggregatesmeration for these five acquisitions was
$261 million , net of cash acquired. The followiadple summarizes the allocation of the considematicthe fair value of the intangible assets
acquired and net liabilities assumed (table iniori):

Intangible assets $ 88
Goodwill 187
Total intangible assets acquired 27¢
Deferred tax liabilities, net (8
Other assumed liabilities, net of other acquireskbts (6)
Total net liabilities assumed (14
Fair value of intangible assets acquired and aéliies assumed $ 261

Of the goodwill acquired, $15 million is deductilftg income tax purposes.
Joint Venture

During the year ended December 31, 2014 , VMwatabéshed a joint venture intended to expand VMweBéud Air services (formerly
vCloud Hybrid Service) in Japan. Cash contributioh$8 million and $7 million were made by VMwanedathe non-controlling interests,
respectively, in proportion to their respective enship interests. At December 31, 2QMMware had a controlling interest in the jointere
and approximately 51%f the ownership. Accordingly, VMware consolidateé financial results of the joint venture. Thershaf the earning
in the joint venture attributable to the non-coling interests was not material during the yeadteshDecember 31, 2014 .

Definite-Lived Intangible Assets, Net

The following table summarizes the changes in #treying amount of definite-lived intangible assfetsthe years ended December 31,
2014 and 2013 (table in millions):

December 31,

2014 2013
Balance, beginning of the year $ 607 $ 732
Additions to intangible assets related to busimessbinations 27¢ 62
Disposition of certain business activities (RefeNbte C) — (54)
Contribution to Pivotal (Refer to Note N) — (28)
Amortization Expense (241) (207)
Other adjustments 4 2
Balance, end of the year $ 748§ 607
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As of December 31, 2014 , definite-lived intangibfsets consisted of the following (amounts ingtatimillions):

December 31, 2014

Weighted-
Average
Useful Lives Gross Carrying Accumulated Net Book
(in years) Amount Amortization Value
Purchased technology 6.5 $ 69 $ (252) $ 447
Leasehold interest 34.9 14¢ (15) 134
Customer relationships and customer lists 8.2 157 (53 104
Trademarks and tradenames 8.6 61 9 52
Other 2.7 18 (7) 11
Total definite-lived intangible assets $ 1,08 % (336) $ 74¢

As of December 31, 2013, definite-lived intangibfesets consisted of the following (amounts ingatimillions):

December 31, 2013

Weighted-
Average
Useful Lives Gross Carrying Accumulated Net Book
(in years) Amount Amortization Value
Purchased technology 6.6 $ 58C $ (163 $ 417
Leasehold interest 34.9 14t (17) 134
Customer relationships and customer lists 8.7 75 (37 38
Trademarks and tradenames 9.1 24 @) 17
IPR&D 1 — 1
Total definite-lived intangible assets $ 82t % (218) $ 607

During the years ended December 31, 2014 , 2012@h@ , amortization expense was $141 million ,AdM@lion and $96 million ,
respectively.

Based on intangible assets recorded as of Dece3db@014 and assuming no subsequent additionspaiiment of underlying assets, the
remaining estimated annual amortization expensgpgcted to be as follows (table in millions):

2015 $ 142
2016 12¢
2017 11¢
2018 107
2019 86
Thereafter 167

Total $ 74¢
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Goodwill

The following table summarizes the changes in #reying amount of goodwill during the years endest&nber 31, 2014 and 2013 (table
in millions):

December 31,

2014 2013
Balance, beginning of the year $ 3,027 $ 2,84¢
Increase in goodwill related to business combimetio 941 23¢
Contribution to Pivotal (see Note N) — (28)
Reduction related to disposition of certain bussnedivities — (4
Deferred tax adjustments to purchase price allonaton acquisitions (4) (20
Other adjustments to purchase price allocationsoguisitions — 2
Balance, end of the year $ 396 $ 3,021

The deferred tax adjustments relate to the finatineof the fair value estimates for certain acijioins.
C. Realignment Charges

During the second half of 2014 , VMware eliminasggbroximately 180 positions across all major fumdl groups and geographies to
streamline its operations. As a result of thesmast $16 million of realignment charges was redéoephduring the year ended December 31,
2014 on the consolidated statements of income,iwtinsisted of workforce reduction charges. As ef@nber 31, 2014 , $8 milliaemainel
in accrued expenses and other on the consolidaladde sheets and is expected to be paid during 201

During January 2013, VMware approved and initisdalisiness realignment plan to streamline its djpeia The realignment plan
included the elimination of approximately 710 itiosas and personnel across all major functionaligs and geographies. During the year
ended December 31, 2013, $68 million of realignnodarges were recorded on the consolidated statsro&income, which consisted of
workforce reduction charges and asset impairméstaf December 31, 2013, the plan had been coethlet

The following table summarizes the activity for tiecrued realignment charges for the years endedrblger 31, 2014 and 2013 (table in
millions):

For the Year Ended December 31, 2014

Non-Cash
Balance as of Realignment Balance as of Portion
January 1, 2014 Charges Utilization December 31, 2014  of Utilization
Workforce reductions $ — 3 18 % (100 $ 8 $ =
Asset impairments, exit of facilities and ot
exit costs 3 (2 ) — —
Total $ 3 3 16 $ (1) $ 8 $ —
For the Year Ended December 31, 2013
Non-Cash
Balance as of Realignment Balance as of Portion
January 1, 2013 Charges Utilization December 31, 2013  of Utilization
Workforce reductions $ — 3 54 $ (54) $ — 3 (6)
Asset impairments, exit of facilities and
other exit costs — 14 (11) 3 9)
Total $ — % 68 $ (65 % 3 ¢ (15)

Other Related Activities

In connection with VMware’s 2013 business realignim@an, VMware recognized a cumulative pre-tangsi $44 million during
the year ended December 31, 2013 relating tdigposition of certain business activities thateveo
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longer aligned with VMware’s core business priesti The gain recognized in connection with thespatiitions were recorded to other incomé
(expense), net on the consolidated statementsoiria for the year ended December 31, 2013 .

D. Net Income per Share

Basic net income per share is computed by dividieigncome by the weighted-average number of comshanes outstanding during the
period. Diluted net income per share is computedibiging net income by the weighted-average nunti@ommon shares outstanding and
potentially dilutive securities outstanding durihg period, as calculated using the treasury stoethod. Potentially dilutive securities
primarily include unvested restricted stock ursteck options and purchase options under VMwanggleyee stock purchase plan. Securities
are excluded from the computations of diluted nebme per share if their effect would be anti-dieit VMware uses the two-class method to
calculate net income per share as both classes gt@same rights in dividends, therefore basicdilnted earnings per share are the same fol
both classes.

The following table sets forth the computationdasic and diluted net income per share during #aesyended December 31, 2014 , 201
and 2012 (net income in millions, shares in thodsgn

For the Year Ended December 31,

2014 2013 2012
Net income $ 88t $ 1,012 $ 74¢€
Weighted-average shares, basic for Class A and®@as 430,35! 429,09: 426,65¢
Effect of dilutive securities 4,15¢ 4,32: 7,31¢€
Weighted-average shares, diluted for Class A and<B 434,51 433,41! 433,97-
Net income per weighted-average share, basic fassCA and Class B $ 206 $ 236 $ 1.7
Net income per weighted-average share, dilutec€fass A and Class B $ 204 % 234 % 1.72

The following table sets forth the weighted-averageamon share equivalents of Class A common stoakvitere excluded from the
diluted net income per share calculations durimgytsars ended December 31, 2014 , 2013 and 2@&cause their effect would have been ant
dilutive (shares in thousands):

For the Year Ended December 31,

2014 2013 2012
Anti-dilutive securities:
Employee stock options 1,44C 1,02t 38¢
Restricted stock units 16 167 2,33¢
Total 1,45¢ 1,19( 2,72¢
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E. Cash, Cash Equivalents and Short-Term Investmest

Cash, cash equivalents and short-term investmeri$ Becember 31, 2014 and 2013 consisted of fl@vimg (tables in millions):

Cash
Cash equivalents:
Money-market funds
U.S. and foreign corporate debt securities
Foreign governments and multi-national agency alilgns
Total cash equivalents
Short-term investments:
U.S. Government and agency obligations
U.S. and foreign corporate debt securities
Foreign governments and multi-national agency alilgns
Municipal obligations
Asset-backed securities
Mortgage-backed securities
Total short-term investments
Total cash, cash equivalents and short-term inverstsn

Cash
Cash equivalents:
Money-market funds
U.S. and foreign corporate debt securities
Municipal obligations
Total cash equivalents
Short-term investments:
U.S. Government and agency obligations
U.S. and foreign corporate debt securities
Foreign governments and multi-national agency alilgns
Municipal obligations
Mortgage-backed securities
Total short-term investments
Total cash, cash equivalents and short-term inverstsn

Refer to Note F for further information regardimg fair value of VMware’s cash equivalents and skenm investments.

VMware evaluated its fixed income investments aBeéember 31, 2014 and 2013 to determine whetheotoainy security had
experienced an other-than-temporary decline inviae. As of December 31, 2014 and 2013 , VMwadendt
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December 31, 2014

Cost or
Amortized Cost

Aggregate
Fair Value

88¢

1,13(
54
2

88¢

1,13(
54
2

1,18¢

542
3,23¢
283
93C
53
221

1,18¢

542
3,23¢
28
932
53
22C

5,00¢

5,00¢

7,07¢

7,07¢

December 31, 2013

Cost or
Amortized Cost

Aggregate
Fair Value

48:

1,80¢
12
2

48:

1,80¢
12
2

1,82

537
2,351
37
811
12¢

1,82

537
2,35¢
37
814
12¢

3,86¢

3,87(

6,17(

6,17¢
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consider any of its fixed income investments t@ther-than-temporarily impaired. The realized gaind realized losses on fixed income
investments during the years ended December 34, &3d 2013 were not material.

Unrealized losses on cash equivalents and shantiterestments as of December 31, 2014 and 2013chwiave been in a net loss
position for less than twelve months, were clasdifiy investment category as follows (table inioml):

December 31, 2014 December 31, 2013
Unrealized Unrealized
Fair Value Losses Fair Value Losses
U.S. and foreign corporate debt securities $ 1,962 $ 5) $ 75C $ (3)
Mortgage-backed securities 107 (@D} 91 (D]
Total $ 2,071 $ 6 $ 841 $ (4)

As of December 31, 2014 and 2013, unrealized soseecash equivalents and sh@mm investments in other investment categoriesghy
have been in a net loss position for less tharnvevedonths, were not material. Unrealized lossesash equivalents and short-term
investments, which have been in a net loss positiptwelve months or greater, were not materiadfddecember 31, 2014 and 2013 .

Contractual Maturities

The contractual maturities of cash equivalentssradt-term investments held at December 31, 20hdisted of the following (table in
millions):

Amortized Aggregate

Cost Basis Fair Value
Due within one year $ 259 % 2,59¢
Due after 1 year through 5 years 3,361 3,36(
Due after 5 years 23€ 23€
Total cash equivalents and short-term investments $ 6,191 $ 6,19(

F. Fair Value Measurements
Assets and Liabilities Measured and Recorded atrP&alue on a Recurring Basi:

Certain financial assets and liabilities are meadat fair value on a recurring basis. VMware dutees fair value using the following
hierarchy:

. Level 1 - Quoted prices in active markets fomiiizal assets or liabilities

» Level 2 -Inputs other than Level 1 that are observablegeitlirectly or indirectly, such as quoted pricesdimilar assets or liabilitie:
quoted prices in markets that are noted activetloer inputs that are observable or can be coratediby observable market data for
substantially the full term of the assets or lidieib

» Level 3 - Unobservable inputs that are suppdsietittle or no market activity and that are sfigant to the fair value of the assets or
liabilities
Most of VMware’s fixed income securities are clfissi as Level 2, with the exception of some ofth8 government and agency
obligations which are classified as Level 1. At Baber 31, 2014 and 2013, the majority of VMwalteggel 2 securities were priced using
non-binding market consensus prices that are coradéd by observable market data, quoted marketpfor similar instruments, or pricing
models such as discounted cash flow techniques. &fw procedures include controls to ensure thatogypiate fair values are recorded such
as comparing prices obtained from multiple indeendources.

Additionally, VMware’s Level 2 classification indlies foreign currency forward contracts and notgsiple to EMC as the valuation
inputs for these are based upon quoted pricesedyicing intervals from public data sources, obslele market data and discounted cash
flow techniques. The fair value of the foreign ety forward contracts was not material for anyqeepresented. As of December 31, 2014 ,
the fair value of the notes payable to EMC appratéd its carrying value due to the minimal chamgghé interest rate between December 31
2014 and the date the notes were entered intouéts ghe notes payable to EMC are excluded fronidinevalue table below.
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VMware does not have any material assets or lt@slthat fall into Level 3 of the fair value hiechy as of December 31, 2014 and 2013
and there have been no transfers between fair wadasurement levels during the years ended Dece3ith@014 and 2013 .

The following tables set forth the fair value hietsy of VMware’s money-market funds and availaliegale securities, including those
securities classified within cash equivalents andbnsolidated balance sheets, that were required measured at fair value as of
December 31, 2014 and 2013 (tables in millions):

December 31, 2014

Level 1 Level 2 Total
Cash equivalents:
Money-market funds $ 1,13 % — 8 1,13(
U.S. and foreign corporate debt securities — 54 54
Foreign governments and multi-national agency alilomns — 2 2
Total cash equivalents 1,13(C 56 1,18¢
Short-term investments:
U.S. Government and agency obligations 353 18¢ 542
U.S. and foreign corporate debt securities — 3,23¢ 3,23¢
Foreign governments and multi-national agency alilgns — 23 23
Municipal obligations — 932 932
Asset-backed securities — 53 53
Mortgage-backed securities — 22C 22C
Total short-term investments 352 4,651 5,00¢
Total cash equivalents and short-term investments $ 1,48: $ 4,707 % 6,19(

December 31, 2013

Level 1 Level 2 Total
Cash equivalents:
Money-market funds $ 1,80¢ % — 8 1,80¢
U.S. and foreign corporate debt securities — 12 12
Municipal obligations — 2 2
Total cash equivalents 1,80¢ 14 1,822
Short-term investments:
U.S. Government and agency obligations 38t 152 537
U.S. and foreign corporate debt securities — 2,35¢ 2,35¢
Foreign governments and multi-national agency alilgns — 37 37
Municipal obligations — 814 814
Mortgage-backed securities — 12¢ 12¢
Total short-term investments 38t 3,48¢ 3,87(
Total cash equivalents and short-term investments $ 2,19 $ 3,49¢ $ 5,692

Beginning in 2014 , VMware offers a deferred congagion plan for eligible employees that allows jggyaints to defer payment for part
or all of their compensation. VMware’s results peoations are not significantly affected by thiarpkince changes in the fair value of the
assets substantially offset changes in the faurevaf the liabilities. As such, assets and liak#itassociated with this plan have not been
included in the above table. Assets and liabiliissociated with this plan were approximately $#ionias of December 31, 2014 , and are
included in other assets, net and other liabilitieghe consolidated balance sheets.
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Assets Measured and Recorded at Fair Value on a -Recurring Basis

The carrying value of VMware’s strategic investnsawere accounted for under the cost method. VMweaaduated the strategic
investments in its portfolio to assess whether@altifs strategic investments were other-than-templgrimpaired. VMware uses Level 3 inputs
as part of its impairment analysis, including, paed post-money valuations of recent financing &/and the impact of those on its fully
diluted ownership percentages, as well as othdlada information regarding the issughistorical and forecasted performance. The egtid
fair value of these investments is considered iniéivk’s impairment review if any events or changesiicumstances occur that might have a
significant adverse effect on their value. Durihg year ended December 31, 2013 , VMware recogriresther-than-temporary impairment
charge of $13 million in other income (expense},arethe consolidated statements of income forramecoverable strategic investment.
Strategic investments are included in other aseetxn the consolidated balance sheets. The ngrwglue of VMware’s strategic investments
was $110 million and $63 million as of December 3114 and 2013, respectively.

G. Derivatives and Hedging Activities

VMware conducts business on a global basis in plalforeign currencies, subjecting the Companyoteifin currency risk. To mitigate
this risk, VMware utilizes hedging contracts asaié®d below, which potentially expose the Comptmegredit risk to the extent that the
counterparties may be unable to meet the ternmsechgreement. VMware manages counterparty rislkebkisg counterparties of high credit
quality, by monitoring credit ratings and creditespds of, and other relevant public informationwhts counterparties. VMware does not, and
does not intend to, use derivative instrumentsfaculative purposes.

Cash Flow Hedges

To mitigate its exposure to foreign currency flattans resulting from operating expenses denomihiateertain foreign currencies,
VMware enters into foreign currency forward contsadhe Company designates these forward contasatash flow hedging instruments as
the accounting criteria for such designation haaenbmet. Therefore, the effective portion of gainksses resulting from changes in the fair
value of these hedges is initially reported in acalated other comprehensive income on the condetidaalance sheets and is subsequently
reclassified to the related operating expenseitém in the consolidated statements of income énsdime period that the underlying expenses
are incurred. During the years ended December@il4 22013 and 201,2he effective portion of gains or losses recfessito the consolidate
statements of income was not material. Interestgesaor “forward points” on VMware’forward contracts are excluded from the assessof
hedge effectiveness and are recorded in other iaderpense), net in the consolidated statement&ome as incurred.

VMware enters into forward contracts annually, whiave maturities of 12 months or less. As of Ddmem31, 2014 and 2013 , VMware
had foreign currency forward contracts designatedash flow hedges with a total notional value24@million and $82 million , respectively.
The notional value represents the gross amourtrefgn currency that will be bought or sold uportumity of the forward contract. The fair
value of these forward contracts was immateriaifd3ecember 31, 2014 and 2013 and therefore exdlfrden the fair value tables above.
During the years ended December 31, 2014 and 281 83sh flow hedges were considered effective.

Foreign Currency Forward Contracts Not Designated &ledges

VMware has established a program that utilizesioreurrency forward contracts to offset the fore@irrency risk associated with net
outstanding monetary asset and liability positidiiese forward contracts are not designated asrmpdgstruments under applicable
accounting guidance, and therefore all changésaridir value of the forward contracts are repontedther income (expense), net in the
consolidated statements of income.

VMware enters into foreign currency forward contsagn a monthly basis, which have a typical contr@iderm of one month. As of
December 31, 2014 and 2013 , VMware had outstarfdimgard contracts with a total notional value 60$ million and $498 million ,
respectively. The notional value represents thegjamount of foreign currency that will be boughsald upon maturity of the forward
contract. The fair value of these forward contracas immaterial as of December 31, 2014 and 20di3terefore excluded from the fair value
tables above.

During the year ended December 31, 2014 , VMwazegeized a gain of $48 milliorelating to the settlement of foreign currency fard
contracts. During the years ended December 31, 80d2012 , VMware recognized losses of $4 mildod $10 million , respectively. Gains
and losses relating to the settlement of foreigntremts are recorded in other income (expensejnribe consolidated statements of income.

The combined gains and losses derived from theegetnt of foreign forward contracts and the undegyoreign-currency denominated
assets and liabilities resulted in a net loss offifion , $4 million and $2 million during the yesaended
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December 31, 2014 , 2013 and 2012 , respectivedyghlins and losses are recorded in other incorpese), net in the consolidated
statements of income.

H. Property and Equipment, Net
Property and equipment, net, as of December 34 aad 2013 consisted of the following (table inlimils):

December 31,

2014 2013

Equipment and software $ 974 $ 752
Buildings and improvements 753 584
Furniture and fixtures 92 77
Construction in progress 25 12C
Total property and equipment 1,84¢ 1,53¢
Accumulated depreciation (809) (68¢)
Total property and equipment, net $ 1,03 $ 84t

Depreciation expense was $190 million , $141 millémd $131 million during the years ended DecertheR014 , 2013 and 2012 ,
respectively.

As of December 31, 2013, construction in progpssarily represented buildings and site improvetaealated to VMware’s Palo Alto
campus expansion that had not yet been placedéntice. As of December 31, 2014, this construoias substantially completed.

I. Accrued Expenses and Other

Accrued expenses and other as of December 31,81 2013 consisted of the following (table in roiti§):

December 31,

2014 2013
Salaries, commissions, bonuses, and benefits $ 374 % 303
Accrued partner liabilities 14¢ 13t
Other 28¢ 17C
Total $ 811 $ 60¢€

Accrued partner liabilities relate to rebates aratkating development fund accruals for channelneast system vendors and systems
integrators, as well as accrued royalties.

J. Unearned Revenues

Unearned revenues as of December 31, 2014 andcdissted of the following (table in millions):

December 31,

2014 2013
Unearned license revenues $ 48¢ % 46E
Unearned software maintenance revenues 3,90t 3,30¢
Unearned professional services revenues 44C 323
Total unearned revenues $ 483 $ 4,09z

Unearned license revenues are generally recognjzed delivery of existing or future products ongegs, or they are otherwise
recognized ratably over the term of the arrangentartture products include, in some cases, ememioducts that are offered as part of
product promotions where the purchaser of an eggiroduct is entitled to receive the future praduimo additional charge. To the extent the
future product has not been delivered and vendecifip objective evidence (“VSOE”) of fair valueruaot be established, the revenue for the
entire order is deferred until such time as alldma delivery obligations have been fulfilled. hetevent the arrangement does not include
professional services, unearned license revenueatsaybe recognized ratably, if the customer isig@the right to receive unspecified future
products or VSOE of fair value on the
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software maintenance element of the arrangemerst mimeexist. Total unearned license revenues mgyoxeer periods for a variety of factors,
including the type and level of promotions offeradd the timing of when the products are deliveneon general availability.

Unearned software maintenance revenues are a#tbleuto VMware’s maintenance contracts and arergpeecognized ratably over the
contract period. The weighted-average remaininy &rDecember 31, 2014 was approximately 2 yeldreearned professional services
revenues result primarily from prepaid professi@g®lices, including training, and are generalgogmized as the services are delivered.

K. Income Taxes

The domestic and foreign components of income bgboovisions for income taxes were as follows @ablmillions):

For the Year Ended December 31,

2014 2013 2012
Domestic $ 174 % 16C $ 177
International 874 987 71€
Total $ 1,04¢ % 1,147 % 89<

VMware’s provision for income taxes consisted & following (table in millions):

For the Year Ended December 31,

2014 2013 2012
Federal:
Current $ 18¢ % 1 3 161
Deferred (11€) 57 (72)
72 58 90
State:
Current 15 2 13
Deferred (22 6 @)
3 8 6
Foreign:
Current 87 72 44
Deferred — 5) 7
87 67 51
Total provision for income taxes $ 16z $ 13: % 147

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

For the Year Ended December 31,

2014 2013 2012
Statutory federal tax rate 35% 35% 35%
State taxes, net of federal benefit 1% 1% 1%
Tax rate differential for international jurisdictis (21)% (22)% (22)%
U.S. tax credit§’ (3)% (M% —%
Permanent items and other 4% 5% 3%
Effective tax rate 16 % 12% 17%

(1) Amounts presented for 2013 include the fedexsdarch tax credit for 2012 as the credit wastedaetroactively through December 31,

2013, and passed by the United States Congressydianuary 2013.
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Deferred tax assets and liabilities are recognieeduture tax consequences of differences betvikeercarrying amounts of assets and
liabilities and their respective tax bases usingcesd tax rates in effect for the year in whichdfferences are expected to be reversed.
Significant deferred tax assets and liabilitiessisinof the following (table in millions):

December 31,

2014 2013
Deferred tax assets:

Unearned revenue $ 29€ % 224
Accruals and other 67 45
Stock-based compensation a0 68
Tax credit and net operating loss carryforwards 13¢ 11¢
Other non-current assets 9 14
Basis difference in investment in business 20 20
Net deferred tax assets 62C 49C
Valuation allowance (10¢) (94)
Total deferred tax assets 514 39¢

Deferred tax liabilities:
Property, plant and equipment, net (93 (70)
Intangibles and other assets, net 8 (76)
Total deferred tax liabilities (107 (14€)
Total deferred tax assets, net $ 41 % 25C

VMware has U.S. federal net operating loss carwyéods of $127 million from acquisitions made si26®7 . These operating loss
carryforwards expire at different periods throug#32 . Portions of these carryforwards are subfeannual limitations. VMware expects to be
able to fully use these net operating losses aghaihge income. Also, resulting from acquisitisiace 2007 , VMware has state net operating
loss carryforwards of $168 million expiring at @ifént periods through 2034 .

VMware has California research and developmentitecagryforwards for income tax purposes of appmwadely $79 million , that can be
carried over indefinitely. VMware determined thia¢ trealization of deferred tax assets relatindnéostate research and development tax credi
and certain capital losses did not meet the médylithan-not threshold, and accordingly, a valhmatllowance was recorded. If in the future,
new evidence supports the realization of the defetax assets related to the state research artbpgewent tax credits or capital losses, the
valuation allowance will be reversed and a tax liemdl be recorded accordingly.

VMware has non-U.S. operating losses of $3 milliesulting from a non-U.S. acquisition in 2012 . $&@et operating losses have an
unlimited carryforward period. VMware expects todise to fully use these net operating losses ag#iture non-U.S. income. VMware has
non-U.S. tax credits of approximately $1 milliod.S. income taxes have not been provided on ceutadistributed earnings of non-U.S.
subsidiaries of approximately $3,594 million and88® million at December 31, 2014 and 2013, retbpedyg, because such earnings are
considered to be reinvested indefinitely outsidéhefU.S., or will be remitted substantially fréfeadditional tax. VMware’s rate of taxation in
non-U.S. jurisdictions is lower than the U.S. tatet VMware’s international income is primarily ead by VMware’s subsidiaries in Ireland,
where the statutory tax rate is 12.5% . Recentldpugents in non-U.S. tax jurisdictions and unfabdeachanges in non-U.S. tax laws and
regulations could have an adverse effect on VMveaa@nual effective tax rate if earnings are loweantanticipated in countries where the
statutory tax rates are lower than the U.S. fedaratate. All income earned abroad, except fovipresly taxed income for U.S. tax purpose
considered indefinitely reinvested in VMware’s figire operations and no provision for U.S. taxesheen provided with respect to such
income. At this time, it is not practicable to estite the amount of tax that may be payable if VManaere to repatriate these earnings.

Although VMware files a consolidated federal tatura with EMC, the income tax provision is calceldtprimarily as though VMware
were a separate taxpayer. However, certain traonsadhat VMware and EMC are parties to are asdassiag consolidated tax return rules.
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Pursuant to the tax sharing agreement, VMware feerpayments to EMC and EMC has made payments war&l The following table
summarizes these payments made between VMwareM@ddaring the years ended December 31, 2014 , 288132012 (table in millions):

For the Year Ended December 31,
2014 2013 2012
Payments from VMware to EMC $ 15¢C $ 8 $ —
Payments from EMC to VMware — 32 19

Payments between VMware and EMC under the taxrshagreement relate to VMware’s portion of fed@mabme taxes on EMC'’s
consolidated tax return as well as the state patgrfencombined states. Payments from EMC to VMwatate to periods where VMware had
a standalone loss for U.S. federal and state income tapgaes or where VMware had federal tax creditxgess of federal tax liabilities. Tl
amounts that VMware either pays to or receives fEMC for its portion of federal income taxes on E&lConsolidated tax return differ from
the amounts VMware would owe on a separate retasistand the difference is presented as a compohstdckholders’ equity. In the year
ended December 31, 2014 , 2013 and 2012 , thedliffe between the amount of tax calculated on @aratgeturn basis and the amount of
calculated per the tax sharing agreement was redasd a decrease in stockholders’ equity totali®yillion , $3 million and $4 million ,
respectively.

Unrecognized Tax Benefits

A reconciliation of the beginning and ending amooingross unrecognized tax benefits, excludingregeand penalties associated with
unrecognized tax benefits, is as follows (tableitions):

For the Year Ended December 31,

2014 2013 2012
Balance, beginning of the year $ 167 $ 15¢ $ 95
Tax positions related to current year:
Additions 32 32 12
Reductions — — 4
Tax positions related to prior years:
Additions related to acquisitions completed in 2012 — — 60
Additions 1 — —
Reductions (©)] 12 —
Settlements D 2 —
Reductions resulting from a lapse of the statutingfations 2 (8 4
Foreign currency effects 4) (§h)] (D)
Balance, end of the year $ 19C $ 167 $ 15¢

The net unrecognized tax benefits, including irgeesd penalties, of $197 million as of December2®1.4 would, if recognized, benefit
VMware’s annual effective income tax rate. The $h8ilfion of net unrecognized tax benefits were sifisd as a non-current liability within
other liabilities on the consolidated balance sheéMware recognizes interest expense and penadtieted to income tax matters in the
income tax provision. VMware had accrued $22 millaf interest and penalties as of December 31, 2084$13 million of interest and
penalties as of December 31, 2013 associated witcognized tax benefits. Income tax expense y#ar ended December 31, 2014
included interest and penalties of $8 million assed with uncertain tax positions.

The EMC consolidated group is routinely under abglithe Internal Revenue Service (the “IRF).U.S. federal income tax matters he
been concluded for years through 2008. The IRS camaed a federal income tax audit for the tax y2809 and 2010 in the third quarter of
2012. The current federal income tax audit is ong@ind it is not expected to be completed until5201

VMware also has income tax audits in progress imerous state and local jurisdictions. In its intdional jurisdictions that comprise a
significant portion of its operations, the yearatttnay be examined vary, with the earliest yeand&008. In
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its most significant international jurisdictioneland, the open tax years begin as of 2010. Basdldeotiming and outcome of examinations of
VMware’s international subsidiaries, the resultted expiration of statutes of limitations for sgcjurisdictions or the timing and result of
ruling requests from taxing authorities, it is r@aably possible that within the next 12 monthsltotaecognized tax benefits could be
potentially reduced by approximately $14 milliocAudit outcomes and the timing of audit settlememtssubject to significant uncertainty.

L. Commitments and Contingencies
Litigation

VMware and the U.S. General Services Administraff@SA”) and the Department of Justice (“D0OJ") ameongoing discussions
regarding VMware’s government sales practices dngehe period between 2006 and 2013. A total df llion was accrued for this matter
during the second quarter of 2014 and the amountisded in accrued expenses and other in theotidased balance sheets. VMware has

continued discussions on this matter with bothGi$A and DOJ. VMware believes a loss in excessetdtimated $11 million liability is
currently not determinable but final resolutiortleé matter could be materially different from VMwar current estimate.

VMware is also subject to other legal, administatnd regulatory proceedings, claims, demandsraedtigations in the ordinary course
of business, including claims with respect to comuiad product liability, intellectual property, gioyment, class action, whistleblower and
other matters. From time to time, VMware also reegiinquiries from and has ongoing discussions gatternment entities on various matt
VMware accrues for a liability when a determinatiaas been made that a loss is both probable of@ree and the amount of the loss can be
reasonably estimated. Significant judgment is negliin both the determination of probability and thetermination as to whether a loss is
reasonably estimable. In making such judgments, dkveonsiders the impact of negotiations, settléspenlings, advice of legal counsel and
other information and events pertaining to a paldicmatter. Legal costs are generally recognizeeix@ense when incurred. As of
December 31, 2014 and December 31, 2013 , amocaiseal relating to these other matters arisingasisgd the ordinary course of business
were considered immaterial. To the extent theeerisasonable possibility that the losses couldezktiee amounts already accrued, VMware
believes that the amount of any such additiona Wesuld also be immaterial to VMware’s consolidafiedncial position, results of operations
and cash flows.

Operating Lease and Other Contractual Commitments

VMware leases office facilities and equipment undaious operating leases. Rent expense for thes yealed December 31, 2014 , 2013
and 2012 was $85 million , $67 million and $62 raill, respectively. VMware’s minimum future leagemgnitments and other contractual
commitments at December 31, 2014 were as folloaddtin millions):

Future Lease Purchase Other Contractual
Commitments Obligations Commitments @ Total
2015 $ 81 $ 47 3 8 ¢ 13€
2016 72 48 9 12¢
2017 60 — 7 67
2018 46 — 7 53
2019 37 — 3 40
Thereafter 60z — 15 617
Total minimum lease payments $ 89¢ $ 95 3 4¢ 3 1,042

@ Consisting of various contractual agreements, whiclude commitments on the lease for VMware’s Wagton data center facility and
asset retirement obligations.

The amount of the future lease commitments afté®2e primarily for the ground leases on VMware&ddAlto, California headquarter
facilities, which expire in 2046 . As several dfiware’s operating leases are payable in foreignetwies, the operating lease payments may
fluctuate in response to changes in the exchangéeaween the U.S. dollar and the foreign curesni which the commitments are payable.
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Guarantees and Indemnification Obligations

VMware enters into agreements in the ordinary aofsusiness with, among others, customers, bligbts, resellers, system vendors
systems integrators. Most of these agreementsreegfiiware to indemnify the other party againstdhparty claims alleging that a VMware
product infringes or misappropriates a patent, dgpy, trademark, trade secret, and/or other iettlial property right. Certain of these
agreements require VMware to indemnify the othetypagainst certain claims relating to property dam personal injury, or the acts or
omissions of VMware, its employees, agents, orasgmtatives.

VMware has agreements with certain vendors, firenestitutions, lessors and service providers pams to which VMware has agreed to
indemnify the other party for specified matters;tsas acts and omissions of VMware, its employagsnts, or representatives.

VMware has procurement or license agreements wgheact to technology that it has obtained the tighise in VMware’s products and
agreements. Under some of these agreements, VMwaaragreed to indemnify the supplier for certa@ines that may be brought against such
party with respect to VMware’s acts or omissioratiag to the supplied products or technologies.

VMware has agreed to indemnify the directors aretative officers of VMware, to the extent legallgrmissible, against all liabilities
reasonably incurred in connection with any actiomhich such individual may be involved by reasésuch individual being or having beel
director or executive officer. VMware’s by-laws acldarter also provide for indemnification of direit and officers of VMware and VMware
subsidiaries to the extent legally permissiblejiagjaall liabilities reasonably incurred in conrieatwith any action in which such individual
may be involved by reason of such individual bedngnaving been a director or executive officer. Vaferalso indemnifies certain employees
who provide service with respect to employee bémefans, including the members of the Adminiss@tCommittee of the VMware 401(k)
Plan, and employees who serve as directors oreoffiof VMware’s subsidiaries.

In connection with certain acquisitions, VMware laggeed to indemnify the former directors and efficof the acquired company in
accordance with the acquired company’ddys and charter in effect immediately prior to &woguisition or in accordance with indemnificai
or similar agreements entered into by the acquimedpany and such persons. VMware typically purchastail” directors’ and officers’
insurance policy, which should enable VMware toorkex 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 agreemergsathe Company’s limited history
with prior indemnification claims and the uniquetiand circumstances involved in each particidaeement. Historically, payments made by
the Company under these agreements have not hatkaiaheffect on the Company’s consolidated resofitoperations, financial position, or
cash flows.

M. Stockholders’ Equity
VMware Class B Common Stock Conversion Rights

Each share of Class B common stock is convertilhidgevineld by EMC or its successor-in-interest &t dption of EMC or its successor-in-
interest into one share of Class A common stockMivare’s Class B common stock is distributed towsgy holders of EMC in a transaction
(including any distribution in exchange for shaoé&MC'’s or its successor-in-interest’s common ktocother securities) intended to qualify
as a distribution under Section 355 of the InteRevenue Code, or any corresponding provision pfsalccessor statute, shares of VMware’s
Class B common stock will no longer be convertibte shares of Class A common stock. Prior to arhglistribution, all shares of Class B
common stock will automatically be converted intaues of Class A common stock upon the transfeuoh shares of Class B common stock
by EMC other than to any of EME'successors or any of its subsidiaries (excludidgvare). If such a distribution has not occurreagle shar
of Class B common stock will also automatically eert at such time as the number of shares of constawk owned by EMC or its successor
in-interest falls below 20% of the outstanding sisasf VMware’s common stock. Following any suchribsition, VMware may submit to its
stockholders a proposal to convert all outstandimyes of Class B common stock into shares of @lassmmon stock, provided that VMware
has received a favorable private letter ruling frii@ Internal Revenue Service satisfactory to EI@e effect that the conversion will not
affect the intended tax treatment of the distritmitiif a meeting of VMware stockholders is called this purpose, the holders of VMware
Class A common stock and VMware Class B commorksialt be entitled to one vote per share and, stitije applicable law, will vote
together as a single class, and neither classmfram stock will be entitled to a separate class.vall conversions will be effected on a share-
for-share basis. As of December 31, 2014 and 2@08.0 million shares of Class A common stock weserved for conversion.
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VMware Equity Plan

In June 2007, VMware adopted its 2007 Equity argtitive Plan (the “2007 Plan”). In May 2009, VMwamended its 2007 Plan to
increase the number of shares available for isguap@0.0 million shares for total shares availdbtéssuance of 100.0 million . In May 2013,
VMware further amended the 2007 Plan to increasettimber of shares available for issuance by 18l®mshares. The number of shares
underlying outstanding equity awards that VMwarsuases in the course of business acquisitions aceaalded to the 2007 Plan reserve on al
as-converted basis. VMware has assumed 4.2 méhanes, which accordingly have been added to th@ Ptan reserve.

Awards under the 2007 Plan may be in the formaflsbptions or other stodkased awards, including awards of restricted stmits. The
exercise price for a stock option awarded unde0@ Plan shall not be less than 100% of thenfairket value of VMware Class A common
stock on the date of grant. Most options grantetkuthe 2007 Plan vest 25% after the first yeartaad monthly thereafter over the following
three years and expire between six and seven freanghe date of grant. Most restricted stock gsanade under the 2007 Plan have a three -
year tofour -year period over which they vest and vest 2Bétfirst year and then semi-annually therealtéfware’s Compensation and
Corporate Governance Committee determines thengestihedule for all equity awards. VMware utilibedh authorized and unissued shart
satisfy all shares issued under the 2007 Plan.e&eimber 31, 2014 , there were an aggregate oiiifli®n shares of common stock available
for issuance pursuant to future grants under tioF Fan.

VMware Stock Repurchases

On January 27, 2015, VMware’s Board of Directorthatized the repurchase of up to an additionallwiien dollars of VMware’s Class
A common stock through the end of 2017. Stock béllpurchased from time to time, in the open mask#irough private transactions, subjec
to market conditions. The new stock repurchaseaaizéition is in addition to VMware’s ongoing ondlibin-dollar stock repurchase program,
originally announced on August 6, 2014. The timifiginy repurchases and the actual number of shepeschased will depend on a variety of
factors, including VMwares stock price, cash requirements for operationsbaisthess combinations, corporate and regulatapyimements ar
other market and economic conditions. VMware isaligated to purchase any shares under its seykrchase programs. Purchases can be
discontinued at any time that VMware feels addiigourchases are not warranted. All shares repsechander VMware’s stock repurchase
programs are retired.

The following table summarizes stock repurchashaigations during the years ended December 314 20013 and 2012 (amounts in
table in millions):

Authorization Date Amount Authorized Expiration Date Status
August 6, 2014 $1,000 December 31, 2016 Open
August 7, 2013 700 December 31, 2015 Completed in Q4'14

November 28, 2012 250 December 31, 2014 Completed in Q4'13

February 29, 2012 600 December 31, 2013 Completed in Q2'13

As of December 31, 2014 , the cumulative authoram@dunt remaining for repurchase was $960 million .

The following table summarizes stock repurchaseiacturing the years ended December 31, 20141324hd 2012 (aggregate purchase
price in millions, shares in thousands):

For the Year Ended December 31,

2014 2013 2012
Aggregate purchase price $ 70C $ 50¢€ $ 467
Class A common shares repurchased 7,64z 6,63¢ 5,132
Weighted-average price per share $ 91.61 $ 76.5¢ $ 91.1(

The amount of repurchased shares includes commssaitd is classified as a reduction to additioa#d+in capital.
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VMware Employee Stock Purchase Plan

In June 2007, VMware adopted its 2007 EmployeekSRaachase Plan (the “ESPP”), which is intendeletqualified under Section 423
of the Internal Revenue Code. In May 2013, VMwareeaded its ESPP to increase the number of shaaélafale for issuance by 7.9 million
shares. Under the ESPP, eligible VMware employemgmanted options to purchase shares at the loix85% of the fair market value of the
stock at the time of grant or 85% of the fair mankaue at the time of exercise. Options to puretelsares are generally granted twice yearly
on February 1 and August 1 and exercisable onubeegding July 31 and January 31, respectivelgaoh year. As of December 31, 20542
million shares of VMware Class A common stock wavailable for issuance under the ESPP.

The following table summarizes ESPP activity dutting years ended December 31, 2014 , 2013 and(2@%R proceeds in millions,
shares in thousands):

For the Year Ended December 31,

2014 2013 2012
Cash proceeds $ 80 $ 76 $ 69
Class A common shares purchased 1,09¢ 1,15¢ 897
Weighted-average price per share $ 73.21 % 65.97 $ 77.3¢

As of December 31, 2014 , $46 million of ESPP watldings were recorded as a liability on the cortsikd balance sheets for the next
purchase that occurred during January 2015 .

VMware and EMC Stock Options

Prior to the adoption of VMware’s 2007 Plan in J20€7, eligible VMware employees participated in E8lequity plans. In August
2007, VMware and EMC completed an exchange offablemg eligible VMware employees to exchange tbetions to acquire EMC commi
stock for options to acquire VMware Class A commstotk. VMware employees who did not elect to exgeatmeir EMC options for options
to purchase VMware Class A common stock continugatee their existing grants governed under EMOslsplans. Additionally, if an
employee transferred from EMC to VMware had outdiagn EMC options at the date of transfer, the eiygdotypically retains their EMC
award which also continues to be governed undeEME stock plan. Similarly, if an employee transéer from VMware to EMC had
outstanding VMware options at the date of trangfer,employee typically retains their VMware awatttich continues to be governed under
the VMware stock plan.
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The following table summarizes option activity sintanuary 1, 2012 for VMware and EMC stock opti@hsires 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, 2012 16,17 $ 35.2 3,62¢ $ 13.1¢
Options relating to employees transferred (to) fiekiC — — (A77) 4.4C
Granted 1,201 4.67 — —
Forfeited (649 42.07 (36) 14.9¢
Expired — — (12) 12.67
Exercised (6,599 30.4¢ (7617) 12.3¢
Outstanding, December 31, 2012 10,13 34.3¢ 2,64: 15.12
Options relating to employees transferred (to) filekiC — — (97 11.8i
Granted 1,43¢ 71.5: — —
Forfeited (41¢€) 36.2¢ (46) 16.0¢
Expired (387) 105.8: (29 12.9¢
Exercised (5,009 28.12 (775) 15.3¢
Outstanding, December 31, 2013 5,75¢ 44.1: 1,69¢ 15.5¢
Options relating to employees transferred (to) fiekiC — — 14¢ 15.87
Granted 2,69t 50.91 — —
Forfeited (220) 47.8¢ 2 19.1(
Expired — — 9 14.1¢
Exercised (2,367 35.5¢ (569) 14.3i
Outstanding, December 31, 2014 5,86¢ 50.5¢ 1,271 16.0¢

The above table includes stock options grantedmnjunction with unvested stock options assumedisirtess combinations. As a result,
the weighted-average exercise price per share mugyfrom the VMware stock price at time of grant.

Options outstanding that are exercisable and tna¢ hested and are expected to vest as of Dece3hb2014 were as follows:

VMware Stock Options EMC Stock Options
Weighted Weighted
Average Aggregate Average Aggregate
Outstanding Weighted Remaining Intrinsic Value Outstanding Weighted Remaining  Intrinsic Value
Options Average Term o Options Average Term @
(in thousands) Exercise Price (in years) (in millions) (in thousands) Exercise Price (in years) (in millions)
Exercisable, December 31, 20: 2,816 % 37.4( 209 $ 12€ 1,22¢ % 15.8¢ 381 $ 17
Vested and expected to vest,
December 31, 2014 5,58¢ 48.51 4.26 204 1,26¢ 16.0% 3.90 17

®The aggregate intrinsic values represent the potatax intrinsic values based on VMware's clositugk price of $82.52 as of December 31, 2014 chvhiould have been
received by the option holders had all in-the-moogetjons been exercised as of that date.

@These aggregate intrinsic values represent thepiseax intrinsic values based on EMC'’s adjustieding stock price of $29.74 as of December 8142 which would have
been received by the option holders had all inftfoeey options been exercised as of that date.

The total fair value of VMware stock options thasted during the years ended December 31, 20113, &td 2012 was $64 million , $60
million and $72 million , respectively.
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The options exercised during the years ended Deeefih 2014 , 2013 and 2012 had a pre-tax intrivesige of $147 million , $256
million and $443 million , respectively.

Cash proceeds from the exercise of EMC stock optiaid to EMC were $8 million , $11 million and 8#8llion for the years ended
December 31, 2014 , 2013 and 2012 , respectivély.pre-tax intrinsic value of EMC stock optionsdchiey VMware employees that were
exercised during the years ended December 31, 28043 and 2012 were $7 million , $8 million and $dillion , respectively.

VMware Restricted Stock

VMware restricted stock primarily consists of regtd stock unit (‘RSU”) awards granted to emplaydeSUs are valued based on the
VMware stock price on the date of grant, and shaneterlying RSU awards are not issued until the 88&st. Upon vesting, each RSU
converts into one share of VMware Class A commonkst

VMware restricted stock also includes performanoeksunit (“PSU”) awards, which have been granteddrtain of VMware’s executives
and employees. The PSU awards include performanmditions and, in certain cases, a tibesed vesting component. Upon vesting, each
award will convert into VMware’s Class A commongakat various ratios ranging from 0.5 to 3.0 shaeysPSU, depending upon the degree
of achievement of the performance target designayeshch individual award. As of December 31, 20the performance period for the
outstanding PSU awards was concluded. The numies0k outstanding as of December 31, 2@flécts the PSU awards ultimately expe«
to vest, subject to certain service conditions.

The following table summarizes restricted stochkvétgtsince January 1, 2012 (units in thousands):

Weighted-
Average Grant
Date Fair
Value

Number of Units (per unit)
Outstanding, January 1, 2012 9,54( $ 72.7¢
Granted 7,83 101.7¢
Vested (3,75)) 69.0]
Forfeited (1,45)) 81.5:
Outstanding, December 31, 2012 12,17( 91.9:
Granted 7,391 76.2(
Vested (4,399 83.21
Forfeited (2,306 90.5¢
Outstanding, December 31, 2013 12,85¢ 85.8¢
Granted 6,18¢ 92.8:
Vested (5,16¢€) 86.21
Forfeited (1,299 88.0:
Outstanding, December 31, 2014 12,58t 88.8¢

As of December 31, 2014 , the 12.6 million unitsstanding included 11.9 million of RSUs and fiflion of PSUs. The above table
includes RSUs issued for outstanding unvested R®dannection with business combinations.

Restricted stock that is expected to vest as oeBéer 31, 2014 was as follows:

Weighted Average  Aggregate Intrinsic

Number of Units Remaining Term (in Value®
(in thousands) years) (in millions)
Expected to vest, December 31, 2014 10,98¢ 133 $ 907

®The aggregate intrinsic values represent the potatax intrinsic values based on VMware's clositagk price of $82.52 as of December 31, 2014 ¢lvhiould have been
received by the RSU holders had the RSUs beendsmsief December 31, 2014 .

The total fair value of VMware RSUs, PSUs, andriet&td stock that vested during the years ende@&ibber 31, 2014 , 2013 and 2012
was $480 million , $340 million and $347 millionespectively. As of December 31, 2014 , restrictedk
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representing 12.6 million shares of VMware’s ClIAssommon stock were outstanding, with an aggremetimsic value of $1,039 million
based on VMware’s closing price as of Decembe2814 .

VMware Shares Repurchased for Tax Withholdings

During the years ended December 31, 2014 , 2012@h8 , VMware repurchased and retired or withtie®Imillion , 1.9 million and 1.7
million shares, respectively, of Class A commortkidor $162 million , $126 million and $136 milhiq respectively, to cover tax withholding
obligations. These amounts may differ from the am®wf cash remitted for tax withholding obligatsoon the consolidated statements of casl
flows due to the timing of payments. Pursuant torgsspective award agreements, these shares vpeireltased or withheld in conjunction w
the net share settlement upon the vesting of céstiistock and restricted stock units during thépe The value of the repurchased or witht
shares, including restricted stock units, was diaslsas a reduction to additional paid-in capital.

Stock-Based Compensation

The following table summarizes the components @l stock-based compensation included in VMwareissolidated statements of
income for the years ended December 31, 2014 , 26d2012 (table in millions):

For the Year Ended December 31,

2014 2013 2012

Cost of license revenues $ 2 % 2 % 2
Cost of services revenues 42 29 28
Research and development 244 227 21C
Sales and marketing 17z 144 15C
General and administrative 69 56 48
Realignment — 6 —
Stock-based compensation 52¢ 464 43¢
Income tax benefit (157) (13€) (132
Total stock-based compensation, net of tax $ 37z % 328 % 30¢€

From time to time, VMware issues equity awards ttaate a guaranteed amount of value and are ckdsif liability awards on VMwarg’
consolidated balance sheets. Upon vesting, thesgsgwill be settled in shares based upon the ginck or a trailing average stock price on a
date determined by the terms of each individualrdw@s of December 31, 2014 , there were no ondfitey liability-classified awards. During
the year ended December 31, 2014 and 2013, $Zdmraind $25 million , respectively, of liabilityassified awards were reclassified to
additional paid-in capital upon vesting.

As of December 31, 2014 , the total unrecognizedpmansation cost for stock options and restrictedkstvas $891 million and will be
recognized through 2018 with a weighted-averageaneimg period of 1.5 years. Stock-based compensatiated to both VMware and EMC
equity awards held by VMware employees is recoghae VMware’s consolidated statements of income tve awards’ requisite service
periods.

Fair Value of VMware Options

The fair value of each option to acquire VMwaredsl& common stock granted during the years endedmleer 31, 2014 , 2013 and
2012 was estimated on the date of grant using thekBScholes option-pricing model with the folloimeighted-average assumptions:

For the Year Ended December 31,

VMware Stock Options 2014 2013 2012
Dividend yield None None None
Expected volatility 36.2% 38.5% 35.8%
Risk-free interest rate 0.9% 0.% 0.2%
Expected term (in years) 3.2 3.€ 2.7
Weighted-average fair value at grant date $ 4847 % 2947 % 80.4¢
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For the Year Ended December 31,

VMware Employee Stock Purchase Plan 2014 2013 2012
Dividend yield None None None
Expected volatility 32.% 32.% 37.8%
Risk-free interest rate 0.1% 0.1% 0.1%
Expected term (in years) 0.5 0.t 0.t
Weighted-average fair value at grant date $ 20.71 % 2048 % 23.3¢

The weighted-average grant date fair value of VMastock options can fluctuate from period to pepddharily due to higher valued
options assumed through business combinationsexihcise prices lower than the fair market valu¥/dfvare’s stock on the date of grant.

For equity awards granted during the years endeember 31, 2014 , 2013 and 2012 , volatility wesebzon an analysis of historical
stock prices and implied volatilities of VMware'saSs A common stock or those of publicly-traded pamies with similar characteristics, as
applicable. The expected term is based on hisiaicacise patterns and post-vesting terminatidrabior, the term of the purchase period for
grants made under the ESPP, or the weighted-avesaggning term for options assumed in acquisitiMidware’s expected dividend yield
input was zero as it has not historically paid, expects in the future to pay, cash dividends ®eammon stock. The risk-free interest rate wa
based on a U.S. Treasury instrument whose termonisistent with the expected term of the stock ostio

Accumulated Other Comprehensive Incor

The changes in components of accumulated other idrapsive income during the years ended Decemh&(034 and 2013 were as
follows (table in millions):

Unrealized Gains on

Available-for-Sale Loss on
Securities Cash Flow Hedges Total

Balance, January 1, 2013 $ 6 $ — 3 6
Amounts reclassified from accumulated other compmnsive

income to the consolidated statement of incomephtetxes

of $(1), $0 and $(1) 2 — 2
Other comprehensive loss, net () — #)
Balance, December 31, 2013 4 — 4
Unrealized gain (loss), net of taxes of $0 1) (2) 2
Amounts reclassified from accumulated other comgmsive

income to the consolidated statement of incomeophtetxes

of $(2), $0 and $(2) ©) — ©)
Other comprehensive loss, net (4) () ®)
Balance, December 31, 2014 $ — 1 $ )

Gains on VMware’s available-for-sale securitiesra@assified to investment income on the constdidatatements of income in the same
period that they are realized.

The effective portion of gains (losses) resultirapf changes in the fair value of forward contralgtsignated as cash flow hedging
instruments are reclassified to its related opegatixpense line item on the consolidated statenzériteome in the same period that the
underlying expenses are incurred. The amountsdeddo their related operating expense line itemghe consolidated statements of income
during the years ended December 31, 2014 and 28&8:, not material.

N. Related Parties

The information provided below includes a summdrthe transactions entered into with EMC and EM€ssolidated subsidiaries
(collectively “EMC"), including VCE Company LLC (“ZE”") from the date EMC acquired its controllingdrgst in VCE through
December 31, 2014 .
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Transactions with EMC

VMware and EMC engaged in the following ongoingeiebmpany transactions, which resulted in reveandsreceipts and unearned
revenues for VMware:

e Pursuant to an ongoing reseller arrangement BMIC, EMC bundles VMware’s products and serviceth \wMC’s products and sells
them to end users.

e EMC purchases products and services from VMwarénternal use
* VMware recognizes revenues for professional sesvi@sed upon such contractual agreements with

« From time to time, VMware and EMC enter into agreais to collaborate on technology projects, and BM#s VMware for service
that VMware provides to EMC in connection with syrbjects.

» Pursuant to an ongoing distribution agreemeMyWre acts as the selling agent for certain praglant services in exchange for a
customary agency fee.

*  VMware recognizes revenues for various transiservices provided to Pivotal. Support costs irediby VMware are reimbursed to
VMware and are recorded as a reduction to the dostsred by VMware.

Information about VMware’s revenues and receipts amearned revenues from such arrangements with ke years ended
December 31, 2014 , 2013 and 2012 consisted dbtlosving (table in millions):

Revenues and Receipts from EMC Unearned Revenues from EMC
For the Year Ended December 31, As of December 31,
2014 2013 2012 2014 2013

Reseller revenues $ 20t % 141 % 141 % 29C $ 18¢
Professional services revenues 85 72 82 9 12
Internal-use revenues 21 32 9 18 20
Collaborative technology project receipts — 7 7 n/a n/a
Agency fee revenues 5 5 — — —
Reimbursement for transition services 2 12 — n/a n/a

VMware and EMC engaged in the following ongoingiebmpany transactions, which resulted in costéMavare:
* VMware purchases and leases products and purchasases for internal use from EN

* From time to time, VMware and EMC enter into agreets to collaborate on technology projects, and \&kénpays EMC for servic
provided to VMware by EMC related to such projects.

* In certain geographic regions where VMware duoashave an established legal entity, VMware cantsravith EMC subsidiaries for
support services and EMC personnel who are manag®&diware. The costs incurred by EMC on VMware'$iai related to these
employees are passed on to VMware and VMware iggeldaa mark-up intended to approximate costs tlaldvhave been charged
had VMware contracted for such services with arelated third party. These costs are included asresgs in VMware consolidate
statements of income and primarily include salabesefits, travel and rent. EMC also incurs cartalministrative costs on
VMware’s behalf in the U.S. that are recorded gseeses in VMware's consolidated statements of ircom

e VMware incurs interest expense on its notes payatiteEMC.
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Information about VMware’s costs from such arrangeta with EMC for the years ended December 31, 2@D4 3 and 2012 consisted of
the following (table in millions):

For the Year Ended December 31,

2014 2013 2012
Purchases and leases of products and purchases/ices $ 71 % 63 $ 42
Collaborative technology project costs 12 13 n/e
EMC subsidiary support and administrative costs 137 12¢ 10€
Interest expense on notes payable 24 4 5

In the fourth quarter of 2013, VMware and EMC maalifan existing technology licensing arrangemeuats&ant to the modified
arrangement, VMware received certain rights to e technology for a lump-sum payment of $26ioill, which was included in amounts
due to related parties, net on the consolidategisal sheets as of December 31, 2013 . The licéiieehmology was accounted for as a
transaction by entities under common control. Adowly, an intangible asset of $2 million was rewiagd and was derived by allocating the
value ascribed to the licensed technology based thporelative fair market values of the technoltmgach party. The difference between the
asset recorded and the consideration due was fisimecognized as a reduction in capital from EMCtbe statements of stockholders’ equity.
In addition to the license of the technology, VMwavill pay EMC for support and for development abbbration. These amounts are included
in collaborative technology project costs in thelézabove.

Certain Stock-Based Compensation

Effective September 1, 2012, Pat Gelsinger succkPdal Maritz as Chief Executive Officer of VMwakRior to joining VMware, Pat
Gelsinger was the President and Chief Operating€@fbf EMC Information Infrastructure ProductsuP®laritz remains a board member of
VMware and currently serves as Chief Executive éeffiof Pivotal, a majority-owned subsidiary of EMOwvhich VMware has an ownership
interest, and as an executive officer of EMC. Be#ul Maritz and Pat Gelsinger retain certain ofrtfespective equity awards that they hel
of September 1, 2012 and Mr. Gelsinger continuegs$d in certain of his EMC awards. Stock-basedpmmsation related to Pat Gelsinger’s
EMC awards are being recognized in VMware’s colstéid statements of income over the awards’ remgir@quisite service periods.
Effective since September 1, 2012, stock-based easgiion costs related to Paul Maritz’'s VMware algdrave been charged to EMC and
have not been recognized by VMware.

Due To/From Related Parties, N

As a result of the related-party transactions \ERC described above, amounts due to and from ck|zdeties, net as of December 31,
2014 and December 31, 2013 consisted of the fatigWtable in millions):

As of December 31,

2014 2013
Due to EMC $ (76) $ (114
Due from EMC 12t 96
Due (to) from related parties, net $ 4¢ 3 (18)
Income tax payable due to EMC $ (40) ¢ (22)

Balances due to or from related parties, whichuarelated to tax obligations, are generally sefitbechsh within 60 days of each quarter-
end. The timing of the tax payments due to and fEMC is governed by the tax sharing agreement BNC. Refer to Note K to the
consolidated financial statements for further infation.

Notes Payable to EM(

In connection with VMware’s acquisition of AirWatciiMware and EMC entered into a note exchange ageeeon January 21, 2014
providing for the issuance of three promissory sdaethe aggregate principal amount of $1,500 orilli The total debt of $1,500 million
includes $450 million that was exchanged for thGb#hillion promissory note issued to EMC in Aprl@7, as amended and restated in June
2011.

The three notes issued may be prepaid without fjeaapremium, and outstanding principal is duglmnfollowing dates: $680 million
due May 1, 2018, $550 million due May 1, 2020 &2d0 million due December 1, 2022 . The notes bear
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interest, payable quarterly in arrears, at the ahraie of 1.75% . During the years ended Decer@beP014 , 2013 and 2012 , $24 million , $4
million and $5 million , respectively, of interestpense was recognized.

Pivotal

During 2013, VMware transferred certain assetslefilities to Pivotal. VMware contributed certaissets, including intellectual prope
to Pivotal, and Pivotal assumed substantiallyialiilities related to certain VMware Cloud Applizat Platform products and services,
including VMware’s Cloud Foundry, VMware vFabria¢iuding Spring and GemFire) and Cetas organizatiercept for certain tangible

assets related to Cloud Foundry. During the yedeéecember 31, 2013, VMware transferred appraeinadl5 VMware employees to
Pivotal.

VMware received preferred equity interests in Pavequal to approximately 31% of Pivotal’s outstagdshares in exchange for its
contributions. The book value of all contributedets and the liabilities assumed by Pivotal, with éxception of intangible assets and
goodwill, was based on the book values of thosetassd liabilities specific to those particulanguicts and services. For intangible assets an
goodwill, the book value contributed was basedhenrélative fair value of the contributed assefdiegble to Pivotal.

The following table summarizes the assets VMwaregrdauted to Pivotal and the liabilities Pivotakased from VMware (table in
millions):

Accounts receivable

$ 4

Property and equipment, net 1
Intangible assets 28
Goodwill 28
Total assets 61
Accounts payable, accrued liabilities and othet, ne @)
Unearned revenues (72)
Total liabilities (78)
Total liabilities, net assumed by Pivotal $ 17

Of the $71 million in unearned revenues assumelibgtal on April 1, 2013, $32 million related toearned license revenues and $39
million related to unearned services revenues.

As Pivotal assumed a net liability from VMware, theestment carried by VMware has a cost basigeD. Thus the net liability assum
by Pivotal of $17 million as of December 31, 201&s classified to additional paid-in capital on Whte's consolidated balance sheets.

As of December 31, 2014 and 2013, VMware’s ownprstierest in Pivotal was 28% as a result of inments made by a third-party
strategic investor during the year ended DecembgP@13 .

O. Segment Information

VMware operates in one reportable operating segntieus all required financial segment informaté@m be found in the consolidated
financial statements. Operating segments are dkeéisecomponents of an enterprise about which seepfmancial information is evaluated
regularly by the chief operating decision makedéeiding how to allocate resources and assessifigrpnce. VMware’s chief operating
decision maker allocates resources and assesdempanice based upon discrete financial informagibthe consolidated level.

Revenues by geographic area for the years endeehfiter 31, 2014 , 2013 and 2012 were as followse(falmillions):

For the Year Ended December 31,

2014 2013 2012
United States $ 291: $ 2,488 $ 2,22¢
International 3,12z 2,722 2,37¢
Total $ 6,038 $ 5201 $ 4,60~

Revenues by geographic area are based on thesshijdtesses of VMwarg'customers. No individual country other than tmitéd State

accounted for 10% or more of revenues for the gaded December 31, 2014 . It is not practicabl&/fdware to determine revenues by
country other than the United States for the yeatked December 31, 2013 and 2012 .
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One customer accounted for 15% of revenues dudnb ef the years ended December 31, 2014 , 2013@i®i, respectively, arahothe
customer accounted for 13% , 12% and 12% of reveedugng the years ended December 31, 2014 , 2042@12 , respectively. A third
customer accounted for 11% of revenues during daesyended December 31, 2014 and 2013 , respgctivel

Long-lived assets by geographic area, which primarclude property and equipment, net, as of Ddwen31, 2014 and 2013 were as
follows (table in millions):

December 31,

2014 2013
United States $ 801 $ 741
International 117 58
Total $ 91¢ $ 79¢

No individual country other than the United Staesounted for 10% or more of these assets as arbleer 31, 2014 and 2013,
respectively.

VMware's product and service solutions are orgahinéo three main product groups:
e« SDDC

e EndUser Computin

e Hybrid Cloud Computin

VMware develops and markets product and servicerioffs within each of these three product grougklittonally, synergies are
leveraged across these three product areas. VMsvareducts and service solutions from each ofribslpct groups may also be bundled as
of an ELA arrangement. Accordingly, it is not piaable to determine revenue by each of the thredumt groups described above.

P. Selected Quarterly Financial Data (unaudited)

Quarterly financial data for 2014 and 2013 weréodews (tables in millions, except per share antsun

2014 Q12014 Q22014 Q32014 Q4 2014

Revenues $ 1,36(C $ 1,457 $ 151t $ 1,70:¢
Net income 19¢ 167 194 32¢
Net income per share, basic $ 0.4¢ $ 03¢ $ 0.4t $ 0.7¢
Net income per share, diluted $ 0.4 $ 0.3t $ 0.4t $ 0.7t
2013 Q12013 Q22013 Q32013 Q4 2013

Revenues $ 1,191 $ 1,24: % 1,28¢ $ 1,48:
Net income 174 244 261 33t
Net income per share, basic $ 041 $ 057 $ 0.61 $ 0.7¢
Net income per share, diluted $ 04C $ 057 $ 0.6C $ 0.77

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 Procedures

We carried out an evaluation required by the Exgbafct, under the supervision and with the paréitigm of our principal executive
officer and principal financial officer, of the efftiveness of the design and operation of ouralsek controls and procedures, as defined in
Rule 13a-15(e) of the Exchange Act, as of the drideoperiod covered by this report. Based onéleduation, our principal executive officer
and principal financial officer concluded that,aighe end of the
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period covered by this report, our disclosure aastand procedures were effective to provide realsierassurance that information required tc
be disclosed by us in the reports that we fileutmsit under the Exchange Act is recorded, processedmarized and reported within the time
periods specified in the Securities and Exchangar@ission’s rules and forms and to provide reasanab$urance that such information is
accumulated and communicated to our managemehiding our principal executive officer and prindifimancial officer, as appropriate to
allow timely decisions regarding required discl@sur

Management's Report on Internal Control over Finangdal Reporting

Management is responsible for establishing and taiaimg adequate internal control over financigarting, as defined in Rule 13a-15(f)
of the Exchange Act. Management has assessedftiotivefness of our internal control over finaneigborting as of December 31, 2014 basec
on criteria established in Internal Control - Inttg@d Framework (2013) issued by the CommitteepohSoring Organizations of the Treadway
Commission. As a result of this assessment, managieconcluded that, as of December 31, 2014 ,rdarrial control over financial reporting
was effective in providing reasonable assurancardigg the reliability of financial reporting aniget preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles. The effectiveness afioternal control over financial reporting
as of December 31, 2014 has been audited by PriedveaiseCoopers, LLP, an independent registerelicmdrounting firm, as stated in their
report which appears in Item 8 of this Annual Répor Form 10-K.

Changes in Internal Controls Over Financial Reportng

There were no changes in our internal control dwancial reporting during the most recent fiscahger ended December 31, 2014 that
materially affected, or are reasonably likely totenally affect, our internal control over finantiaporting.

Limitations on Controls

Our disclosure controls and procedures and intexorarol over financial reporting are designed tovide reasonable assurance of
achieving their objectives as specified above. @anagement, including our principal executive @ffiand principal financial officer,
conducted an evaluation of the effectiveness ofirernal control over financial reporting basedtba framework in Internal Control -
Integrated Framework (2013) issued by the Commidfe&ponsoring Organizations of the Treadway Corsiois Management does not
expect, however, that our disclosure controls andquures or our internal control over financiglasting will prevent or detect all errors and
fraud. Any control system, no matter how well desig and operated, is based upon certain assumptiehsan provide only reasonable, not
absolute, assurance that its objectives will be Fgtther, no evaluation of controls can providedbte assurance that misstatements due to
error or fraud will not occur or that all contrgbues and instances of fraud, if any, within thenGany have been detected.

ITEM 9B. OTHER INFORMATION

OnFebruary25, 2015, VMware'’s Board of Directorgpproved a change in control retention plan (tHarff covering VMware
executives. The Plan provides severance benefifsaiticipants who are involuntarily terminatedivaitit “cause”, or who terminate
employment for “good reason”, within 12 months daling a “change in control” of VMware (each suchmeas defined in the Plan). The Plan
is designed to be competitive with the compensatiactices of VMware’s peer companies in the tetdgyosector.

Upon a qualifying termination under the Plan folloga change in control, each participant is elegto receive (i) a lump sum payment
equal to a multiple of annual base salary, targatial bonus and monthly health insurance premiamd;(ii) full accelerated vesting of
outstanding equity awards. VMware’s CEO is eligitleeceive two times his annual base salary anggttdoonus and 24 months of the health
insurance premium amount. Other executives arétditp receive 1.5 times their annual bases saadytarget bonus and 18 months of the
health insurance premium amount.

The monthly health insurance premium amount eqL&d86 of the monthly cost required to obtain cordiimn coverage for the particip:
and his or her covered dependents. Participantédvmeurequired to execute a release in favor of \dvein exchange for Plan benefits.
Performancdsased equity awards will generally convert intorebat target amounts if a change in control ocdurig a performance peric
unless otherwise specified in the performance awgrdement.

The Plan does not provide for any tax gross-upthdrevent the participant would be subject toxarise tax under Section 4999 of the
Internal Revenue Code (imposed on individuals wdteive compensation in connection with a changmofrol that exceeds certain specified
limits), the benefits to the participant will bedteed to the extent that such benefits do noterigige excise tax unless the participant would
retain greater value (on an after-tax basis) bgivirag all benefits and paying applicable excisepime and payroll taxes.

The foregoing description of the Plan does not prrw be complete and is qualified in its entirbyythe full text of the Plan, a copy of
which is filed as Exhibit 10.28 and incorporatedrbference herein.
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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 tha@ days after the close of the fis
year ended December 31, 2014. The informerequired by this item is incorporated herein byrefice to the Proxy Statement. Also see
“Executive Officers of the Registrant” in Part Ithis Annual Report on Form 10-K.

We have a code of ethics that applies to all ofesaployees, including our executive officers. OusiBess Conduct Guidelines
(available on our website) satisfy the requiremsetsorth in Item 406 of Regulation S-K and apihall relevant persons set forth therein. We
intend to disclose on our website at www.vmware.eanendments to, and, if applicable, waivers of,amate of ethics.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is incorp@dherein by reference to the section of the coyipdroxy 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@dherein by reference to the section of the coyipdroxy Statement entitled
“Security Ownership of Certain Beneficial Ownerslaanagement.”

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

The information required by this item is incorpedherein by reference to the section of the coipdroxy Statement entitled “Our
Board of Directors and Nominees” and “Transactiaith Related Persons.”

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item is incorp@aherein by reference to the section of the coipdfroxy Statement entitled
“Ratification of Selection of Independent Auditdrs.

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULE

The following documents are filed as a part of thismual Report on Form 10-K:

1. Financial StatementsThe information relating to our financial statertee and Report of Independent Registered Publéoiating
Firm required by this Item is incorporated by refaze herein to the section of this Annual Repofform 10-K in Item 8, entitled
“Financial Statements and Supplementary Data.”

2. Financial Statement Schedul8chedule Il Valuation and Qualifying Accountdiied as part of this Annual Report on Form 10-K
and should be read in conjunction with the Constéid Financial Statements and Notes thereto.

3. Exhibits: The exhibits listed below are filed or incorporatgdreference as part of this Annual Report on FbaK.

Incorporated by Reference

Exhibit - - Filed Form/
Number Exhibit Description Herewith File No. Date
2.1 Agreement and Plan of Merger, by and among VMwiaie, Aikman 8-K 2/24/2014
Acquisition Corp., A.W.S. Holding, LLC and the Repentative named therein,
dated January 21, 2014*
2.z Amendment No. 1 to Agreement and Plan of Mergeriy among VMware, Inc 8-K 2/24/2014
Aikman Acquisition Corp., A.W.S. Holding, LLC anbe Representative named
therein, dated February 24, 2014*
3.1 Amended and Restated Certificate of Incorporation S-1/A-2 7/9/2007
3.2 Amended and Restated Bylaws 8-K 3/8/2011
4.1  Form of specimen common stock certificate S-1/A-4 712712007
10.1 Form of Master Transaction Agreement between VMwine and EMC S-1/A-2 7/9/2007

Corporation
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Incorporated by Reference

I\I?Srkr]llkt))gr Exhibit Description Fﬁl%”l:l](/). Date
10.z Form of Administrative Services Agreement betwedmware, Inc. and EMC S-1/A-2 7/9/2007
Corporation
10.2  Form of Tax Sharing Agreement between VMware, &amd EMC Corporation S-1/A-2 7/9/2007
10.2  Form of Intellectual Property Agreement between Vasley Inc. and EMC S-1/A-1 6/11/2007
Corporation
10.5  Form of Real Estate License Agreement between Viwac. and EMC S-1/A-2 7/9/2007
Corporation
10.6+ 2007 Equity and Incentive Plan, as amended andtegsMay 29, 2013 S-8 6/20/2013
10.7+ Form of Indemnification Agreement for VMware, Iiirectors and Executive 10-Q 5/1/2014
Officers, as approved March 4, 2014
10.¢  Form of Insurance Matters Agreement between VMwiaxe,and EMC S-1/A-2 7/9/2007
Corporation
10.9+ Form of Option Agreement, as amended June 13, 2013 10-Q 8/2/2013
10.104 Form of Restricted Stock Unit Agreement, as amerided 13, 2013 10-Q 8/2/2013
10.11 2007 Employee Stock Purchase Plan, as amendecastaded November 14, 2013 10-K 2/25/2014
10.124 Letter Agreement between VMware, Inc. and Patrieks@®ger dated September 10-K 2/27/2013
14, 2012
10.1:  First Amendment to Tax Sharing Agreement betweenwaké, Inc. and EMC 10-Q 5/4/2011
Corporation effective as of January 1, 2011
10.144  Executive Bonus Program, as amended and restabeddfg 12, 2014 10-Q 5/1/2014
10.1t  Agreement of Purchase and Sale Agreement betweelneRRalo Alto LLC and 10-Q 8/3/2011
VMware, Inc. dated March 16, 2011
10.1¢ Amended and Restated Ground Lease between VMwareahd the Board of 10-Q 8/3/2011
Trustees of the Leland Stanford Junior Universated June 13, 2011 (3431
Hillview Campus)
10.1%7 Ground Lease between 3401 Hillview LLC. and theida# Trustees of the 10-Q 8/3/2011
Leland Stanford Junior University dated as of Faby2, 2006
10.184 Letter Agreement between VMware, Inc. and Jona@laadwick dated October 10-K 2/27/2013
12, 2012
10.194 Form of Performance Stock Unit Agreement, as amgAdmyust 14, 2013 10-Q 11/7/2013
10.201  Non-Qualified Deferred Compensation Plan, effecigeof January 1, 2014 10-K 2/25/2014
10.214 Non-Qualified Deferred Compensation Plan Adoptiaréement, effective as of 10-K 2/25/2014
January 1, 2014
10.224 Letter Agreement between VMware, Inc. and Sanjagnieéa dated July 18, 2013 10-K 2/25/2014
10.2¢  Third Amendment to Ground Lease by and betweemtaed of Trustees of the 10-Q 5/1/2014
Leland Stanford Junior University and 3401 HillviewC dated as of January 1,
2014
10.2¢ Note Exchange Agreement by and between VMware, dand.EMC Corporation, 10-Q 5/1/2014
dated as of January 21, 2014
10.2¢  Promissory Note for $680 million due and payabléMay 1, 2018, issued to EMC 10-Q 5/1/2014
Corporation dated January 31, 2014
10.2¢  Promissory Note for $550 million due and payablévtay 1, 2020, issued to EMC 10-Q 5/1/2014
Corporation dated January 31, 2014
10.27 Promissory Note for $270 million due and payablédeeember 1, 2022, issued to 10-Q 5/1/2014
EMC Corporation dated January 31, 2014
10.284 Change in Control Retention Plan, adopted FebrRan2015
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Incorporated by Reference
Exhibit Filed Form/

Number Exhibit Description Herewith File No. Date
21.1 List of subsidiaries X
23.1 Consent of PricewaterhouseCoopers LLP X
31.1 Certification of Principal Executive Officer reqai by Rule 13a-14(a) or Rule X

15d-14(a) of the Securities Exchange Act of 1934adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002

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

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as X
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002

32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as X
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002

101.INS XBRL Instance Document X
101.SCt XBRL Taxonomy Extension Schema X
101.CAL XBRL Taxonomy Extension Calculation Linkbase X
101.DEF XBRL Taxonomy Extension Definition Linkbase X
101.LAB XBRL Taxonomy Extension Label Linkbase X
101.PRI XBRL Taxonomy Extension Presentation Linkbase X

+ Management contract or compensatory plan or geraent

* Exhibits and schedules have been omitted pursiealitiém 601(b)(2) of Regulation - VMware hereby undertakes to furnish supplemén
copies of any of the omitted schedules upon reduetite Securities and Exchange Commission.
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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, thereduaty authorized.

Dated:February 26, 2015

Dated:February 26, 2015

POWER OF ATTORNEY

VMWARE, INC.
By: /sl Patrick P. Gelsinger
Patrick P. Gelsinger
Chief Executive Officer
By: /sl Kevan Krysler

Kevan Krysler
Senior Vice President, Chief Accounting Officer
(Principal Accounting Officer)

Each person whose individual signature appears\bedémeby authorizes and appoints Patrick P. Gedsjnlpnathan C. Chadwick and S.
Dawn Smith, and each of them, with full power dbstitution and resubstitution and full power to without the other, as his or her true and
lawful attorney-in-fact and agent to act in hisher name, place and stead and to execute in the aathon behalf of each person, individually
and in each capacity stated below, and to fileaaryall amendments to this Annual Report on ForaK18nd to file the same, with all exhib
thereto, and other documents in connection thehewiith the Securities and Exchange Commissiomtgrg unto said attorneys-in-fact and
agents, and each of them, full power and authtwiggo and perform each and every act and thinidyireg and confirming all that said
attorneys-in-fact and agents or any of them orrthiehis substitute or substitutes may lawfullyatccause to be done by virtue thereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, this Annual Report on Form 104ds been signed by the following
persons on behalf of the Registrant in the capecitidicated and on the dates indicated.

Date

February 26, 2015

February 26, 2015

February 26, 2015

February 26, 2015

February 26, 2015

February 26, 2015

February 26, 2015

February 26, 2015

February 26, 2015

Signature

/sl Patrick P. Gelsinger

Patrick P. Gelsinger

/s/ Jonathan C. Chadwick

Jonathan C. Chadwick

/sl Joseph M. Tucci

Joseph M. Tucci

/sl Michael W. Brown

Michael W. Brown

/sl Pamela J. Craig

Pamela J. Craig

/sl John R. Egan

John R. Egan

/s/ Paul A. Maritz

Paul A. Maritz

/sl Paul Sagan

Paul Sagan

/s/ Dennis D. Powell

Nennic N Pnwell

Title

Chief Executive Officer and Director
(Principal Executive Officer)

Chief Financial Officer, Chief Operating Officerdan
Executive Vice President
(Principal Financial Officer)

Chairman

Director

Director

Director

Director

Director

Director



February 26, 2015 /s/ David N. Strohm Director
David N. Strohm
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VMWARE, INC.
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
(in millions)
Allowance for Bad
Debts Charged to

Balance at General Balance at

Beginning and Administrative Bad Debts End of
Allowance for Bad Debts of Period Expenses Write-Offs Period
Year ended December 31, 2014 allowance for doubtful
accounts $ 2 $ — 3 — 3 2
Year ended December 31, 2013 allowance for doubtful
accounts 4 2 — 2
Year ended December 31, 2012 allowance for doubtful
accounts 4 1 @ 4

Tax
Valuation
Tax Valuation Allowance

Balance at Allowance Credited to Balance at

Beginning Charged to Income Income Tax End of
Tax Valuation Allowance of Period Tax Provision Provision Period
Year ended December 31, 2014
income tax valuation allowance $ 94 $ 21 % 9 $ 10€
Year ended December 31, 2013
income tax valuation allowance 64 32 2 94
Year ended December 31, 2012
income tax valuation allowance 57 7 — 64
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VMware, Inc.
February 25, 2015
Change in Control Retention Plan

The Company considers it essential to the bestast® of its stockholders to attract senior-lewxelcaitives and to foster the continuous
employment of key management personnel. In thisection, the Board of Directors of the Company (tlBoard” ), recognizes that from
time to time the possibility of a Change in Contrdy exist and that such possibility, and the uwaé®tly such circumstances can raise among
members of management, may result in the depastuilestraction of management personnel to the mett of the Company and its
stockholders.

The Board has determined that appropriate stepgdbe taken to ensure the continuity of manageraedtto foster objectivity in the
face of such potentially disruptive circumstandesorder to induce the Company officers and otlesr prersonnel described on Schedule A
which list may be amended from time to time (eachParticipant”), to remain in the employ of the Company andansideration of a
Participant’s further services to the Company,Gleenpany agrees that effective as of the date onhwdniParticipant signs the attached
Schedule B* Consent to Accept Plan Benefity, such Participant will receive the severancedfiésn from the Company set forth in this
Change in Control Retention PlanGfC Plan”) in the event any such Participant Separates fé@nvice with the Company or a subsidiary of
the Company who is the Participant’s direct empidyiee Company and any such employing subsidia¥Mivare ") in connection with a
Change in Control of the Company under the circamss described below.

The Compensation and Corporate Governance Committibe Board (the Committe€’) is responsible for selecting and designating
eligible individuals employed by VMware as Partanips.

It is a condition for eligibility to receive bentfiunder this CIC Plan that each Participant waiweand all severance benefits
conditioned on a Change in Control to which hehar might otherwise have been entitled under aryr pgreement, arrangement or policy
should the Participant Separate from Service to \ékn(as each term is defined below), and this G#@ Bupersedes and replaces in all
respects any rights a Participant had to such bisrmher than as set forth herein.

1. Term of CIC Plan This CIC Plan continues in effect with respecatBarticipant until the earliest of (i) any teration of such
Participant’s employment that occurs outside of@h@nge in Control Period; (ii) any terminationsoth Participant’s employment that occurs
during the Change in Control Period that is notratoluntary Termination; (iii) the Company’s sasistion of all of its obligations to the
Participant under this CIC Plan; (iv) the executidma written agreement between the Company an@antcipant terminating his or her rights
under this CIC Plan; (v) immediately following tead of the Change in Control Period if such Paréint has not experienced an Involuntary
Termination; or (vi) the Release Deadline Dated@fined in Section 3(c) below) if the Release désctin Section 3 has not then become
effective with respect to the Participant.

2. Definitions. As used in this CIC Plan:

(a) “Base Salary”means the highest annualized base salary rata atticipant was paid by the Company at any ghining the
Protected Period.

(b) “Beneficial Owner” has the meaning ascribed to such term in Rule 183 General Rules and Regulations under the
Securities Exchange Act of 1934, as amended (fxchange Act’).

(c) “Cause” for termination of a Participant’s employment dgrihe Protected Period will exist in the eventmf ane or more of
the following:

(i)  willful and continued failure by the Paipant to perform substantially the duties and oespbilities of his or her
employment position with the Company after a wnitttemand for substantial
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performance is delivered to the Participant byBbard, which demand specifically identifies the manin which the Board believes that the
Participant has not substantially performed sudiedwr responsibilities, provided that the follogiwill not constitute Cause: (A) the
Participant’s incapacity due to physical or meiitaéss; (B) any such actual or anticipated failafeer the issuance of a Notice of Termination
by the Participant for Good Reason; or (C) the Camyfs active or passive obstruction of the perfarogaof the Participant’s duties and
responsibilities;

(i)  the conviction of the Participant by aucbof competent jurisdiction for felony criminalisconduct; or

(i) the willful engaging by the Participaint fraud or dishonesty, which is demonstrably araderially injurious to the
Company or its reputation, monetarily or otherwiseluding but not limited to an act constitutingsappropriation or embezzlement of

property.

No act or failure to act on the Participant’s peitt be deemed “willful” for purposes of this Caudefinition unless
committed or omitted by the Participant in badHahd without reasonable belief that his or headailure to act was in, or not opposed to,
the best interests of the Company. In order toiteata a Participant for Cause during the ProtePiribd, the Company is required to deliver ¢
Notice of Termination to the Participant in accordawith the procedure set forth in Section 7 be

Solely for the avoidance of doubt, during the Peted Period, this definition of “Cause” with respextermination of
employment of the Participant will supersede any ahsimilar definitions of termination for Causet forth in agreements between the
Participant and the Company and any Plans in wifietParticipant participates.

(d) “Change in Control” of the Company means and includes any of the fafigwccurrences:

(i)  Any Person is or becomes the Beneficial Owner ctliyer indirectly, of securities of the Companyresenting 35% ¢
more of the combined voting power of the Compariy&n outstanding securities, excluding any Perdom becomes a Beneficial Owner in
connection with subsection (ii) below. For the @asice of doubt, any change in the Persons whdarditect or indirect Beneficial Owners of
the securities of EMC will not be deemed to congtita change in the direct or indirect Beneficialr@rs of the Company for purposes of this
subsection (i);

(i)  There is consummated a merger or conatibth of the Company with any other corporatiorsionilar entity,other
than(A) a merger or consolidation which would resulthie voting securities of the Company outstandinmediately prior to such merger or
consolidation continuing to represent (either bya@ing outstanding or by being converted intomgtsecurities of the surviving entity or any
parent thereof) at least 50% of the combined vapioger of the securities of the Company or suckigung entity or any parent thereof
outstanding immediately after such merger of cadatibn, or (B) a merger or consolidation effectedmplement a recapitalization of the
Company (or similar transaction) in which no Persoor becomes the Beneficial Owner, directly aliiactly, of securities of the Company
(not including in the securities Beneficially Ownlegl such Person any securities acquired direatiyfthe Company or its affiliates)
representing 35% or more of the combined votinggroef the Company'’s then outstanding securities;

(i)  The stockholders of the Company apprava@an of complete liquidation or dissolution oétBompany, or there is
consummated an agreement for the sale or dispoditiaghe Company of all or substantially all of thempanys assets, other than, followin
“355 Distribution” (as defined below), a sale ospisition by the Company of all or substantiallyoalthe Company’s assets to an entity, at
least 50% of the combined voting power of the \@8ecurities of which are owned by stockholderthefCompany in substantially the same
proportions as their ownership of the Company imiatetyy prior to such sale;
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(iv)  The individuals who constitute the Incuenlb Board cease for any reason to constitute st éemajority of the Board
or

(v) EMC becomes the Beneficial Owner of 90%mmare of each class of the Company’s then-outstanctpital stock
through a transaction or series of transactiort$uding without limitation, a tender for sharesotinerwise, and regardless of whether the
transaction or series of transactions has beey dolhisummated at such time.

Any other provision of this definition notwithstand, the term Change in Control will not be deerteetiave occurred with
respect to a Participant for purposes of this ClEh By virtue of: (I) any transaction that resuttsuch Participant, or a group of Persons in
which such Participant has a substantial inteeesfuiring, directly or indirectly, 35% or more afteer the then outstanding shares of common
stock of the Company or the combined voting powiehe Company’s then outstanding securities, QrEMC'’s distribution or transfer of the
Company’s shares in a transaction intended to fyuedi a tax-free distribution or transfer under E&ction 355 (355 Distribution”) .

(e) “Change in Control Period"means the period beginning on the effective date ©hange in Control and ending on the first
anniversary of such effective date. With respe®ddicipants who experience a Good Reason torrgsigr to or on the first anniversary of
such effective date, the Change in Control Perididbe extended to end on the last date that swaetidipant is still eligible to resign for Good
Reason in accordance with the procedure set for8ection 7(b) below.

() “Code” means the Internal Revenue Code of 1986, as amended
() “Company” means VMware, Inc., a Delaware corporation, andsarcgessor as provided in Section 10 below.

(h) “Disability” means that, at the time a Participant Separates $®rvice, he or she has been unable to performiutties of his
or her position for a period of 180 consecutivesiay the result of the Participamihcapacity due to physical or mental illness. Aogstion a
to the existence of the Participant’s Disabilityonpwhich the Participant and the Company cannaegill be determined by a qualified
independent physician who will have been jointliestad by (i) a physician selected by the Partitifar, if the Participant is unable to make
such selection, by any adult member of the Pagiis immediate family), and (ii) a physician sééetby the Company. The determination of
such physician made in writing to the Company antihé Participant will be final and conclusive &k purposes of this CIC Plan, absent frz

Solely for the avoidance of doubt, during the Peted Period, this definition of “Disability” withespect to termination of
employment of the Participant will supersede ary ahsimilar definitions of termination for Disdity set forth in agreements between the
Participant and the Company under the Company’gyeplans.

(i) “EMC” means EMC Corporation, a Massachusetts corporation.

() “Good Reason"for a Patrticipant to resign his or her employmertins that one or more of the following has occudtihg
the Protected Period without Participant’s expresten consent:

(i) any materially adverse alteration in tretRipant’s role or to the nature or status of Rtaticipant’s responsibilities
relative to his or her role or responsibilitiespyided that neither a mere change in title nohanfact that the Participant no longer holds
following a Change in Control the same positiomipublic company as he or she held before theactios will alone constitute Good Reas
except that, with respect to the Chief Executivédef, Chief Financial Officer and General Counsiethe Company, no longer holding the
position of Chief Executive Officer, Chief Finanic@fficer or General Counsel, respectively, in &licompany following a Change in
Control will itself be a materially adverse altéoatin the Participant’s responsibility, role andtas constituting Good Reason;
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(i)  amaterial diminution by the Company retParticipant’s base salary, or a material dinamuby the Company in the
Participant’s target level of annual incentive b®nelative to his or her highest base salary aghdsit target level of annual incentive bonus,
respectively, or, if applicable a material dimimutiby the Company in the Participant's On-Targenieas, during the Protected Period,;

(i) relocation of the Participant’s principalace of employment to a location more than 5@&sirom his or her principal
place of employment, except for required travetr@Company’s business to an extent substantiatigistent with the business travel
obligations that the Participant undertook on bietiathe Company prior to the Change in Control;

(iv)  any purported termination of the Partaip's employment by the Company during the Change mtr@bPeriod that i
not effected pursuant to a Notice of Terminatiotis§gng the requirements of Section 2(q) below; or

(v) a material breach of the Company’s oblmyz under this CIC Plan (including without limitat the failure of the
Company to obtain the assumption of this CIC Plarsyant to Section 10).

The Participant’s right to terminate the Participgmemployment for Good Reason will not be affeddydhe Participant’s
incapacity due to physical or mental illness. Idesrfor a Participant to invoke a termination du&bod Reason in a manner that would entitle
him or her to benefits under Section 3 below, thgi€ipant must provide a Notice of Terminatiorthe Company and Separate from Servic
accordance with the procedure set forth in Sectib) below.

(k)  “Historic Bonus Percentage’means, with respect to each Participant, the Raatit's highest target bonus percentage
applicable during the Protected Period.

()  “Historic Bonus Target” means a Participant’s Historic Bonus Percentagdipiatl by his or her Base Salary.

(m)  “Incumbent Board” means the members of the Board as of the dat€tBislan is finally approved by the Board or
Committee, as the case may be. Notwithstandingrbeeding sentence, any individual who becomesrabaeof the Board after such
effective date whose election, or nomination fecébn by the stockholders of the Company, was@amat by a vote of at least a majority of
the directors then comprising the Incumbent Boaitdbe considered as though such member were a reailthe Incumbent Board, but
excluding, for this purpose, any such individualos# initial assumption of office occurs as a restiéin actual or threatened election contest
with respect to the election or removal of direstor other actual or threatened solicitation o or consents by or on behalf of a Person
other than the Board.

(n)  “Insurance Premiums”means 150% of the amount of the aggregate monthiyrance premium payments necessary to proct
coverage for Participant and Participant’s covetegendents of health and dental insurance besetfitstantially similar to those provided to
the Participant and Participant’s covered depersdemiier the Company’s Plans immediately prior &Tharmination Date. To the extent that
health or dental insurance continuation coverageade available to Participant and Participantiseced dependents under the Consolidated
Omnibus Budget Reconciliation Act of 1985 (“COBRAthe monthly amount of the insurance premium paysirecessary to procure such
coverage for Participant and Participantbvered dependents will equal the monthly cagtired to obtain such COBRA continuation cove|
for the first month following the Termination Dataeder the health and dental insurance program$iichaParticipant and Participagsttovere
dependents were participating on the Terminatiote Da

(0) “Involuntary Termination " of a Participant’'s employment with the Companyl weccur only upon a Separation from Service
due to termination of Participant’s employment bg Company without Cause or resignation by Pagitijgue to Good Reason. A terminatior
of employment as a result of the Participant’s ld@atDisability is not considered an Involuntaryrifiénation.
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(p) “Key Employee’means an employee who is determined by the Comioalng a “specified employee” in accordance with
Section 409A of the Code.

(@) “Notice of Termination” means a notice that indicates whether a proposetnation is, if provided by the Company, (A) for
Cause or (B) without Cause; and if provided byRhaeticipant, (C) for Good Reason. Additionally, etof Termination refers to a notice that
indicates whether a proposed termination is dugigability, which notice may be provided by the Guany or the Participant.

() “On-Target Earnings” means, with respect to a Participant compensétethe Company’s on-target earnings or other sales
commission-based programs, the Participant’s highr@sualized compensation rate for on-target perémice during the Protected Period.

(s) “Person” has the meaning ascribed to such term in Sect@y{B(of the Exchange Act and as used in Secti8(d)nd 14(d)
thereof, including a group as defined in Sectio(d18f the Exchange Act but excluding (i) the Comypar EMC, any of their respective
subsidiaries or any employee benefit plan sponsoredaintained by the Company, EMC or any of thedpective subsidiaries (including any
trustee or other fiduciary of any such plan), i) underwriter temporarily holding securities parsiuto an offering of such securities, or (iii) a
corporation owned, directly or indirectly, by theckholders of the Company in substantially the s@nmoportions as their ownership of stock
of the Company, providethowever, that the exclusion from this definition of EM®@s subsidiaries or employee benefits plans spoddnye
EMC, as set forth in subclause (i), will no longgiply and will not be reinstated once EMC is na@lemthe Beneficial Owner, directly or
indirectly, of securities of the Company represamn®5% or more of the combined voting power of@fenpany’s then outstanding securities.

() “Plan” means any compensation plan such as an incentinge @ any employee benefit plan such as a tlpeftsion, profit
sharing, medical, disability, accident, life insuca plan or a relocation or vacation plan or poticany other plan, program or policy of the
Company or its subsidiaries intended to benefitlopges.

(u) “Potential Change in Control’means the occurrence of any one of the followighé Company or EMC, as applicable,
enters into an agreement, the consummation of wikakld result in the occurrence of a Change in @intii) the Company, EMC or any
Person publicly announces an intention to take @onsider taking actions that, if consummated,ld/constitute a Change in Control; (iii) an
event that constitutes a Change in Control; ortfie)Board adopts a resolution that for purposehisfCIC Plan a Potential Change in Control
has occurred.

(v) “Protected Period"means the period commencing upon the earlier @vant constituting (i) a Potential Change in Cdno
(if) a Change in Control, and concluding upon thdier of (A) termination of the CIC Plan with resyi to a Participant as set forth in Section :
above, or (B) termination of the agreement or etesit triggered a Potential Change in Control ptdoconsummation of the Change in Contro
contemplated by such agreement or event.

(w) “Section 409A"means Code Section 409A together with final regutat promulgated thereunder and any other written
interpretive guidance issued by the Departmentre&3ury or the Internal Revenue Service.

(x) “Separation from Service’or “Separates from Serviceineans a termination of employment with the Comphay the
Company determines is a “separation from servioeldcordance with Section 409A of the Code.

(y) “Termination Date” means the date of Participant’'s Separation fromiGewith the Company due to an Involuntary
Termination.

3. _Compensation Upon Involuntary TerminatiorClonnection with a Change in Contr@ubject to Sections 4, 5 and 6 below, if a
Participant (a) experiences an Involuntary Ternmatluring the Change in Control Period, or (b)erignces a Good Reason to resign during
the Protected Period and resigns for Good Reasangdilne Change in Control Period following the ggdures prescribed in Section 7(b), thet
subject to his or her signing
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and not revoking a separation agreement and gemealse of all claims he or she may have agaiNstate and its officers, directors, agents
and affiliates arising out of or relating to hish@ar employment with VMware and the terminatiorhizf or her employment with VMware (the
“Release”) in a form reasonably satisfactory to the Compamlyich form will include a customary nonsolicitopision:

(8) The Participant will be entitled to reee& lump sum severance payment in cash consigting o

(i) the applicable multiple determined in acance with Schedule #imes the sum of (i) his or her Base Salary pli)s (i
the Participant’s Historic Bonus Target, or, ifartitipant is compensated via the Company’s onetaggrnings or other sales commission-
based programs, the applicable multiple of suctidiaant’s On-Target Earnings;

(i)  the aggregate amount of Insurance Premidetermined in accordance with Schedule A

The foregoing severance payment (tigeyerance Paymeri} is composed of two parts: (i) the amount to evhihe Participant
would otherwise be entitled under a Plan with respecash severance payments in the absencesd® i Plan, assuming the conditions
resulting in the entitlement to such payments ithd@lan have occurred (théBase Severance Paymeit and the additional amount, if any,
provided above (the Enhanced Severance Paymeit The amount of the Enhanced Severance Paymidiriieweduced by the amount of the
Base Severance Payment, if any, so that the tbtalsh severance payments will not exceed the guhe@mounts calculated pursuant to
subsections (i) and (ii) above of this Section 3fd]) Severance Payments are payable in lump suoep as provided in the following
sentence. If, with respect to a Participant, theeBSeverance Payment, if any, is not exempt fnendéfinition of “nonqualified deferred
compensation” under Section 409A, then such Baser8ece Payment will be payable in the form prodidader the applicable Plan and the
Enhanced Severance Payment, if any, will be payiablenp sum. Notwithstanding the foregoing, tletRipant’s receipt of benefits under
this subsection (a) is subject to subsection (d)tarSections 5 and 6 below.

(b)  The Participant will be entitled to théléaving treatment of his or her Equity Awards:

(iv)  All outstanding unvested Company stockiaps, and stock appreciation rights (collectivehg “Option Rights” ),
restricted stock, performance shares, restrictezksinits, performance stock units and other egudityed awards held by the Participant as of
the Termination Date (collectively, tHEquity Awards” ) (including any Equity Awards assumed by the Conypa connection with its
acquisition of another entity) will immediately 880% vested and, to the extent subject to an eseefeature, exercisable) as of the
Termination Date. The Participant will be entittedexercise any Option Rights until the expiratir®0 days following the Payment Date (or
until such later date as may be applicable undetaims of the award agreement governing the OjRight upon termination of employment),
subject to the maximum full term of the Option Righo the extent an Equity Award is subject to at®a 409A payment restriction, vesting
of such Equity Award will be accelerated as spedifibove but settlement shall be made in accordaiticehe terms of the applicable Plan
the requirements of Section 409A; and

(v)  With respect to any performanicased Equity Award whose vesting is acceleratedyaunt to subsection (i) above, i
the intent of this Section 3 that the vesting aftsaward be accelerated so that the Participamnbes vested in connection with his or her
Involuntary Termination in the number of sharesjscitto the award in which he or she would havenbessted had the target level of
performance specified under the original termdhefaward been achieved (and to the extent anyligsed vesting provisions apply in addil
to the performance vesting conditions, as if thei€lpant satisfied all such time-based vestingvfgions).

(vi)  Notwithstanding anything to the contratyove,
(x) in no event will performance-based Equity Awafdther than Option Rights) intended to qualifjpasformance-

based compensation for purposes of Code Sectiofmi)6ith respect to which the performance has hetdy been fixed be accelerated ul
this subsection 3(b) in the event of a Change int@bcovered by Section 2(d)(v), and
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(y) to the extent that the Board or Committee hawided or will provide for different treatment performance-
based Equity Awards in the event of Change in @bnsuch different treatment set forth in the gragteements governing such performanci
based awards will supersede the terms of this @&@ Rith respect to the effect of a Change in Garan such awards; providechowever,
that during the Protected Period, the definitiohsause, Change in Control, Disability, Good Readowmoluntary Termination, Separat
from Service and Termination Date set forth in {BI€ Plan will supersede the definition of suchmesr similar terms set forth in any si
grant agreements to the extent permitted in acooelavith Section 409A.

(c)  Subject to Section 6 below, all paymemis benefits under subsection (a) above and theteféedate of any acceleration of
vesting under subsection (b) above as to any Edwitgrds held by the Participant will be made, comogeor will become effective on the 30
 day following the Termination Date or on the neusiness day if such 3@lay is not a business day, with such date reféored the
“Payment Date”; provided, however, that if Participant’s Involuntary Termination as in a manner that requires a release considarati
period of more than 21 days under applicable statahd regulations, then the Payment Date wilhbest" day following the Termination
Date or on the next business day if suct'88y is not a business day. The Company will prothideRelease to the Participant no later than
five business days following the Participant’s Teration Date. A Participant will not be entitledaay payment or acceleration under
subsection (a) or (b) above if the Participant’eRee has not become effective as of the thirdnlessiday preceding the Payment Date (the
“Release Deadline Datej or the Participant revokes the Release. If thewmts of all such payments cannot be finally deteech on or before
the Payment Date, the Company will pay to the Bipdint on the Payment Date an estimate, as detedniingood faith by the Company, of
minimum amount of such payments to which the Ppditt is clearly entitled and will pay the remaindésuch payments (together with
interest on the unpaid remainder (or on all sughrpEnts to the extent the Company fails to make pagiments when due) at 120% of the rate
provided in Section 1274(b)(2)(B) of the Code) ba 8Oth day after the Payment Date (also subjeBetdion 6). In the event that the amount
of the estimated payments exceeds the amount sudrsiyjdetermined to have been due, such excebkesomibtitute a loan by the Company to
the Participant, payable on the fifth businessaftégr demand by the Company (together with inteae420% of the rate.

(d)  The Company will have no obligation hergeinto make any payment or offer any benefits Radicipant under this Section 3
if he or she Separates from Service under anymistances outside the Change in Control Periodnderuany circumstances that do not
constitute an Involuntary Termination, wheneverudag.

4. _Merger or ConsolidatiarSubject to any required action by the stockhaldierthe event of a dissolution, liquidation, mergr
consolidation in which the Company is not the sking corporation or in which a majority of the aiatsding shares are converted into
securities of another corporation or are excharigedther consideration, the Company will eithérgerange for any entity succeeding to the
business and assets of the Company to assumewaaothseof Participants or issue to the Participagpéacement awards (which, in the case of
ISOs, satisfy, in the determination of the Comneittitne requirements of Section 424 of the Codejumh entity’s equity, which will to the
extent possible preserve the value of the outstgnalivards or (b) will make the outstanding awarfdBasticipants fully exercisable or cause
of the applicable restrictions to which outstandiwgards are subject to lapse, in each case, osigthat gives the holder of the award a
reasonable opportunity, as determined by the Coteeifollowing the exercise of the award or theidgsge of shares of Common Stock, as th
case may be, to participate as a stockholder irsanly dissolution, liquidation, merger or consdiinla, and the award will terminate upon
consummation of any such transaction. The existehtiee CIC Plan will not prevent any such trangacand no Participant will have any
right except as herein expressly set forth. Notstéhding the foregoing provisions of this Sectipawards subject to and intended to satisfy
the requirements of Section 409A of the Code wlcbnstrued and administered consistent with suemi.

5. _Parachute Payment® the event that any payment or benefit recetmeth be received by a Participant in connectidth Wwis or
her Involuntary Termination (collectively, theSeverance Parachute Paymerijswould (a) constitute a parachute payment withinnt@aning
of Section 280G of the Code or any similar or sesoe provision to 280G and (b) but for this Secbpbe subject to the excise tax imposed b
Section 4999 of the Code or any similar or sucagssavision to Section 4999 (tliExcise Tax” ), then such Severance Parachute Payments
will be either:
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(vi)  delivered in full, or
(vii)  delivered as to such lesser extent thaitild result in no portion of such benefits beindjsct to the Excise Tax,

whichever of the foregoing amounts, taking intocanst the applicable federal, state and local incamge payroll taxes and the Excise Tax,
results in the receipt by the Participant on aarafix basis, of the greatest amount of benefisyithstanding that all or some portion of such
benefits may be taxable under the Excise Tax. Wrles Company and the Participant otherwise agreeiting, any determination required
under this Section 5 will be made in writing in gdfaith by a “Big Four” national accounting firmlseted by the Company (the
“Accountants” ). If a reduction in the payments or benefits guieed under this Section 5, and if none of thenpayts or benefits is subject to
Code Section 409A, then the reduction will occuthi@a manner a Participant elects in writing priottte date of payment; provided however
that if the manner elected by the Participant pamsio this sentence could in the opinion of thenBany result in any of the payments or
benefits becoming subject to Code Section 4094 the following sentence will instead apply. If gugyment or benefit is subject to Code
Section 409A or a Participant fails to elect aneomgnder the preceding sentence, then the redueilbaccur in the following order: (i)
cancellation of acceleration of vesting on any @pRights for which the exercise price exceedstiba fair market value of the underlying
equity; (ii) reduction in the cash payments prodider under Section 3(a); and (iii) cancellatioragteleration of vesting of Equity Awards not
covered under (i) above; providetowever, that in the event that acceleration of vestingagifiity Awards is to be cancelled, such accelen:
of vesting will be cancelled in the reverse ordethe date of grant of such Equity Awards, thataser Equity Awards will be canceled before
earlier equity awards. For purposes of making dieutations required by this Section 5, the Accantd may make reasonable assumptions
and approximations concerning applicable taxesnaawd rely on reasonable, good faith interpretatiworscerning the application of the Code.
Any good faith determination of the Accountants madreunder will be final, binding and conclusiy®n the Company and the Participant.
The Company and the Participant must furnish toAteountants such information and documents agtteuntants may reasonably request
in order to make a determination under this Sediohihe Company will bear all costs the Accountaméy incur in connection with any
calculations contemplated.

6. _Section 409ATo the fullest extent applicable, amounts an@iobenefits payable under this CIC Plan are intdriidde exempt
from the definition of “nonqualified deferred conmzation” under Section 409A. To the extent thatampunt or benefit provided under this
CIC Plan is or becomes subject to Section 409Atdwefailure to qualify for an exemption from thefigition of nonqualified deferred
compensation under Section 409A, this CIC Plantsnded to comply with the applicable requiremefitSection 409A with respect to such
amounts or benefits so as to avoid the applicaifddection 409A(a)(1) to any amount or benefit fded for in this CIC Plan. To the extent
possible, this CIC Plan will be interpreted and adstered in a manner consistent with the foregaitagement of intent. For purposes of
Section 409A and to the extent applicable, eaclmgay and benefit under Sections 3(a), 3(b) and@edtis designated as a separate payr
If the Company determines that a Participant i Employee at the time of the Participant’s Inwdéuy Termination, then (i) to the extent
such payments or benefits are subject to SectiOmAQi) to the extent necessary to avoid any porof such payments and benefits being
subject to Code Section 409A(a)(1), and (iii) ndihstanding anything to the contrary in Section 3f@ve, such amounts and benefits prov
for will be paid, commence or be distributed, agli@able, in lump sum on or as of the first busiday of the seventh month after a
Participant’s Involuntary Termination. Notwithstamgl anything to the contrary in Section 3(c) abatwdijstribution as required under Section ?
(c) or Section 4 of shares or other property wétspect to Equity Awards the vesting of which hasnb&ccelerated under Section 3(b)(ii) or
Section 4 would subject such awards to adversedagequences under Section 409A, then the shapremerty will be distributed only at the
time(s) and according to the schedule on which siisthibutions were scheduled to be made undeotigénal terms of the award agreement(s;
governing the Equity Awards. To the extent requikedvoid accelerated recognition of taxable incaminposition of additional tax under
Section 409A, the amount of any in-kind benefitsviled during a taxable year may not affect theeasps eligible for reimbursement, or in-
kind benefits to be provided in any other taxatdary Any required reimbursement of an amount uttfdeCIC Plan will be made on or before
the last day of the Participant’s taxable yeamofwlhg the taxable year in which the expense wasried. Any right to reimbursement or to in-
kind benefits is not subject to liquidation or eanlge for another benefit.
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7. _Termination of EmploymenDuring the Protected Period, any terminatiorhef Participant’'s employment (other than by reaso
of death) will be communicated by written NoticeTarmination from one party hereto to the othetyphereto in accordance with this Section
7, and no purported termination by the Companycéé other than pursuant to a Notice of Terminasiatisfying the requirements of this
Section 7 will be effective.

(&) Termination by the Companyf the Company terminates the Participant’'s emplent for Cause, without Cause or due to
Disability, the Company will provide a Notice of fieination that specifies the specific terminatiooygsion in this CIC Plan relied upon and
set forth in reasonable detail any facts and cistances claimed to provide a basis for terminatfaine Participant’s employment under the
provision so indicated. Further, a Notice of Teration for Cause is required to include a copy mésolution duly adopted by the affirmative
vote of not less than two-thirds of the entire mership of the Board at a meeting of the Board dadied held for the purpose of considering
such termination (after reasonable notice to théidi@ant and an opportunity for the Participangether with the Participant’s counsel, to be
heard before the Board). The resolutions must @ekufinding that, in the good faith opinion of Beard, the Participant was guilty of cond
set forth in the definition of Cause in Section)2ftthis CIC Plan, and must specify the particsifdrereof in detail. The Notice of Termination
must provide the Participant 30 days to remedyethent or condition giving rise to Cause (if suclemwvor condition is capable of remedy) in
order to terminate his or her employment for Cause.

(b) Resignation of Participantf the Participant resigns from his or her employingith the Company for Good Reason or due to
Disability, the Participant will provide a Noticé dermination that specifies the specific terminatprovision in this CIC Plan relied upon and
set forth in reasonable detail any facts and cistances claimed to provide a basis for terminatfaine Participant’s employment under the
provision so indicated. In the case of a resigmadioe to Disability, the Notice of Termination mag provided by a person authorized to act o
Participant’s behalf. Further, in the case of enteation for Good Reason, the following steps ningsfollowed in order to entitle Participant to
benefits under Section 3 above:

(i)  The Participant must provide a Notice @fination to the senior officer of the Companyignitan Resources group of
his or her intention to terminate due to an evemondition set forth in the definition of Good Rea set forth in Section 2(j) of this CIC Plan
that specifies the particulars thereof in detdile Participant must provide the Notice of Termimativithin 90 days of the initial occurrence or
existence of such event or condition and provigeGbmpany with 30 days from receipt of the not@esimedy the event or condition;

(i)  The Company must fail to effect such retpavithin the 30-day cure period; and
(i)  The effective date of the resignation shoccur within 90 days after the end of the 30-dae period.

In order for a Participant’s resignation to be dedrno be for Good Reason pursuant to this CIC Rfeninitial occurrence or
existence of the event or condition constituting@&eason must take place during the ProtecteddPand the Participant's Termination Date
must occur during the Change in Control Period.

(c) Disputes Concerning Termination

(i) If within 10 days after any Notice of Teimation is given, or, if later, prior to the Terration Date, the party receiving
such Notice of Termination notifies the other pahat a dispute exists concerning the terminatio®,Termination Date will be extended until
the earlier of (i) the date on which the Chang€dmtrol Period ends or (ii) the date on which tispdite is finally resolved, either by mutual
written agreement of the parties or by a final jmeégt, order or decree of an arbitrator or a colicompetent jurisdiction (which is not
appealable or with respect to which the time fqremh therefrom has expired and no appeal has beéecped); provided however, that the
Termination Date will be extended by a notice afpdite given by the Participant only if such notg&given in good faith and the Participant
pursues the resolution of such dispute with redslerdiligence.
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(i)  If the Termination Date is extended ircardance with subsection (i) above, the Companlyowiitinue to pay the
Participant the full compensation in effect whea tiotice giving rise to the dispute was given (idahg, but not limited to, the Base Salary)
and continue the Participant as a participantliRlains in which the Participant was participatimigen the notice giving rise to the dispute was
given, until the Termination Date, as determineddnordance with subsection (i) above. Amounts patkr this Section 7(c) are in additior
all other amounts due under this CIC Plan andwatlbe offset against or reduce any other amourgsudder this CIC Plan

8. _No Mitigation. No Participant will be required to mitigate thm@unt of any payment provided for in Section 3 bély seekin(
other employment or otherwise, nor will the amoainsuch payment be reduced by reason of compensatiother income a Participant
receives for services rendered after his or heollmtary Termination from the Company.

9. _Exclusive Remedyin the event of a Participant’s Involuntary Temation during a Change in Control Period, the siovis of
Section 3 are intended to be and are exclusiveraliel of any other rights or remedies to which farticipant or the Company may otherwise
be entitled (including any contrary provisions imyamployment agreement between the Participanvahaare), whether at law, tort or
contract, in equity, or under this CIC Plan.

10. _Comparng SuccessorsThe Company will require any successor (whetlrector indirect, by purchase, merger, consolata
or otherwise) to all or substantially all of thesiness and/or assets of the Company, to expressiyree and agree to perform the obligations
under this CIC Plan in the same manner and toaireextent that the Company would be required timpe if no such succession had taken
place. As used in this Section 10, the “Compangludes any successor to its business or assefsrasaid that executes and delivers this CIC
Plan or that otherwise becomes bound by all thmgeand provisions of this CIC Plan by operatiocardtract or law.

11. _Notice All notices, deliveries and other communicatipnsvided for in this CIC Plan must be in writingdawill be deemed
given if sent via email or delivered by globallxognized express delivery service (with a requaeil copy, receipt of which need not be
acknowledged) to the parties at the addressed kbdter their signature. Any such notice, delivercommunication will be deemed to have
been delivered and received (a) in the case oflearathe date that the recipient acknowledgesHrtpreceived the email, with an automatic
“read receipt” not constituting acknowledgment ofeamail for purposes of this section, and (b) mm¢hse of a globally recognized express
delivery service, on the business day that redsighe addressee is confirmed pursuant to thesEswsystems. The Company and any
Participant may update this address for noticeibiyng the other party written notice of the new selts.

If notice is given to the Company or the Board:

VMware, Inc.

3401 Hillview Ave.

Palo Alto, CA 94304

Attn: General Counsel, email: GeneralCounsel@vmware

If notice is given to the Participant:

To the Participant’s home address on file with@wmpany, with a copy to Participasfiome email address on file with the Comp

12. _CIC Plan Modification and Terminatidfxcept as set forth below, no provision of this Gl@an may be modified or terminat
unless as to a Participant such modification onieation is agreed to in writing and signed by saffacted Participant and by an authorized

member of the Committee or its designee, or byd¢kpective parties’ legal representatives and ssces. The consent requirement of the
preceding sentence will not apply to the extent taRpamendments provide additional benefits tdi€ipants or are required so that the CIC

10




Exhibit 10.2¢
Approved on February 25, 20:

Plan complies with applicable law (including Sent&9A) or (b) the amendment or termination iseftective until one year after it is
communicated to all affected Participants and theredment or termination is not adopted during dae€eted Period. Notwithstanding anything
to the contrary, no amendment will be made if itldoresult in a delay or acceleration in paymesteipt of benefits or distribution of shares
that causes Code Section 409A(a)(1) to apply tongays or benefits hereunder.

13. _Detrimental Activity During the Protected Period, the “detrimentaivitgt provisions in the Company’s equity and intiee
plans will no longer apply to any award issuedi® Participant under such plans, providédwever, that such “detrimental activity”
provisions will once more become effective if, aiduch time that, the Protected Period terminates.

14. _Entire AgreementThis CIC Plan represents the entire agreementdast each Participant and the Company with respebe
matters set forth herein and supersedes and repdageprior agreements in their entirety. No age@sior representations, oral or otherwise,
express or implied, with respect to the subjectenaif this CIC Plan have been or will be made itlyee party except to the extent they are
expressly set forth herein. No future agreememnwéen a Participant and the Company may supersel€lf Plan as it applies to the
Participant, unless it is in writing and speciflgahakes reference to this CIC Plan. Nothing i @8IC Plan is intended to change any benefits
to which a Participant is entitled under any writtgreement with the Company in the event the éjaatt's employment is terminated under
circumstances other than a Separation from Semvicennection with a Change in Control.

15. _Patrticipan$ SuccessorsBenefits and rights provided under this CIC Rialhinure to the benefit of and be enforceablesby
Participant’'s personal or legal representativescetors, administrators, successors, heirs, diga@s, devisees and legatees. If a Participant
should die while any amounts are still payableito r her hereunder, all such amounts, unless wiberprovided herein, will be paid in
accordance with the terms of this CIC Plan to thdi€lpant’s devisee, legatee, or other designe# tirere be no such designees, to his or het
estate.

16. _Funding This CIC Plan will be unfunded. Any payment madeler the CIC Plan will be made from the Compawggseral
assets.

17. _Waiver No waiver by either party of any breach of, ocompliance with, any condition or provision ofsl€IC Plan by the
other party will be considered a waiver of any ott@ndition or provision or of the same conditiorpoovision at another time.

18. _HeadingsAll captions and section headings used in thiS Blan are for convenient reference only and ddorat a part of
this CIC Plan.

19. _Validity. The invalidity or unenforceability of any prowsi of this CIC Plan will not affect the validity enforceability of any
other provisions of this CIC Plan, which will reman full force and effect.

20. _Withholding All payments made pursuant to this CIC Plan bélsubject to withholding of applicable income antploymen
taxes, and each Participant is responsible faar#is of any nature whatsoever that are requirddvoyo be paid in connection with the
benefits offered hereunder.

21. _Applicable Law This CIC Plan will be interpreted and enforce@atordance with the laws of the State of Cali@i¥ith the
exception of its conflict of laws provisions).

22. _Settlement of Disputds.the event of a dispute between the Participadtthe Company for benefits under this CIC Plan,
Participant will provide notice of the dispute letBoard in writing with a written claim for bentsfthat the Participant believes to be due. The
Board will determine the disposition of such digulitlaim. Any denial by the Board of a claim fonbéits under the CIC Plan will be
delivered to the Participant in writing and wilk $erth the specific reasons for the denial andsthecific provisions of this CIC Plan relied
upon. The Board will afford a reasonable opportutitthe Participant for a review of the decisi@nyging a claim and will further allow the
Participant to appeal to the Board a decision wig0 days after notifications by the Board
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that the Participant’s claim has been denied. Amiher dispute or controversy arising under ordnreection with this CIC Plan will be settled
exclusively by arbitration in San Jose, Califorimaccordance with the rules of the American Adiitn Association then in effect. Judgment
may be entered on the arbitrator’'s award in anytdeaving jurisdiction. The Company will pay to tRarticipant all legal fees and expenses
incurred by the Participant in disputing in gooiiifany issue hereunder relating to the terminatibiine Participant’'s employment, in seeking
in good faith to obtain or enforce any benefitight provided by this CIC Plan or in connectiontwétny tax audit or proceeding to the extent
attributable to the application of Section 162(h)he Code to any payment or benefit provided hedeun. Such payments will be made within
15 business days after delivery of the Particigawntitten requests for payment accompanied with swidence of fees and expenses incurrec
as the Company reasonably may require. The Patitgpreimbursement rights described in this SacZid will remain in effect for the life of
the Participant, providedhowever, that, in order for the Participant to be entitedeimbursement hereunder, the Participant musng the
written reimbursement request described above witBD days following the date upon which the afilie fee or expense is incurred.

23.  Notwithstanding any provision of this GRGan to the contrary, the Participant will be datitto seek specific performance of
his or her right to be paid until the Involuntargrinination date during the pendency of any disputentroversy arising under or in
connection with this CIC Plan.
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SUBSIDIARIES OF VMWARE, INC.

STATE OR OTHER JURISDICTION OF
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SUBSIDIARIES INCORPORATION OR ORGANIZATION
3401 Hillview LLC Delaware
A.W.S. Holding, LLC Delaware
AirWatch (Australia) Pty, Ltd. Australia
AirWatch LLC Delaware
AirWatch Pte Ltd. Singapore
AirWatch Technologies India Private Ltd. India
AirWatch UK, Limited United Kingdom
Nicira, Inc. Delaware
VMware Australia Pty Ltd Australia
VMware Bermuda Limited Ireland
VMware Bulgaria EOOD Bulgaria
VMware Canada Inc. Canada
VMware Costa Rica Ltda. Costa Rica
VMware Denmark ApS Denmark
VMware Eastern Europe Armenia
VMware France SAS France
VMware Global, Inc. Delaware
VMware Hong Kong Limited Hong Kong
VMware Information Technology (China) Co. Ltd hiGa
VMware International Limited Ireland
VMware International Marketing Limited Ireland
VMware Israel Ltd. Israel
VMware Italy S.r.l. Italy
VMware Korea Co., Ltd. South Korea
VMware Malaysia SDN. BHD. Malaysia
VMware Marketing Austria GmbH Austria
VMware Middle East FZ-LLC Dubai
VMware Netherlands B.V. Netherlands
VMware Singapore Pte Ltd. Singapore
VMware Software e Servicos Brasil Ltda. Brazil
VMware Software India Private Limited India
VMware Spain S.L. Spain
VMware Sweden AB Sweden
VMware Switzerland S.a.r.l. Switzerland
VMware UK Limited United Kingdom
VMware vCloud Service G.K. Japan
VMware, K.K. Japan
Wandering WiFi, LLC Nevada
Wanova Technologies Ltd. Israel



CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémtlee Registration Statement on ForrBgNo. 333-145402, 333-152582, 333-159747,
333-162079, 333-169537, 333-179680 ,333-18949138861194148) of VMware, Inc. of our report dated ey 26, 2015 relating to the

financial statements, financial statement scheduntkethe effectiveness of internal control overfiiitial reporting which appears in this Form
10-K.

/sl PricewaterhouseCoopers LLP

San Jose, CA
February 26, 2015
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CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Patrick P. Gelsinger, certify that:
1. | have reviewed this annual report on FornKi®F VMware, Inc.

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, niatadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statemeamtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4.  The registrant’s other certifying officer(s)dahare responsible for establishing and maintainiisclosure controls and procedures (as
defined in Exchange Act Rules13a-15(e) and 15d))15f&d internal control over financial reporting @efined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant anddiav

a. Designed such disclosure controls and procedareaused such disclosure controls and procedotee designed under our
supervision, to ensure that material informatidatneg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrihe period in which this report is being prepared

b. Designed such internal control over finanodgdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargaadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c.  Evaluated the effectiveness of the registradiSslosure controls and procedures and presentiisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; and

d. Disclosed in this report any change in thestegit's internal control over financial reportitigit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) ilas materially affected, or is
reasonably likely to materially affect, the regasi's internal control over financial reporting;dan

5.  The registrant’s other certifying officer(s)danhave disclosed, based on our most recent et@aduef internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a. All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regigfeability to record, process, summarize and refiwoancial information; and

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

Date: February 26, 2015 By: /s/ Patrick P. Gelsinger

Patrick P. Gelsinger
Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.2

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

I, Jonathan C. Chadwick, certify that:
1. | have reviewed this annual report on FornKi®F VMware, Inc.

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, niatadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statemeamtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4.  The registrant’s other certifying officer(s)dahare responsible for establishing and maintainiisclosure controls and procedures (as
defined in Exchange Act Rules13a-15(e) and 15d))15f&d internal control over financial reporting @efined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant anddiav

a. Designed such disclosure controls and procedareaused such disclosure controls and procedotee designed under our
supervision, to ensure that material informatidatneg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrihe period in which this report is being prepared

b. Designed such internal control over finanodgdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargaadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c.  Evaluated the effectiveness of the registradiSslosure controls and procedures and presentiisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; and

d. Disclosed in this report any change in thestegit's internal control over financial reportitigit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) ilas materially affected, or is
reasonably likely to materially affect, the regasi's internal control over financial reporting;dan

5.  The registrant’s other certifying officer(s)danhave disclosed, based on our most recent et@aduef internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a. All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regigfeability to record, process, summarize and refiwoancial information; and

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

Date: February 26, 2015 By: /s/ Jonathan C. Chadwick

Jonathan C. Chadwick
Chief Financial Officer, Chief Operating Officer and Executive Vice President
(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, Patrick P. Gelsinger, certify pursuant to 18 \@.SSection 1350, as adopted pursuant to Secti6roBthe Sarbanes-Oxley Act of 2002,
that, to my knowledge, the Annual Report of VMwadre;. on Form 10-K for the fiscal year ended Decenfii, 2014 fully complies with the

requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and the information egmd in such Form 10-K fairly presents,
in all material respects, the financial conditiodaesults of operations of VMware, Inc.

Date: February 26, 2015 By: /s/ Patrick P. Gelsinger

Patrick P. Gelsinger
Chief Executive Officer
(Principal Executive Officer)




Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

I, Jonathan C. Chadwick, certify pursuant to 18.0.Section 1350, as adopted pursuant to Secti6robthe Sarbanes-Oxley Act of
2002, that, to my knowledge, the Annual Report bfware, Inc. on Form 10-K for the fiscal year end®tember 31, 2014 fully complies

with the requirements of Section 13(a) or 15(djhef Securities Exchange Act of 1934 and the inféionacontained in such Form 10-K fairly
presents, in all material respects, the finanaaldition and results of operations of VMware, Inc.

Date: February 26, 2015 By: /s/ Jonathan C. Chadwick

Jonathan C. Chadwick

Chief Financial Officer, Chief Operating Officer and Executive Vice President
(Principal Financial Officer)




