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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

(Mark One)

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

For the quarterly period ended September 30, 2011
OR

0O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For transition period from o

Commission File Number 001-33622

VMWARE, INC.

(Exact name of registrant as specified in its chaetr)

Delaware 94-3292913
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification Number)

3401 Hillview Avenue
Palo Alto, CA 94304

(Address of principal executive offices) (Zip Code)

(650) 427-5000

(Registrant’s telephone number, including area code

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

Indicate by check mark whether the registrant liésntted electronically and posted on its corpo¥atb site, if any, every Interactive
Data File required to be submitted and posted pumsto Rule 405 of Regulation S-T (8232.405 of dtiapter) during the preceding 12 months
(or for such shorter period that the registrant veagiired to submit and post such files). YES No O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, @-accelerated filer, or a smaller reporting

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

Large accelerated file Accelerated filel O
Non-accelerated file [0 (Do not check if a smaller reporting compa Smaller reporting compar O
Indicate by check mark whether the registrantseell company (as defined in Rule 12b-2 of the Bxgie Act). YesO No

As of October 21, 2011, the number of shares ofroomstock, par value $0.01 per share, of the megisbutstanding was 422,179,225,
of which 122,179,225 shares were Class A commarkstad 300,000,000 were Class B common stock.
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PART I
FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

VMware, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(unaudited)

For the Three Months Ended

For the Nine Months Ended

September 30, September 30,
2011 2010 2011 2010
Operating activities:
Net income $ 177,53t $ 84,60( $ 523,50 $ 237,55¢
Adjustments to reconcile net income to net caskigea by operating activitie:!
Depreciation and amortizatic 73,98¢ 71,115 229,64: 183,46:
Stocl-based compensation, excluding amounts capita 88,37¢ 73,657 254,39 205,19(
Excess tax benefits from st-based compensatic (46,42%) (78,709 (197,69:) (167,209
Gain on sale of Terremark investmu — — (56,000 —
Other 6,96¢ 261 10,79¢ 6,12(
Changes in assets and liabilities, net of acqaoissti
Accounts receivabl 46,17« 51,55 72,751 159,24
Other asset (57,400 (59,179 (91,45%) (83,43()
Due to/from EMC, ne 17,50¢ 13,62¢ 42 ,94( 15,93
Accounts payabl (10,84¢) (1,977 (12,559 4,58¢
Accrued expense (19,539 1,631 14,67 28,527
Income taxes receivable from EN 69,79¢ — 246,24( 2,50¢
Income taxes payab 14,32: 11,691 51,92: 42,82
Deferred income taxes, r 10,23: (4,08%) 9,27: (8,43%)
Unearned revent 152,82¢ 32,49t 365,78: 140,89t
Net cash provided by operating activit 523,51: 196,69 1,464,22. 767,77:
Investing activities:
Additions to property and equipme (54,949 (31,13) (177,180) (91,245
Purchase of leasehold interest (see Not 22,04: — (151,08:) —
Capitalized software development cc (21,139 (7,029 (73,999 (48,199
Purchases of availal-for-sale securitie (955,68¢) (964,65 (2,083,49) (1,624,701
Sales of availab-for-sale securitie 231,70! 124,21¢ 608,29: 124,21¢
Maturities of availabl-for-sale securitie 231,73t 30,89« 724,70° 30,89«
Sale of strategic investmer — 2,64¢ 78,511 2,64¢
Business acquisitions, net of cash acqu (99,527) (125,82() (303,610 (292,97()
Transfer of net assets under common cot (2,930 — (22,399 (175,001)
Other investing (3,230 — (30,372 20€
Net cash used in investing activiti (650,969 (970,879 (1,430,61) (2,074,14)
Financing activities:
Proceeds from issuance of common si 84,57: 139,93¢ 285,28t 355,84t
Repurchase of common sta (210,52) (141,44 (490,916 (285,94()
Excess tax benefits from st-based compensatic 46,42¢ 78,70 197,69: 167,20:
Shares repurchased for tax withholdings on vesifrrgstricted stoc (34,230 (24,53)) (104,809 (70,11¢
Net cash provided by (used in) financing activi (113,75) 52,66¢ (112,74¢) 166,99:
Net decrease in cash and cash equiva (241,219 (721,50) (79,13¢) (1,139,38)
Cash and cash equivalents at beginning of the g 1,791,04. 2,068,58 1,628,96! 2,486,46.
Cash and cash equivalents at end of the pi $1,549,820  $1,347,081  $1,549,820 $1,347,08
Non-cash items:
Changes in capital additions, accrued but not $ 1512¢ $ 3252 $ 21347 $ 5,081
Changes in tax withholdings on vesting of restdcitock, accrued but not pe (2,12%) — 81¢ —

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

Operating expenses (:
Cost of license revenus
Cost of services revenu
Research and developm
Sales and marketir
General and administrati\
Operating incom
Investment incom
Interest expense with EM
Other income (expense), r
Income before income tax
Income tax provisiol
Net income

VMware, Inc.

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

(unaudited)

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

(1) Includes sto-based compensation as follov

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

For the Three Months Ended

For the Nine Months Ended

September 30, September 30,

2011 2010 2011 2010
$ 443,59 $ 343,23¢ $1,327,40. $ 979,08:
498,26t 371,00t 1,379,39: 1,042,60:
941,86 714,24! 2,706,79: 2,021,68:
46,06: 46,33: 151,00¢ 126,72:
106,67¢ 80,22¢ 304,10¢ 226,64
199,65! 175,42¢ 558,05¢ 475,29
331,62¢ 251,74! 949,11( 700,23t
77,12( 66,49’ 223,39’ 195,40¢
180,72: 94,01: 521,11! 297,37
4,351 2,34¢ 11,47: 4,02¢
(915) (1,245) (2,846) (3,109
(99€) 1,62¢ 55,80¢ (6,977
183,15¢ 96,74¢ 585,54 291,32t
5,621 12,14¢ 62,03¢ 53,76¢
$ 177,53¢ $ 84,60( $ 523,50¢ $ 237,55
$ 04z $ 021 % 1.2t % 0.5¢
$ 041 $ 0.2C % 121 % 0.5¢€
422,03( 411,75! 420,24° 408,08:
431,88: 426,58 431,84¢ 421,94¢
$ 367 $ 39t % 1,271  $ 1,17(¢
6,06¢ 4,387 17,39¢ 12,60:
46,66 43,12« 134,62: 117,29:
24,76: 18,10: 70,55( 49,60:
10,51¢ 7,64¢ 30,55¢ 24,52¢

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

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

ASSETS
Current asset:
Cash and cash equivalel
Shor-term investment
Accounts receivable, net of allowance for doubdfttounts of $2,768 and $4,5
Due from EMC, ne
Deferred tax asst
Other current asse
Total current asse
Property and equipment, r
Capitalized software development costs, net anelr:
Deferred tax asst
Intangible assets, n
Goodwill

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl
Accrued expenses and ot}
Unearned revenu
Total current liabilities
Note payable to EM(
Unearned revenug
Deferred tax liability
Other liabilities
Total liabilities
Commitments and contingencies (see Nott
Stockholder’ equity:
Class A common stock, par value $.01; authoriz6@@000 shares; issued and outstanding 122,07
116,701 share
Class B convertible common stock, par value $.0fh@ized 1,000,000 shares; issued and outstal
300,000 share
Additional paic-in capital
Accumulated other comprehensive inca
Retained earning
Total stockholder equity
Total liabilities and stockholde’ equity

September 3C December 31
2011 2010
$1,549,82! $1,628,96!

2,426,87! 1,694,67!
548,02 614,72¢
12,48¢ 55,481
127,74( 100,68¢
147,90: 203,11¢
4,812,85I 4,297,65!
516,66 419,06
177,42( 151,94¢
126,63 149,12¢
426,58« 210,92¢
1,760,26! 1,568,60!
$7,820,42, $6,797,31!
$ 57,81 $ 58,91
508,14¢ 459,81:
1,468,122 1,270,42!
2,034,08 1,789,15:
450,00( 450,00(
765,99: 589,66¢
4,89¢ 30,09¢
111,54¢ 129,96(
3,366,52. 2,988,87!
1,221 1,167
3,00 3,00(¢
3,096,73: 2,955,97.
76C 19,63¢
1,352,17! 828,67(
4,453,89 3,808,44:
$7,820,42. $6,797,31!

The accompanying notes are an integral part oftimsolidated financial statements
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VMware, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

A. Overview and Basis of Presentation
Company and Background

VMware, Inc. (“VMware” or the “Company”) is the ldang provider of virtualization and virtualizatidrased cloud infrastructure
solutions. VMware’s virtualization infrastructurefsvare solutions run on industry-standard deskimmputers and servers and support a wide
range of operating system and application enviraimyas well as networking and storage infrastnestu

Accounting Principles

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

Unaudited Interim Financial Information

These accompanying unaudited consolidated finastagéments have been prepared pursuant to theamderegulations of the Securit
and Exchange Commission (the “SEC”) for interimaficial reporting. In the opinion of managementséhenaudited consolidated financial
statements include all adjustments, consistingoofiial recurring adjustments and accruals, for esfaitement of VMware’s consolidated cash
flows, results of operations and financial conditfor the periods presented. Results of operatoasot necessarily indicative of the results
that may be expected for the full year 2011. Ceritafiormation and footnote disclosures typicallglided in annual consolidated financial
statements have been condensed or omitted. Acglydihese unaudited interim consolidated finanstatements should be read in
conjunction with the consolidated financial statetseand related notes included in VMware’s 2010 dairReport on Form 10-K.

VMware was incorporated as a Delaware corporatidt®98 and continues to operate in large measuaestend-alone company
following the Company’s acquisition by EMC Corpaoat (“EMC”) in 2004 and following VMware’s initighbublic offering of VMware’s
Class A common stock in August 2007. As of Septem88e2011, EMC holds 79.8% of VMware’s outstandimgnmon stock, including
37.0 million shares of VMware’s Class A common ktaad all of VMware’s Class B common stock. VMwé&eonsidered a “controlled
company” under the rules of the New York Stock Eaie. VMware historically has received, and cormto receive, certain administrative
services from EMC, and VMware and EMC engage ita@®intercompany transactions. Costs incurred {CHor the direct benefit of
VMware, such as salaries and benefits, travel ant| plus a mark-up intended to approximate thaypcosts, are included in VMware’s
consolidated financial statements. In addition,ileigg in the three months ended June 30, 2011, ¥Mvincurs costs to operate the Mozy
service on behalf of EMC. These costs, plus a noarkitended to approximate third-party costs, enm@bursed to VMware by EMC and
recorded as a reduction to the costs VMware induorethe consolidated statements of income.

Management believes the assumptions underlyingdahsolidated financial statements are reasonaloeeMer, the amounts recorded
VMware’s intercompany transactions with EMC may betconsidered arm’s length with an unrelated tpadty by nature of EMC’s majority
ownership of VMware. Therefore, the financial sta¢mts included herein may not necessarily refleetcash flows, results of operations and
financial condition had VMware engaged in suchdeaions with an unrelated third party during a&ltipds presented. Accordingly, VMwase’
historical financial information is not necessaiitgicative of what the Company’s cash flows, resof operations and financial condition will
be in the future if and when VMware contracts at’arlength with unrelated third parties for sergd¢kee Company receives from and provides
to EMC.

Principles of Consolidation

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

Use of Accounting Estimates

The preparation of financial statements in conftymiith generally accepted accounting principlesuisees management to make
estimates and assumptions that affect the repartexlints of assets and liabilities, the reporteduantsoof revenues and expenses during the
reporting periods, and the disclosure of contingdjabilities at the date of the financial statenseiistimates are used for, but not limited to,
capitalized software development costs, trade vabé valuation, certain accrued liabilities, usdiftes of fixed assets and intangible assets,
valuation of acquired intangibles, revenue resenmnesme taxes, stock-based compensation and gemtomes. Actual results could differ from
those estimates.
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VMware, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
(unaudited)

New Accounting Pronouncements

In June 2011, the Financial Accounting Standardsr@¢‘FASB”) issued Accounting Standards Update R 1-05Presentation of
Comprehensive Inconf8ASU 2011-05"). ASU 201105 eliminates the current option to report othenpoehensive income and its compon:
in the statement of changes in equity. Compreherisisome will either have to be presented in ongiooous statement of comprehensive
income or two separate consecutive statements. 28U-05 is effective for each reporting entity'sfiannual reporting period that begins
after December 15, 2011. VMware plans to adopt 2BWU1-05 on January 1, 2012 and will present congreilre income in accordance with
the requirements of the standard.

In May 2011, the FASB issued Accounting Standargdddtie No. 2011-0AAmendments to Achieve Common Fair Value Measurement
and Disclosure Requirements in United States Géiyedacepted Accounting Principles (“U.S. GAARIh International Financial Reportir
Standardg“ASU 2011-04"). ASU 2011-04 changes certain faitue measurement principles and enhances the siiseloequirements
particularly for Level 3 fair value measurement&WA2011-04 is effective for each reporting entitii'st interim and annual reporting period
that begins after December 15, 2011 and shoulgpkea prospectively. Early application is not péted. VMware is currently evaluating the
impact of adopting ASU 2011-04, but currently bedie there will be no significant impact on its colidated financial statements.

B. Research and Development and Capitalized SoftwaiDevelopment Costs

Costs related to research and development (“R&DP&)generally charged to expense as incurred. diaptian of development costs of
software to be sold, leased, or otherwise markatedubject to capitalization beginning when tetbgioal feasibility has been established and
ending when the product is available for generglage. Judgment is required in determining whelrntelogical feasibility is established. As
the Company’s business, products and gottwket strategy evolve, VMware continues to evauweéten technological feasibility is establisk
Changes in judgment as to when technological fdagils established would likely materially impaitte amount of costs capitalized compared
to historical periods. For example, if the lengthime between technological feasibility and gehexeilability declines in the future, the
amount of costs capitalized would likely decrea#@ & corresponding increase in R&D expense. Intiig VMware’s R&D expenses and
amounts capitalized as software development coaysmat be comparable to VMware’s peer companiesadéferences in judgment as to
when technological feasibility has been reachediféerences in judgment regarding when the prodsieiailable for general release. Genel
accepted accounting principles require annual draditn expense of capitalized software developreests to be the greater of the amounts
computed using the ratio of current gross revenwegroduct’s total current and anticipated revenoethe straight-line method over the
product’s remaining estimated economic life. TeegdatMware has amortized these costs using thegbtrine method as it is the greater of the
two amounts. The costs are amortized over periaiging from 18 to 24 months, which represent tloelpet's estimated economic life. The
ongoing assessment of the recoverability of thesésaequires considerable judgment by managenmigmtegpect to certain external factors
such as anticipated future revenue, estimated ecioride, and changes in software and hardwarertelciyies. Material differences in
amortization amounts could occur as a result ohgha in the periods over which VMware actually gates revenues or the amounts of
revenues generated.

Unamortized software development costs were $12lidn and $103.3 million as of September 30, 2@htl December 31, 2010,
respectively, and are included in capitalized safendevelopment costs, net and other on the calasetl balance sheets.

In the three months ended September 30, 2011 ai® 2ware capitalized $24.5 million (including #3nillion of stock-based
compensation) and $8.3 million (including $1.2 ioiil of stock-based compensation), respectivelgosts incurred for the development of
software products. In the nine months ended SemeB® 2011 and 2010, VMware capitalized $86.4iamil(including $12.4 million of stock-
based compensation) and $54.6 million (includind $8illion of stock-based compensation), respebtiwaf costs incurred for the
development of software products. These amounts hagn excluded from R&D expenses on the accompgurginsolidated statements of
income. Amortization expense from capitalized amsuvas $14.4 million and $26.1 million for the tanmonths ended September 30, 2011
and 2010, respectively. Amortization expense frapitalized amounts was $62.7 million and $71.liorilfor the nine months ended
September 30, 2011 and 2010, respectively. Amaidiz&xpense is included in cost of license reverarethe consolidated statements of
income.

C. Earnings per Share

Basic net income per share is computed by dividieigincome by the weighted-average number of comshanes outstanding during the
period. Diluted net income per share is computedibiging net income by the weighted-average nunadf@ommon shares outstanding and
potentially dilutive securities outstanding durithg period, as calculated using the treasury stoethod. Potentially dilutive securities include
stock options, unvested restricted stock unitseated restricted stock awards, other unvestedatestrstock, and purchase options under
VMware's employee stock purchase plan. Securitiee&cluded from the computations of diluted nebime per share if their effect would be
anti-dilutive. As of September 30, 2011, VMware H22.1 million shares of Class A common stock ab@.@ million shares of Class B
common stock outstanding that were included inctileulation of basic earnings per share. VMwares tise two-class method to calculate
earnings per share as both classes share the ggntseim dividends, therefore basic and dilutechigrys per share are the same for both classes

7
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
(unaudited)

The following table sets forth the computationdasic and diluted net income per share for thesthrel nine months ended
September 30, 2011 and 2010 (table in thousandspéper share data):

For the Three Months For the Nine Months

Ended September 30, Ended September 30,

2011 2010 2011 2010
Net income $177,53¢ $ 84,60( $523,50¢ $237,55¢
Weightec-average shares, basic for Class A and Clz 422,03( 411,75! 420,24° 408,08:
Effect of dilutive securitie 9,851 14,82¢ 11,59¢ 13,86
Weightec-average shares, diluted for Class A and Cla 431,88: 426,58: 431,84¢ 421,94¢
Net income per weight-average share, basic for Class A and Cla $ 0.4z $ 0.21 $ 1.2t $ 0.5¢

Net income per weight-average share, diluted for Class A and Cla $ 041 $ 0.2 $ 121 $ 0.5¢

For the three months ended September 30, 2011Gk@ &tock options to purchase 0.8 million andriilion shares, respectively, of
VMware Class A common stock were excluded fromdihged earnings per share calculations becausedfiect would have been anti-
dilutive. For the nine months ended September 801 2nd 2010, stock options to purchase 0.9 mibiot 3.3 million shares, respectively, of
VMware Class A common stock were excluded fromdifigted earnings per share calculations becauseefiect would have been anti-
dilutive. For all periods presented, the shareestricted stock excluded from the diluted earnipgsshare calculations were not material.

D. Investments
Investments as of September 30, 2011 and Decenbh@030 consisted of the following (tables in themus):

September 30, 2011

Cost or

Amortized Unrealized Unrealized Aggregate

Cost Gains Losses Fair Value
U.S. government and agency obligations $ 479,69: $ 2,344 $ (71) $ 481,96
U.S. and foreign corporate debt securi 1,055,94. 91C (2,379 1,054,48!
Foreign governments and m-national agency obligatior 70,10 54 (84) 70,07
Municipal obligations 730,50( 1,33 (47€) 731,35!
Asse-backed securitie 29,41 9 (10 29,41
Mortgage-backed securitie 59,94 37 (397) 59,58¢
Total investment $2,425,59 $ 4,68i $ (3,419  $2,426,87!

December 31, 201!
Cost or

Amortized Unrealized Unrealized Aggregate

Cost Gains Losses Fair Value
U.S. government and agency obligatir $ 379,28t $ 32¢ $ (310) $ 379,30
U.S. and foreign corporate debt securi 522,67 724 (28€) 523,11!
Foreign governments and m-national agency obligatior 63,10! 72 (13 63,16(
Municipal obligations 660,13¢ 111 (762) 659,48’
Asse-backed securitie 17,80( 9 — 17,80¢
Total fixed income securitie 1,643,00: 1,24 (1,37 1,642,87!
Equity securitie: 20,00( 31,80( — 51,80(
Total investment $1,663,00- $ 33,04 $(1,37)  $1,694,67

During the nine months ended September 30, 20fdglezed gain of $56.0 million was recorded in otineome (expense), net on the
consolidated income statement for the sale of VM¥gainvestment in Terremark Worldwide, Inc., whighs acquired by Verizon in a cash
transaction. All other realized gains and realilsges on investments were not material for theetland nine months ended September 30,
2011 and 2010.



Table of Contents

VMware, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
(unaudited)

As of September 30, 2011 and December 31, 2010, &dwad no investments that were in a continuousmabunrealized loss positi
for twelve months or greater. Unrealized losses;wastments as of September 30, 2011, and Dece®idh@010, which have been in a net loss
position for less than twelve months, were clasdifty investment category as follows (table in Hzonds):

September 30, 2011 December 31, 2010

Fair Unrealized Fair Unrealized

Value Losses Value Losses
U.S. government and agency obligatis $ 108,22: $ (7)) $109,93: $ (310
U.S. and foreign corporate debt securi 564,85¢ (2,379 149,83: (28¢€)
Foreign governments and m-national agency obligatior 26,37" (84) 26,41°* (13
Municipal obligations 312,63: (47¢) 412,88 (762)

Asse-backed securitie 7,051 (10 — —

Mortgage-backed securitie 46,13¢ (397 — —
Total $1,065,27 $ (3,419 $699,06( $ (1,37)

VMware evaluated its investments as of Septembg2@01 and determined that there were no unrealasss that indicated an other-
than-temporary impairment.

Contractual Maturities
The contractual maturities of investments heldegit&mber 30, 2011 consisted of the following (tablthousands):

Amortized Aggregate

Cost Basis Fair Value
Due within one yea $1,143,02. $1,143,09
Due after 1 year through 5 ye: 1,203,991 1,205,521
Due after 5 year 78,58¢ 78,241
Total investment $2,425,59 $2,426,87!

E. Fair Value Measurements and Derivative Instrumeis
Fair Value Measurements

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

VMware’s Level 1 classification of the fair valueeharchy includes money market funds, availablesfale equity securities and certain
available-for-sale fixed income securities becabtsse securities are valued using quoted pricastime markets for identical assets.
VMware's Level 2 classification includes the rendsn of the available-fosale fixed income securities because these sexaudte priced usii
qguoted market prices for similar instruments and-bimding market prices that are corroborated seokable market data. VMware does not
have any material assets or liabilities that falbiLevel 3 of the fair value hierarchy.

9
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
(unaudited)

The following tables set forth the fair value hietsy of VMware’'s money market funds and availaldedale securities, including those
securities classified within cash and cash equntalen the consolidated balance sheet, that weteresl to be measured at fair value as of
September 30, 2011 and December 31, 2010 (tabtbsiisands):

September 30, 2011

Level 1 Level 2 Total
Money-market funds $1,086,991 $ — $1,086,991
U.S. government and agency obligatit 186,33( 300,63! 486,96!
U.S. and foreign corporate debt securi — 1,133,96: 1,133,96:
Foreign governments and m-national agency obligatior — 74,78t 74,78¢
Municipal obligations — 739,05 739,05
Asse-backed securitie — 29,41 29,41:
Mortgage-backed securitie — 59,58 59,58¢
Total cash equivalents and investme $1,273,32 $2,337,43! $3,610,76

December 31, 2010

Level 1 Level 2 Total
Money-market funds $1,436,31! $ — $1,436,31!
U.S. government and agency obligatit 66,76 312,54: 379,30!
U.S. and foreign corporate debt securi — 537,54« 537,54«
Foreign governments and m-national agency obligatior — 63,16 63,16
Municipal obligations — 659,48 659,48
Asse-backed securitie — 55,74¢ 55,74¢
Equity securitie: 51,80( — 51,80(
Total cash equivalents and investme $1,554,88. $1,628,48 $3,183,36!

VMware’s valuation inputs for foreign currency forward trasts are based on quoted prices and quoted griciervals from public dal
sources. These contracts are typically classifigdimvLevel 2 of the fair value hierarchy and aiscdssed below in the derivative instruments
section.

Derivative Instruments

In order to manage exposure to foreign currencstdiations, VMware enters into foreign currency fardcontracts to hedge a portion of
its net outstanding monetary assets and liabilggasinst movements in certain foreign exchangerateese forward contracts are not
designated as hedging instruments under applieatgieunting guidance, and therefore all changdsaridir value of the forward contracts are
reported in other income (expense), net in the @ateed statements of income. The gains and lams&dMware’s foreign currency forward
contracts generally offset the majority of the gaamd losses associated with the underlying foreigrency denominated assets and liabilities
that VMware hedges. VMware does not enter into siagive foreign exchange contracts for trading pses.

VMware’s foreign currency forward contracts are gratly traded on a monthly basis with a typicaltcactual term of one month. As of
September 30, 2011, VMware had outstanding forwardracts with a total notional value of $147.4limi. The fair value of these forward
contracts was immaterial as of September 30, 2@t tteerefore excluded from the table above. Thevidue was measured under Level 2
sources as discussed above.

F. Business Combinations, Intangible Assets, Net drGoodwill
Business Combinations

The results of operations of the acquired busireessntioned below have been included in VMwareissotidated financial statements
from the date of purchase. Pro forma results ofatjins have not been presented as the resulte afdguired businesses were not material to
VMware's consolidated results of operations inttimee and nine months ended September 30, 201204rid
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In the nine months ended September 30, 2011, VMaegeired six companies. The aggregate considarfdithese acquisitions was
$304.2 million, net of cash acquired, and includesh of $303.6 million and the fair value of equtyards assumed attributed to pre-
combination services of $0.6 million. The followitaple summarizes the allocation of the considenatd the fair value of the tangible and
intangible assets acquired in the nine months eBapdember 30, 2011 (table in thousands):

Other current asse $ 4,85¢
Intangible asset 104,50(
Goodwill 188,39!
Deferred tax asse 48,85
Other asset 10C
Total tangible and intangible assets acqu 346,70:
Unearned revenus (8,247)
Deferred tax liabilities (25,499
Accrued liabilities and othe (8,719
Total liabilities assume (42,459

Fair value of tangible and intangible assets aegluand liabilities assume $304,24:

Intangible Assets, Net

The following table summarizes the fair value & thtangible assets acquired by VMware through basiness combinations and asset
purchases in the nine months ended September 30, (2ble in thousands):

Weighted-Average

Useful Lives Fair Value

(in years) Amount
Purchased technolog 5.9 $ 95,20(
Customer relationships and customer | 6.6 21,60(
Total intangible assets, net, excluding good $116,80(

Goodwill
Changes in the carrying amount of goodwill for thee months ended September 30, 2011 consistduk dbiowing (table in thousand:

Balance, January 1, 20. $1,568,60
Increase in goodwill related to business combimes 188,39!
Deferred tax adjustments to purchase price allonaton previous acquisitiol 3,89¢
Other adjustments to purchase price allocationgremious acquisition (622)

Balance, September 30, 20 $1,760,26!

G. Property and Equipment, Net
Property and equipment, net, as of September 30, 80d December 31, 2010 consisted of the follotalgle in thousands):

September 3C December 31

2011 2010
Equipment and softwal $ 499,66 $ 438,38
Buildings and improvemen 292,27¢ 270,78t
Furniture and fixture 57,74( 52,61:
Construction in progres 104,02¢ 3,08z
Total property and equipme 953,70¢ 764,86!
Accumulated depreciatic (437,04) (345,80()
Total property and equipment, r $ 516,66: $ 419,06!
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Depreciation expense was $31.7 million and $2910amiin the three months ended September 30, 2012010, respectively, and
$93.7 million and $82.7 million in the nine mon#rsded September 30, 2011 and 2010, respectively.

In the three months ended June 30, 2011, VMwaredlan agreement to purchase all of the righ, ditid interest in a ground lease
covering the property and improvements locatedcadjato VMware's Palo Alto, California campus f&25.0 million. VMware paid the seller
$45.0 million in the three months ended March 3, 2as a good faith deposit and in the three maided June 30, 2011, VMware paid the
remaining $180.0 million. Based upon the respedavevalues and preliminary assumptions, $51.9iomlof the purchase price was recorded
to property and equipment, net on the June 30, 26h%olidated balance sheet representing the astinfair value of the buildings and site
improvements. The remaining $173.1 million of theghase price was recorded to intangible assetemime June 30, 2011 consolidated
balance sheet for the fair value of the grounddeasl the right to develop additional square foetag the parcel.

In the three months ended September 30, 2011 rtiss g@mount classified to property and equipmezitwas increased by $22.0 million
to $73.9 million to reflect the final assumptiomgarding VMware’s intended use of the existingatites. As a result of this adjustment, the
gross amount of the value attributed to the ledslehterest was decreased by the same amount. Z26 #illion adjustment is reflected on
consolidated statement of cash flows for the thmeaths ended September 30, 2011. For the nine menited September 30, 2011, the final
value of $73.9 million paid and attributed to thregeerty is included within additions to propertydaaquipment and the $151.1 million paid and
attributed to the intangible assets is separatstyased within cash used in investing activitiestloe consolidated statement of cash flows.

As of September 30, 2011, $62.9 million of the déinigs and site improvements were classified in tangon in progress as the buildir
had not yet been placed into service.

Concurrent with the closing of the transaction, VM entered into an amended and restated grousel fieathe new property with the
Board of Trustees of the Leland Stanford Junionédrsity (“Stanford”), the lessor of both the nevoperty and VMware’s existing campus.
VMware will possess the title to the interest anddings during the duration of the lease. Upomieation of the lease, all title will revert to
Stanford. The $73.9 million of buildings and siteprovements will be depreciated from the date #ireyplaced into service through the terr
the amended and restated ground lease. The $1%lidhrof intangible assets will amortize through4sb. At the closing, VMware also entel
into an amendment to the ground lease for its iegistampus so that the terms of both leases willdbgears and 11 months from the closin
the purchase agreement.

Annual rent payments to Stanford for the new prgpeill initially be approximately $6.8 million, ahwill increase by 3% annually.
VMware is also responsible for paying all taxesuimnce and other expenses necessary to opergartted. Additional rent of approximately
$1.1 million per year will become payable in cortimtwith the effectiveness of a right to constrfwcther improvements on the parcel, which
is currently expected to begin no earlier than dana, 2014. Such additional rent would subseqyentrease by 2% annually.

H. Accrued Expenses and Other
Accrued expenses and other as of September 30,&@llDecember 31, 2010 consisted of the followiagl€ in thousands):

September 3C December 31

2011 2010
Salaries, commissions, bonuses, and benefits $ 202,47¢ $ 242,18(
Accrued partner liabilitie 113,43! 94,67¢
Other 192,23t 122,95°
Total $ 508,14¢ $ 459,81

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

I. Note Payable to EMC

In April 2007, VMware declared an $800.0 milliorvidiend to EMC paid in the form of a note payabléhwnterest payable quarterly in
arrears and originally due April 2012, of which $4B million remained outstanding as of Septembe28Q1. In June 2011, VMware and E|
amended and restated the note to extend the nyadiatié of the note to April 16, 2015 and to modifg principal amount of the note to reflect
the outstanding balance of $450.0 million. Thenesérate continues to reset quarterly and beaistarest rate of the 90-day LIBOR plus 55
basis points. For the three months ended SepteB@h@011 and 2010, $0.9 million and $1.2 millicespectively, of interest expense were
recorded related to the note payable. For the mioeths ended September 30, 2011 and 2010, $2.i®mralhd $3.1 million, respectively, of
interest expense was recorded related to the raytbpe. The note may be repaid prior to the matdiate without penalty. No repayments of
principal were made during the three months endgde®nber 30, 2011.
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J. Income Taxes

Although VMware files a consolidated federal tatura with EMC, VMware calculates its income tax yigion on a stand-alone basis.
The Company’s effective tax rate in the periodsented is the result of the mix of income earnedhiious tax jurisdictions that apply a broad
range of income tax rates. The rate at which tlbeigion for income taxes is calculated differs frim U.S. federal statutory income tax rate
primarily due to different tax rates in foreignigdictions where income is earned and consideréa todefinitely reinvested.

VMware’'s effective income tax rate was 3.1% and¥for the three months ended September 30, 204 2@10, respectively. The
effective income tax rate was 10.6% and 18.5%lfermtine months ended September 30, 2011 and 28d@katively. The lower effective rate
for the three months ended September 30, 2011, a@dpwith the three months ended September 30, 20d49primarily attributable to the
reenactment of the U.S. federal R&D tax credit vaaccurred during the three months ended Decenhe#(3.0, a change in estimate in the
U.S. federal research tax credit calculation, antange in estimates in the allocation of expefreas U.S. to international jurisdictions. As a
result of the changes in estimates, VMware recagh@&favorable tax benefit in the three months er8kptember 30, 2011, of $16.7 million
upon the finalization of the 2010 tax returns arfdverable tax benefit of $7.5 million related keetfirst half of 2011. These changes in
estimates increased both basic and diluted earpiagshare by $0.06 from what would otherwise Hzeen reported in the third quarter of
2011. The impact was not material to the nine neoetided September 30, 2011. The lower effectiwefaatthe nine months ended
September 30, 2011, compared with the nine momttiedeSeptember 30, 2010, included the items disdusisove, as well as a release in
uncertain tax benefits due to closure of a taxtaduting the three months ended June 30, 2011.

VMware’s rate of taxation in foreign jurisdictioislower than the U.S. tax rate. VMware’s interaaéil income is primarily earned by
VMware’'s subsidiaries in Ireland. Management doatshelieve that any recent or currently expectecelimments in notd.S. tax jurisdiction
are reasonably likely to have a material impactVdware’s effective tax rate. As of September 301 ROVMware’s total cash, cash
equivalents, and shorerm investments were $4.0 billion, of which $1ifidn were held outside the U.S. If these overdeasls are needed f
its operations in the U.S., VMware would be requite accrue and pay U.S. taxes on related undigé&ibearnings to repatriate these funds.
However, VMware's intent is to indefinitely reinugts non-U.S. earnings in its foreign operationd & Mware’s current plans do not
demonstrate a need to repatriate them to fund.Bs @perations. VMware will meet its U.S. liquiditgeds through ongoing cash flows
generated from its U.S. operations, external boimgsy or both. VMware utilizes a variety of tax pténg and financing strategies in an effort
to ensure that its worldwide cash is availablénmlbcations in which it is needed. All income eattrmbroad, except for previously taxed
income for U.S. tax purposes, is considered indtefinreinvested in VMware’s foreign operations araprovision for U.S. taxes has been
provided with respect thereto.

As of September 30, 2011, VMware had $82.8 milbdgross unrecognized tax benefits, which exclikieS million of offsetting tax
benefits not recognized on the consolidated balaheets. VMware’s net unrecognized tax benefit84f.8 million as of September 30, 2011,
if recognized, would benefit VMware's effective ormoe tax rate. The $84.8 million of net unrecogniedbenefits was classified as a non-
current liability on the consolidated balance shité$ reasonably possible that within the nexini@nths various statutes of limitations will
lapse and audits will be resolved, which could ptiédly reduce total unrecognized tax benefits byeen approximately $4 million and $6
million. Audit outcomes and the timing of auditté&ients are subject to significant uncertaintyribythe three months ended June 30, 2011,
due to the closure of a tax audit, approximately.82nillion of uncertain tax benefits were releggeattially offset by approximately $12.1
million in tax payments due to audit results.

VMware recognizes interest expense and penaltiateceto income tax matters in the income tax miowvi. VMware recognized
approximately $0.3 million in interest and penaltfer the three months ended September 30, 201hasdccrued $5.7 million of interest and
penalties as of September 30, 2011, associatedivgthet unrecognized tax benefits. These amouatsiduded as components of the $84.8
million of net unrecognized tax benefits as of 8egter 30, 2011.

K. Commitments and Contingencies
Litigation

From time to time, VMware is subject to legal, adistirative and regulatory proceedings, claims, detaand investigations in the
ordinary course of business, including claims wéspect to intellectual property, contracts, emplegt and other matters. VMware accrue:
a liability when it is both probable that a liabjlhas been incurred and the amount of the losdbearasonably estimated. Significant judgn
is required in both the determination of probapitind the determination as to whether a loss sorebly estimable. These accruals are
reviewed at least quarterly and adjusted to refleeimpacts of negotiations, settlements, rulirglsice of legal counsel and other information
and events pertaining to a particular matter. Boetktent there is a reasonable possibility thatdkges could exceed the amounts already

accrued, management believes that the amount afustyadditional loss would be immaterial to VMwsieonsolidated financial position and
results of operation.
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Operating Lease Commitments

VMware leases office facilities and equipment ungimious operating leases. Facility leases geneiradlude renewal options. VMware’
future lease commitments at September 30, 2011 agefellows (table in thousands):

2011 $ 12,44
2012 44,767
2013 39,35
2014 33,02¢
2015 26,07¢

Thereaftel 569,97:

Total minimum lease paymer $725,63!

The amount of the future lease commitments aft&é628 primarily for the ground lease on VMware’ddPAlto, California headquarter
facilities and the ground lease for the campus esipa, which both expire in 2046. As several of V&@/s operating leases are payable in
foreign currencies, the operating lease paymentsfluetuate in response to changes in the excheatgebetween the U.S. Dollar and the
foreign currencies in which the commitments areajédsy.

L. Stockholders’ Equity
VMware Stock Repurchase Programs

In February 2011, a committee of VMware's Boardakectors authorized the repurchase of up to artiaddl $550.0 million of
VMware's Class A common stock through the end df20-rom time to time, stock repurchases may beerpadsuant to the February 2011
authorization in open market transactions or pellyahegotiated transactions as permitted by seesilaws and other legal requirements.
Purchases under the March 2010 authorization wargleted in March 2011.

In the three months ended September 30, 2011, VBIvegpurchased and retired 2.4 million shares &€liéss A common stock at a
weighted-average price of $88.81 per share forgameate purchase price of $210.5 million, inclgdiemmissions. In the nine months ended
September 30, 2011, VMware repurchased and réifedillion shares of its Class A common stock ateéghted-average price of $88.63 per
share for an aggregate purchase price of $490I®milncluding commissions. The amount of repusgthshares was classified as a reduction
to additional paidn capital. VMware is not obligated to purchase ahgres under its stock repurchase programs. fitiegtiof any repurchas
and the actual number of shares repurchased wi#ritton a variety of factors, including VMware'scddt price, corporate and regulatory
requirements and other market and economic comditiBurchases can be discontinued at any tim&/Matare feels additional purchases are
not warranted. As of September 30, 2011, the aizhdiamount remaining for repurchase was $120.&omil

VMware Restricted Stock

VMware restricted stock primarily consists of reged stock units granted to employees and aldades restricted stock awards and
other restricted stock. The following table summesirestricted stock activity since January 1, 28hares in thousands):

Weighted-
Average Grant

Number Date Fair

of Value

Shares (per share)
Outstanding, January 1, 2011 9,752 $ 54.17
Granted 4,25k 91.42
Vested (3,416 45.0¢
Forfeited (662) 61.4C
Outstanding, September 30, 2( 9,93( 72.7¢
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The total fair value of VMware restricted stock-bdswards that vested in the nine months ende@®épt 30, 2011 was $153.9
million. As of September 30, 2011, restricted staok awards and other restricted stock represgr@ifi million shares of VMware were
outstanding, with an aggregate intrinsic value @&?2 million based on the closing price as of Seyiter 30, 2011. Shares underlying
restricted stock unit awards are not issued uméilrestricted stock units vest. These shares hezlated to vest through 2015.

VMware Employee Stock Purchase Plan

The following table summarizes Employee Stock PasehPlan (the “ESPP”) activity in the three andgnitonths ended September 30,
2011 and 2010 (table in thousands, except per simaoeints):

Purchase Period Ended Purchase Period Ended
July 31, January 31,
2011 2010 2011 2010
Cash proceec $30,15: $22,33t $26,81!  $22,83:
Class A common shares purcha 40¢ 57¢ 407 934
Weightec-average price per she $ 73.7( $ 38.7¢ $ 65.9C $ 24.4¢

As of September 30, 2011, $18.4 million of ESPFhiadgldings were recorded as a liability on the ctidated balance sheet for the next
purchase in January 2012.

VMware Shares Repurchased for Tax Withholdings

In each of the three months ended September 3Q, &0d 2010, VMware repurchased or withheld ande@).3 million shares of
Class A common stock, for $32.1 million and $27i0iom, respectively, to cover tax withholding ofpitions. In each of the nine months en
September 30, 2011 and 2010, VMware repurchaseitluneld and retired 1.1 million shares of Classgmon stock, for $105.6 million ai
$72.6 million, respectively. These amounts diffenf the amounts of cash remitted for tax withhajdibligations on the consolidated
statement of cash flows, due to timing of paymeRtssuant to the respective award agreements, shases were repurchased or withheld in
conjunction with the net share settlement uponvdsting of restricted stock and restricted stodkswturing the period. The value of the
repurchased or withheld shares, including restisteck units, was classified as a reduction tatiaé! paid-in capital as of September 30,
2011 and December 31, 2010, respectively.

M. Comprehensive Income

The following table sets forth the components ohpeehensive income for the three and nine montis@&September 30, 2011 and
2010, respectively (table in thousands):

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2011 2010 2011 2010
Net income $ 177,53t $ 84,60( $ 523,50¢ $ 237,55¢

Other comprehensive incorr
Unrealized gains (losses) on available-for-saleistes, net of taxes o

$(798), $4,195, $282 and $5,6 (1,199) 6,85¢ 42% 9,29¢
Reclassification of (gains) losses on availablesfale securities

recognized during the period, net of taxes of $]1938, $(12,866)

and $3 (290) 8 (19,299 8
Total other comprehensive incor (1,48¢) 6,86¢ (18,875 9,307
Total comprehensive income, net of ta $ 176,05 $ 91,46¢  $504,63: $ 246,86¢

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

In the nine months ended September 30, 2011, VMvesized a gross gain of $56.0 million from thiesa its investment in Terremark
Worldwide, Inc., which was acquired by Verizon igash transaction. The gain was recorded to otleenie (expense), net on the consolid
statements of income.
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N. Related Party Transactions

In April 2011, VMware acquired certain assets iatato EMC’s Mozy cloud-based data storage and dataer services, including
certain data center assets and a license to cattallectual property, for approximately $8.0 naiti. VMware also entered into an operational
support agreement with EMC pursuant to which VMwtaiek over responsibility to operate the Mozy seevbn behalf of EMC. VMware hire
more than 300 Mozy employees and, pursuant toutppast agreement, costs incurred by VMware to sttgpelC’s Mozy services, plus a
mark-up intended to approximate third-party coste,reimbursed to VMware by EMC. On the consolidaatements of income, such
amounts were approximately $13.1 million and $28ilion, respectively, in the three and nine morghsled September 30, 2011 and were
recorded as a reduction to the costs VMware induled/IC retained ownership of the Mozy businessitmemaining assets. EMC continues
to be responsible to Mozy customers for Mozy praésland services, and continues to recognize revieamesuch products and services. As
such, the assets acquired from EMC did not conetdbusiness and were accounted for as an assbbpa between entities under common
control pursuant to generally accepted accountiimgiples. Accordingly, VMware included the carrginalue of the transferred assets as ¢
date of transfer in its consolidated financial estag¢nts.

In April 2010, VMware acquired certain software guat technology and expertise from EMC'’s lonix I'amagement business for cash
consideration of $175.0 million. EMC retained tbaik brand and will continue to offer customers pheducts acquired by VMware, pursuant
to the ongoing reseller agreement between EMC avidiafe. In the three and nine months ended Septe8thet011, $1.9 million and $14.4
million, respectively, of contingent amounts weegdoto EMC in accordance with the asset purchasgeagent. These payments were recorded
as a reduction to the capital contribution from EMG of September 30, 2011, all contingent paymenter the agreement had been made.
See VMware’s Annual Report on Form 10-K for thedisyear ended December 31, 2010 for further in&iiom.

Pursuant to the ongoing reseller arrangement wMIC Ehat commenced in 2009, EMC bundles VMware'dpicis and services with
EMC'’s hardware and sells them to end-users. Inhiee months ended September 30, 2011 and 2010,av&recognized revenues of $16.7
million and $8.0 million, respectively, from prodaand services sold pursuant to VMware’s resalllxngement with EMC. In the nine
months ended September 30, 2011 and 2010, VMweognized revenues of $50.9 million and $25.0 milliespectively, from products sold
pursuant to VMware’s reseller arrangement with EME of September 30, 2011, $58.6 million of revenfrem products and services sold
under the reseller arrangement were included iumgel revenues.

In the three months ended September 30, 2011 ai@ 2Mware recognized professional services revemfi&13.2 million and $16.6
million, respectively, for services provided to EMCustomers pursuant to VMware's contractual agesgs with EMC. In the nine months
ended September 30, 2011 and 2010, VMware recagjpizéessional services revenues of $44.0 milliod $38.6 million, respectively, from
such contractual arrangements with EMC. As of Sept 30, 2011, $4.8 million of revenues from prefesal services to EMC customers
were included in unearned revenues.

In the three months ended September 30, 2011 &i@ 2ware recognized revenues of $1.0 million &b million, respectively,
from server and desktop products and services paechby EMC for internal use pursuant to VMwarestractual agreements with EMC. In
the nine months ended September 30, 2011 and 20AWare recognized $2.0 million and $4.8 millionspectively, from such contractual
arrangements with EMC. As of September 30, 2018,Gthillion of revenues from server and desktoppots and services purchased by
EMC for internal use were included in unearned neres.

VMware purchased storage systems and softwaregkhssvconsulting services, from EMC for $3.8 mitliand $6.7 million in the three
months ended September 30, 2011 and 2010, resgigctnd for $17.2 million and $13.2 million in thene months ended September 30, 2
and 2010, respectively.

In certain geographic regions where VMware doeshast an established legal entity, VMware contraitls EMC subsidiaries for
support services and EMC employees who are manag®iware’s personnel. The costs incurred by EMCQ/dfware’s behalf related to
these employees are passed on to VMware and VMwalearged a mark-up intended to approximate ¢hatsvould have been charged had
VMware contracted for such services with an unegldhird party. These costs are included as exganséMware’s consolidated statements
of income and primarily include salaries and besefravel and rent. Additionally, from time to #®&nEMC incurs certain administrative costs
on VMware’s behalf in the U.S. The total cost of gervices provided to VMware by EMC as descrilgala was $21.1 million and $18.0
million in the three months ended September 301201 2010, respectively, and $63.8 million and.&48illion in the nine months ended
September 30, 2011 and 2010, respectively.

As calculated under VMware's tax sharing agreemsétit EMC, EMC paid VMware $100.0 million and $276ndllion in the three and
nine months ended September 30, 2011, respectieaylting from VMware’s stand-alone federal taxalolss estimated for both fiscal year
2010 and the six months ended June 30, 2011, &sisvalrefund of VMware’s overpayment related sodi year 2009. Under the tax sharing
agreement, EMC paid VMware $2.5 million for theaimonths ended September 30, 2010, resulting frtwate’s stand-alone federal and
state taxable losses for 2008. No payments were inadEMC to VMware during the three months endegt&aber 30, 2010. VMware paid
$5.1 million to EMC in the nine months ended Seften80, 2010 for VMware's portion of EME2009 consolidated federal income taxes
payments were made to EMC by VMware in the threerdane months ended September 30, 2011 and ifntbe months ended September 30,
2010. The amounts that VMware pays to and recdieas EMC for its portion of federal income taxesBRMC’s consolidated tax return differ
from the amounts VMware would owe or receive otead-alone basis and the difference is presentadcamponent of stockholders’ equity.
For all periods presented the difference was naériz.
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In the three months ended September 30, 2011 at@ $0.9 million and $1.2 million, respectively,inferest expense was recorded
related to the note payable to EMC and includedtierest expense with EMC on VMware’s consolidaedements of income. In the nine
months ended September 30, 2011 and 2010, $2i@mélhd $3.1 million, respectively, of interest erpe were recorded related to the note
payable. VMware’s interest expense as a sepatatel-alone company may be higher or lower tharatheunts reflected in the consolidated
financial statements. In June 2011, VMware and EM@&nded the note to extend its maturity date frgrilA6, 2012 to April 16, 2015.

As of September 30, 2011, VMware had $12.5 millieh due from EMC, which consisted of $42.0 milldue from EMC, partially
offset by $29.5 million due to EMC. These amouetsuited from the related party transactions desdrdbove. In addition to the $12.5 million
due from EMC as of September 30, 2011, VMware 8818 million of income taxes receivable due from&Mvhich is included in other
current assets and $12.1 million of income taxgsple, which was included in accrued expenses #retr,con VMwares consolidated balan
sheets. The income tax receivable is related td 20@ 2010 federal income taxes and is expectbd teceived from EMC in the fourth
quarter of 2011. Balances due to or from EMC wildnhunrelated to tax obligations are generallyfeskth cash within 60 days of each quarter-
end. The timing of the tax payments due to and fEWMC is governed by the tax sharing agreement BMC.

O. Segment Information

VMware operates in one reportable segment. Opgratgments are defined as components of an esegdsbut which separate
financial information is evaluated regularly by ttgef operating decision maker in deciding hovaltocate resources and assessing
performance. Since VMware operates in one operagggnent, all required financial segment infornmatan be found in the consolidated
financial statements.

Revenues by geographic area for the three andhmimtéhs ended September 30, 2011 and 2010 werd@sddtable in thousands):

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2011 2010 2011 2010
United State! $ 443,41 $ 362,35( $1,293,29! $1,013,26!
International 498,45( 351,89! 1,413,50: 1,008,41
Total $ 941,86 $ 714,24! $2,706,79: $2,021,68;

No country other than the United States had matexi@nues for the three and nine months endede8ugetr 30, 2011 or 2010.

Long-lived assets by geographic area, which primarclude property and equipment, net, as of Saptr 30, 2011 and December 31,
2010 were as follows (table in thousands):

September 3C December 31

2011 2010
United States $ 409,64« $ 306,18:
International 48,12¢ 43,36°¢
Total $ 457,77 $ 349,54!

No country other than the United States accourdedd% or more of these assets at September 3@, &Mecember 31, 2010,
respectively.
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ITEM2. 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 iromslli

Overview

Our primary source of revenues is the licensingifialization and cloud infrastructure solutiomslaelated support and services for use
by businesses and organizations of all sizes arcdsaaumerous industries in their information textbgy (“IT”) infrastructure. Our
virtualization solutions reflect a pioneering apgeb to computing that separates application soévram the underlying hardware to achieve
significant improvements in efficiency, agility, @lability, flexibility and manageability. Our brdaand proven suite of virtualization solutions
addresses a range of complex IT problems thatdectost and operational inefficiencies, facilitgtaccess to “cloud computing” capacity,
business continuity, software lifecycle managenagat corporate end-user computing device manage@entsolutions run on industry-
standard servers and desktop computers and suppadde range of operating system and applicatisir@nments, as well as networking and
storage infrastructures. Our solutions enable drgdinns to aggregate multiple servers, storagaétfucture and networks together into shi
pools of capacity that can be allocated dynamicakgurely and reliably to applications as neettexleasing hardware utilization and reducing
spending. The benefits to our customers includstamiially lower IT costs, cost-effective high dahility across a wide range of applications,
and a more automated and resilient systems infietsie capable of responding dynamically to vaddhlsiness demands. With our platform,
VMware vSphere, we are helping companies alongétle of cloud computing by providing compatibleififrastructures for both businesses
and cloud service providers.

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

Our current financial focus is on long-term reveguewth to generate free cash flowvs to fund oura@spon of industry segment share
and to evolve our virtualization-based productsdata centers, desktop computers and cloud contptitiough a combination of internal
development and acquisitions. We expect to growbosiness by broadening our virtualization infrasture software solutions technology and
product portfolio, increasing product awarenessimting the adoption of virtualization and buildilogg-term relationships with our
customers through the adoption of enterprise lieeggeements (“ELAS"). Since the introduction of Whte vSphere and VMware View 4 in
2009, we have introduced more products that builthe vSphere foundation, including in the thirduder of 2011, VMware vSphere 5 and a
comprehensive suite of cloud infrastructure tecbgigs, as well as VMware View 5. We plan to corginnol introduce additional products in
future. Additionally, we have made, and expectdotimue to make, acquisitions designed to stremgthe product offerings and/or extend our
strategy to deliver solutions that can be hostemistomer data centers or at service providers.

In evaluating our results, we also focus on opegathargin excluding certain expenses which areiged in our total operating expenses
calculated in accordance with GAAP. The expensebided are stock-based compensation, the net effelse amortization and capitalization
of software development costs and certain otheersg@s consisting of employer payroll taxes on eygastock transactions, amortization of
intangible assets and acquisition-related itemsbdlieve this measure reflects our ongoing busiimeasmanner that allows meaningful period-
to-period comparisons. We are not currently focumeghort-term operating margin expansion, buteratim investing at appropriate rates to
support our growth and future product offeringsvimat may be a substantially more competitive emvirent.

As a consequence of the timing differences in doegnition of license revenues and software maamtea revenues, variability in
operating margin can result from differences in whe quote and contract for our services and whercost is incurred. Variability in
operating margin can also result when we recogmieeiously unearned foreign denominated softwarmteaance and license revenues in
future periods. Due to our use of the U.S. Dolgoar functional currency, unearned revenue renstiits historical rate when recognized into
revenue while our operating expenses in futureoplsrare based upon the foreign exchange rateatdirtte.

! Free cash flows, a n-GAAP financial measure, is defined as net cashigealvby operating activities plus the excess taekits from

stock-based compensation, less capital expenditum@gapitalized software development costs. Edjplsting item is separately
presented on our consolidated statements of casls fiISe¢'Non-GAAP Financial Measur” for further information
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We have developed a multi-channel distribution nhéalexpand our global presence and to reach vasegments of the industry. In the
third quarter and first nine months of 2011, weitt over 85% of our sales from our channel pastnehich include distributors, resellers,
system vendors and systems integrators. Saleg tthannel partners often involve three tiers ofritiation: a distributor, a reseller and an end-
user customer. Our sales force works collaboratiwéth our channel partners to introduce them tstamers and new sales opportunities. As
we expand geographically, we expect to continwedb additional channel partners. The remaindeuotales is primarily derived from
purchases made directly by end-user customers.

Our customers continue to adopt our product platfas a strategic investment that improves effigieartd flexibility for their business
and enables substantial cost savings. While theabweacroeconomic environment had shown improveragrce early 2010, growing
uncertainty in global macroeconomic conditions rimgact IT spending and demand for our productssamdices in 2012. We expect to
continue to manage our resources prudently, whilking key investments in support of our long-temovgh objectives.

Income Statement Presentation

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

Sources of Revenue
License revenues

Our license revenues consist of revenues earnadtfre licensing of our software products. Theselpets are generally licensed on a
perpetual basis. Pricing models have generally based upon the physical infrastructure, sucheastimber of physical desktop computers or
server processors, on which our software runs.nsegevenues are recognized when the elementseasfue recognition for the licensed
software are complete, generally upon electroniersént of the software. The revenues allocatetiecsbftware license included in multiple-
element contracts represent the residual amouheofontract after the fair value of the other edata has been determined. Certain products
are licensed on a subscription basis.

We have recently begun to base pricing for somauofproducts on virtual, rather than purely phylsieatitiements, while continuing to
license such products on a perpetual basis. Weugethat this new pricing model better aligns wfith shift to virtual and cloud-based IT
environments by enabling customers to align cost actual use and value derived, rather than puvély hardware configurations and
capacity. Effective in September 2010, we begagirgicertain of our management solutions on a jrwal-machine basis. In the third quarter
of 2011, we revised the pricing model for VMwareh8re 5 effective with its general availability. MMre vSphere 5 will continue to be
licensed perpetually on a per processor basis. Memvevo physical constraints, core and physicaMRAvill be eliminated and replaced witt
single virtualization-based entitlement of virtma¢mory, or vRAM, which can be shared across a lpogt of servers.

Software maintenance revenues

Software maintenance revenues are recognized yaiabl the contract period. Our contract periogiscgily range from one to five yee
and include renewals of software maintenance dtdd e initial software maintenance period expiféendor-specific objective evidence
(“VSOE") of fair value for software maintenance\gees is established by the rates charged in stdontk sales of software maintenance
contracts or the stated renewal rate for softwaamtanance included in the license agreement. @uestreceive various types of technical
support based on the level of support purchasesto@ers who are party to software maintenance agrets with us are entitled to receive
product updates and upgrades on a when-and-ifedotaibasis.

Professional services revenues

Professional services include design, implememtaditd training. Professional services are not cemed essential to the functionality of
our products, as these services do not alter theugt capabilities and may be performed by ourasusts or by other vendors. Professional
services engagements performed for a fixed feenvfich we are able to make reasonably dependatiteates of progress toward completion,
are recognized on a proportional performance Hesied on hours incurred and estimated hours of letioyp. Professional services
engagements that are on a time and materials &@siecognized based on hours incurred. Revenuak oter professional services
engagements are recognized upon completion. Otegzional services may be sold with software prtglacon a stand-alone basis. VSOE of
fair value for professional services is based uperstandard rates we charge for such services sdidrseparately.

Operating Expenses
Cost of license revenues

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

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

Research and development expenses

Our research and development (“R&D") expenses telihe personnel and related overhead associatedh&i R&D of new product
offerings and the enhancement of our existing sai@vofferings, net of amounts capitalized.

Sales and marketing expenses

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

General and administrative expenses

Our general and administrative expenses includeopeel and related overhead costs to support thealbbusiness. These expenses
include the costs associated with our faciliti@sarice, human resources, IT infrastructure and gpartments, as well as expenses related to
corporate costs and initiatives.

Results of Operations
Revenues
Our revenues in the third quarter and first ninenths of 2011 and 2010 were as follows:

For the Nine Months

For the Three Months Ended Ended
September 30, September 30,
2011 2010 % Change 2011 2010 % Change
Revenues
License $ 443.¢ $ 343.:C 29% $1,327.¢ $ 979.1 36 %
Services
Software maintenanc 426.¢ 314.1 36 1,176.¢ 871.¢ 35
Professional service 71.5 56.¢ 26 202.k 170.¢ 19
Total service: 498.: 371.C 34 1,379.¢ 1,042.¢ 32
$ 941¢ $ 714.: 32 $2,706.¢ $2,021." 34
Revenue:
United State: $ 443 $ 362.: 22% $1,293.: $1,013.¢ 28%
International 498.t 351.¢ 42 1,413.! 1,008.: 40
$ 941¢ $ 714.: 32 $2,706.¢ $2,021.° 34

Total revenues increased by $227.6 or 32% to $9a1te third quarter of 2011 from $714.2 in thedlguarter of 2010. Total revenues
increased by $685.1 or 34% to $2,706.8 in the firs¢ months of 2011 from $2,021.7 in the firstenmonths of 2010. The revenue mix in the
third quarter and first nine months of 2011 re#ekincreases in both license revenues and semégeaues as compared with the third quarter
and first nine months of 2010.

License Revenues

Software license revenues increased by $100.4%rt2%443.6 in the third quarter of 2011 from $24i8. the third quarter of 2010.
Software license revenues increased by $348.3%rt8651,327.4 in the first nine months of 2011 fri$&v9.1 in the first nine months of 2010.
License revenues increased in the third quartefiestchine months of 2011 primarily due to stragigbal demand for vSphere.
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In the third quarter and first nine months of 20d/&,observed an increase in the volume of our EA$\sompared with the respective
periods in 2010 due to growing customer interestyall as strong renewals from existing ELA custmsn®#/e have promoted the adoption of
virtualization and built long-term relationshipstiwvour customers through the adoption of ELAs. ElcAstinue to be an important component
of our revenue growth and are offered both direlsylyus and through certain channel partners. ElrAsaacore component of our strategy to
build long-term relationships with customers ag/tbemmit to our virtualization infrastructure sofive solutions in their data centers. ELAs
provide a base from which to sell additional pradusuch as our application platform products,end-user computing products, and
virtualization and cloud management products. Urdigmpical ELA, a portion of the revenues is atitéal to the license and recognized
immediately and the remainder is deferred and pilyneecognized as software maintenance revenuégtime periods. In addition, ELAS
typically include an initial maintenance periodttielonger than other types of license sales.

Services Revenues

Services revenues increased by $127.3 or 34% 8.%$49 the third quarter of September 30, 2011 f&871.0 in the third quarter of
2010. Services revenues increased by $336.8 ort82%,379.4 in the first nine months of 2011 froln(B2.6 in the first nine months of 2010.
The increase in services revenues during the thiedter and first nine months of 2011 was primaatlyibutable to growth in our software
maintenance revenues.

Software maintenance revenues increased by $11 36% to $426.8 in the third quarter of 2011 fro&18.1 in the third quarter of 201
Software maintenance revenues increased by $3038% to $1,176.9 in the first nine months of 2&bin $871.8 in the first nine months of
2010. In the third quarter and first nine month2011, software maintenance revenues benefited $toong renewals, multi-year software
maintenance contracts sold in previous periods aalditional maintenance contracts sold in conjamctiith new software license sales. In the
third quarter and first nine months of 2011, custositontinued to buy, on average, more than 24 msasftsupport and maintenance with each
new license purchased, which we believe illustratescustomers’ commitment to VMware as a core elgnof their data center architecture
and hybrid cloud strategy.

Professional services revenues increased by $126% to $71.5 in the third quarter of 2011 fron®$bin the third quarter of 2010.
Professional services revenues increased by $81.9% to $202.5 in the first nine months of 201dnfr$170.8 in the first nine months of
2010. Professional services revenues increasembaglgin our license sales and installed-basedeatititional demand for our professional
services, including consulting and customer trajnilss we continue to invest in our partners andaexipour eco-system of third-party
professionals with expertise in our solutions tdeipendently provide professional services to ostaruers, we do not expect our professional
services revenues to constitute an increasing coergaf our revenue mix. As a result of this sggfeur professional services revenue can
vary based on the delivery channels used in argngperiod as well as the timing of engagements.

Revenue Growth in Constant Currency

We have invoiced and collected in the Euro, théi®riPound, the Japanese Yen, and the AustraliflarDio their respective regions
since May 2009. As a result, our total revenuesaffexted by changes in the value of the U.S. Daltginst these currencies. In order to
provide a comparable framework for assessing havbosiness performed excluding the effect of fanaigrrency fluctuations, management
analyzes year-over-year revenue growth on a constarency basis. Since all of our entities opeveith the U.S. Dollar as their functional
currency, unearned revenues for orders bookedriemcies other than U.S. Dollars are converted th®. Dollars at the exchange rate in ef
for the month in which each order is booked. Wewale constant currency on license revenues réoegauring the current period that were
originally booked in currencies other than U.S.|Bxd by comparing the exchange rates at whichahenue was recognized against the
exchange rate that was used in the comparabledgpétle do not calculate constant currency on sesvieeenues, which include software
maintenance revenues and professional servicesuese

In the third quarter of 2011, the year-over-yeawgh in license revenues measured on a constargrmyr basis was 25% compared with
29% as reported, and was 34% compared with 36%pasted year-over-year in the first nine month8@f1. The year-over-year growth in
total revenues in the third quarter of 2011 meaborea constant currency basis was 30% compar&d32¥ as reported, and was 33%
compared with 34% as reported year-over-year iditsenine months of 2011.

Unearned Revenues
Our unearned revenues as of September 30, 201December 31, 2010 were as follows:

September 3C

December 31

2011 2010
Unearned license revenu $ 269.¢ $ 267.1
Unearned software maintenance rever 1,804.¢ 1,461.:
Unearned professional services rever 159.¢ 131.7
Total unearned revenu $ 2,234. $ 1,860.;
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The complexity of our unearned revenues has inetkaser time as a result of acquisitions, an expdmtoduct portfolio and a broader
range of pricing and packaging alternatives. ASepptember 30, 2011, total unearned revenues ireatdns$374.0 or 20% to $2,234.1 from
$1,860.1 at December 31, 2010. This increase wamly due to growth in unearned software mainter@arevenues, attributable to our
growing base of maintenance contracts. Unearngd/a@ maintenance revenues are recognized ratablyterms from one to five years with
a weighted-average remaining term at Septembe2@®X, of approximately 1.8 years. Unearned liceegenues are recognized either ratably
or upon the delivery of existing products, futurequcts or services. Future products include, meseases, emerging products that are offered
as part of product promotions where the purchakan @xisting product is entitled to receive a potional product at no additional charge. We
regularly offer product promotions, generally agtrategy to build awareness of our emerging pradda the extent promotional products
not been delivered and VSOE of fair value cannatdiablished, the revenue for the entire ordeeferded until such time as all product
delivery obligations have been fulfilled. Unearnedfessional services revenues result primarilynfrepaid professional services, including
training, and are recognized as the services dineedsd. We believe our overall unearned revenudanu® improves predictability of future
revenues and that it is a key indicator of the thesahd growth of our business.

Operating Expenses
Information about our operating expenses in thel thuarter and first nine months of 2011 and 2@1#ksifollows:

For the Three Months Ended September 30, 201

Core Stock- Capitalized
Operating Based Software Total
Compen- Developmen Operating
Expenses Other
1) sation Costs, net Expense Expenses
Cost of license revenu $ 18F $ 04 $ 14.£ $ 12.€ $ 46.1
Cost of services revenu 99.C 6.1 — 1.€ 106.%
Research and developmt 170.¢ 46.7 (21.1) 3.2 199.%
Sales and marketir 302.¢ 24.¢ — 4.2 331.¢
General and administrati\ 65.4 10.4 — 1.2 77.C
Total operating expens $ 656.¢ $ 88.4 $ (6.7) $ 23.0 $ 761.1
Operating incomt $ 180.7
Operating margi 19.2%
For the Three Months Ended September 30, 201
Core Stock- Capitalized
Operating Based Software Total
Compen- Developmen Operating
Expenses ) Other
1) sation Costs, net Expense Expenses
Cost of license revenu $ 13.1 $ 04 $ 26.1 $ 6.7 $ 46.c
Cost of services revenu 74.C 4.4 — 1.8 80.2
Research and developmt 135.¢ 43.1 (7.0 3.7 175.¢
Sales and marketir 230.5 18.1 — 3.1 251.7
General and administrati\ 57.C 7.7 — 1. 66.€
Total operating expens $ 510.Z $ 73.7 $ 19.1 $ 17.2 $ 620.2
Operating incomt $ 94.C
Operating margi 13.2%
For the Nine Months Ended September 30, 201
Core Stock- Capitalized
Operating Based Software Total
Compen- Developmen Operating
Expenses ) Other
1) sation Costs, net Expense Expenses
Cost of license revenu $ 54.1 $ 1.2 $ 62.7 $ 33.C $ 151.(
Cost of services revenu 281.¢ 17.4 — 4.9 304.1
Research and developmt 486.¢ 134.€ (74.0 10.7 558.1
Sales and marketir 866.5 70.¢€ — 12.C 949.1
General and administrati\ 189.% 30.€ — 85 223.¢
Total operating expens $1,878.! $254.2 $ (113 $ 64.1 $2,185.°
Operating incomt $ 521.1
Operating margi 19.2%
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For the Nine Months Ended September 30, 201

Core Stock- Capitalized
Operating Based Software Total
Compen- Developmen Operating
Expenses Other
@) sation Costs, net Expense Expenses
Cost of license revenues $ 39.C $ 1.2 $ 71.1 $ 154 $ 126.7
Cost of services revenu 210.: 12.€ — 3.7 226.€
Research and developmt 395.¢ 117.5 (44.¢) 7.5 475.%
Sales and marketir 645.4 49.€ — 5.2 700.2
General and administrati\ 166.2 24.F — 4.8 195.F
Total operating expens $1,456.. $205.2 $ 26.Z $ 36.€ $1,724.%
Operating incom $ 297.¢
Operating margi 14.7%

(1) Core operating expenses is a non-GAAP finamédsure that excludes stock-based compensat®netteffect of the amortization and
capitalization of software development costs amthge other expenses from our total operating egpsralculated in accordance with
GAAP. The other expenses excluded are employeiopdsres on employee stock transactions, amortizadf intangible assets and
acquisitior-related items. Se*Non-GAAP Financial Measur® for further information

Operating margins increased from 13.2% in the thirdrter of 2010 to 19.2% in the third quarter @ 2. Operating margins increased
from 14.7% in the first nine months of 2010 to 28.B the first nine months of 2011. The increaseunoperating margin in the third quarter
and first nine months of 2011 compared with thedtijuarter and first nine months of 2010 primaréiates to the increase in our revenues,
which outpaced the increase in our expenses. llua&wag our results, we generally focus on corerafpeg expenses. We believe that our core
operating expenses reflect our business in a mahaeallows meaningful period-to-period comparsddur core operating expenses are
reconciled to the most comparable GAAP measuréal‘tiperating expenses,” in the table above.

Core Operating Expenses

The following discussion of our core operating enges and the components comprising our core opgrexipenses highlights the fact
that we focus on when evaluating our operating maxgd operating expenses. The increases or desr@asperating expenses discussed in
this section do not include changes relating tokstzased compensation, the net effect of the amatitin and capitalization of software
development costs and certain other expenses, wbitsist of employer payroll taxes on employeelstmansactions, amortization of
intangible assets and acquisition-related items.

Core operating expenses increased by $146.3 ori2®#¢ third quarter of 2011 compared with thedtguarter of 2010. Core operating
expenses increased by $422.3 or 29% in the fir& months of 2011 compared with the first nine hemif 2010. As quantified below, these
increases were primarily due to increases in enggaglated expenses, which include salaries anefitgrbonuses, commissions, and
recruiting and training. The increase in employeleted expenses was largely a result of increméetadcount from strategic hiring, business
growth and business acquisitions.

A portion of our core operating expenses, primatily cost of personnel to deliver technical suppaorbur products and professional
services, marketing, and research and developrmaentenominated in foreign currencies, and areekpssed to foreign exchange rate
fluctuations. Core operating expenses were nedgtivgacted by $21.5 and $45.6, respectively, mtthird quarter and first nine months of
2011 as compared with the third quarter and fiirs¢ months of 2010, due to the effect of fluctuasiin the exchange rates between the
U.S. Dollar and foreign currencies.

Cost of License Revenues

Core operating expenses in cost of license revengesased by $5.4 or 41% in the third quarter@f2compared with the third quarter
of 2010, and by $15.0 or 39% in the first nine nmemf 2011 as compared to the first nine montH&0A0. The increases were primarily due to
increases of $2.4 and $8.2 in the third quarterfastnine months of 2011, respectively, in royahd licensing costs for technology licensed
from third-party providers that is used in our prots and also other costs incurred in connectidh aur license sales. Additionally, cost of
license revenues increased by $1.8 and $3.9 ithiftequarter and first nine months of 2011, resipety, due to IT development costs.
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Cost of Services Revenues

Core operating expenses in cost of services regeinaesased by $25.1 or 34% in the third quartet0dfl compared with the third
quarter of 2010, and by $71.5 or 34% in the filsermonths of 2011 compared with the first nine therof 2010. The increases were prime
due to growth in employee-related expenses of $41d7$34.9 in the third quarter and first nine rherdf 2011, respectively, which was
largely driven by incremental growth in headcoastwell as an increase in expenses of $4.1 an® $i2lT development costs. Fluctuations
in the exchange rate between the U.S. Dollar arelgo currencies also contributed $4.1 and $8$peetively, to the overall increase in costs
of services revenues. Additionally, our third-pgptpfessional services costs increased by $3.%20@8, respectively, to provide technical
support and professional services primarily in amtion with increased services revenues.

Research and Development Expenses

Core operating expenses for R&D increased by $85625% in the third quarter of 2011 compared wiith third quarter of 2010, and by
$91.5 or 23% in the first nine months of 2011 coregawith the first nine months of 2010. The incesawere primarily due to growth in
employee-related expenses of $25.0 and $66.3 ithittequarter and first nine months of 2011, respely, which were primarily driven by
incremental growth in headcount from strategicrigirand business acquisitions.

Sales and Marketing Expenses

Core operating expenses for sales and marketimgased by $72.2 or 31% in the third quarter of 2€drhpared with the third quarter of
2010, and by $221.1 or 34% in the first nine momth2011 compared with the first nine months of 0Lhe increases were primarily due to
growth in employee-related expenses of $43.1 a28$1lin the third quarter and first nine month2011, respectively, driven by incremental
growth in headcount. The negative impact of $188 $28.0, respectively, from fluctuations in thelange rate between the U.S. Dollar and
foreign currencies further contributed to the irces. Additionally, the costs of marketing progréameseased by $6.9 and $26.0, respectively,
in support of our expanding markets and sales tsffor

General and Administrative Expenses

Core operating expenses for general and administraicreased by $8.4 or 15% in the third quarfe2@i1l compared with the third
quarter of 2010, and by $23.1 or 14% in the filsermonths of 2011 compared with the first nine therof 2010. The increases were prime
due to increases of $7.5 and $20.0 in the thirdtquand first nine months of 2011, respectivelyated to employeeelated expenses primar
due to incremental growth in headcount.

Stock-Based Compensation Expense

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2011 2010 2011 2010
Stocl-based compensation, excluding amounts capita $ 88. $ 73 $ 254.¢ $ 205.2
Stock-based compensation capitaliz 3.4 1.2 12.4 8.1
Stock-based compensation, including amounts capita $ 91t $ 74.¢ $ 266.¢ $ 213

Stock-based compensation expense increased by &i6.$53.5 in the third quarter and first nine rhgraf 2011 compared to the third
quarter and first nine months of 2010 primarily doéncreases of $28.2 and $62.9, respectivelyn fnew awards issued to our existing
employees both in the second half of 2010 andebersd quarter of 2011, as well as $6.1 and $2&spectively, for awards made to new
employees in the last twelve months. These inceeasee partially offset by decreases of $14.9 8@ &in the third quarter and first nine
months of 2011, respectively, primarily relatedulty vested grants and forfeitures.

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

As of September 30, 2011, the total unamortizedvidue of our outstanding equity-based awards hgldur employees was
approximately $687.9 and is expected to be recegnixer a weighted-average period of approxima&eiyyears. Stock-based compensation
expense reported in our accompanying consolidaétdrsents of income is reduced by the amount akdb@ased compensation that may be
capitalized for the development of new softwaredpiais and the amount of awards that are forfeited.

Capitalized Software Development Costs, Net

Development costs of software to be sold, leasedtherwise marketed are subject to capitalizaieginning when the products’
technological feasibility has been establishedemding when the product is available for generalase. Judgment is required in determining
when technological feasibility is established. A business, products and go-to-market strategiveyee continue to evaluate when
technological feasibility is established. Changegidgment as to when technological feasibilitgétablished would likely materially impact
the amount of costs capitalized compared to histbperiods. For example, if the length of timewssn technological feasibility and general
availability declines in the future, the amountoéts capitalized would likely decrease with a esponding increase in R&D expense. The
R&D expenses and amounts that we capitalize awamtdevelopment costs may not be comparable tperrcompanies due to differen:



in a variety of factors, including multiple aredgugment inherent in the assessment of thesa.cost
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In the third quarter of 2011, we capitalized $2dn8luding $3.4 of stock-based compensation) ofsoxurred for the development of
software products compared with $8.3 (including2&if. stock-based compensation) in the third quat@010. In the first nine months of
2011, we capitalized $86.4 (including $12.4 of ktbased compensation) of costs incurred for theldgvnent of software products compared
with $54.6 (including $8.1 of stock-based compesatn the first nine months of 2010. These amsumave been excluded from R&D
expense on our accompanying consolidated staterokimsome.

The increases in capitalized software developmestiscof $16.3 and $33.5 in the third quarter argd fiine months of 2011, respectively,
were primarily due to increases in capitalizedwaft development costs of $13.1 and $36.6, respdygtifor the development of VMware
vSphere 5 over prior versions. Additionally, thedrguarter and first nine months of 2011 had iasss in capitalized software development
costs of $11.4 and $14.9, respectively, relatatiediming of when certain products reached teabgiohl feasibility. The increases in
capitalized software costs were partially offsetréguctions of $8.3 and $19.7 in third quarter fwrstl nine months of 2011, respectively, as we
ceased capitalization on other products due to fezieral release.

In the third quarter of 2011, amortization expefieen capitalized software development costs deet&41.7 to $14.4 from $26.1 in the
third quarter of 2010. In the first nine months26fL1, amortization expense from capitalized sofendevelopment costs decreased $8.4 to
$62.7 from $71.1 in the first nine months of 20IBese amounts are included in cost of license @&0pN our accompanying consolidated
statements of income. The decrease in the amaotizat software development costs during the thinerter and first nine months of 2011
compared with the third quarter and first nine rhentf 2010 was primarily due to a net decreasel6f4band $5.0, respectively, related to the
timing of VMware vSphere 5 and prior vSphere redsas

Other Operating Expenses

Other operating expenses consist of employer plagobn employee stock transactions and intangibiertization, which are recorded
to each individual line of operating expense onaeregompanying consolidated statements of incomditiddally, other operating expenses
include acquisition-related items, which are reedrtb general and administrative expense on ooniecstatement. Other operating expenses
increased by $5.8 to $23.0 in the third quarte2@ff1 from $17.2 in the third quarter of 2010, amctéased by $27.5 to $64.1 in the first nine
months of 2011 from $36.6 in the first nine momifi2010. The increase in the third quarter of 2@&% primarily due to additional intangible
amortization of $7.7, primarily resulting from neequisitions, of which $6.1 was recorded to costEense revenues on our income
statement. The increase in the first nine month20aflL was primarily due to additional intangibleaatization of $23.9, primarily resulting
from new acquisitions, of which $17.5 was recortiedosts of license revenues on our income statertreaddition, in the first nine months
2011, there was an increase of $4.5 in employemflagxes on employee stock transactions, which driven by the increase in the market
value of our stock and the number of awards exedcisold or vested, and is recorded to each opgrakipense category based upon the
function of the employee to whom the payroll taxate.

Investment Income

Investment income was $4.4 in the third quarte2@ff1 and $2.3 in the third quarter of 2010. Investtincome was $11.5 in the first
nine months of 2011 and $4.0 in the first nine rherdf 2010. Investment income primarily consiststégrest earned on cash, cash equivalents
and short-term investment balances partially offigethe amortization of premiums paid on fixed imeosecurities. Investment income
increased in the third quarter and first nine memh2011 as compared with the third quarter arsd fiine months of 2010 primarily due to a
shift from a cash and cash equivalents portfolimprily invested in money market funds to a shert¥t investment portfolio of fixed income
securities.

Interest Expense with EMC

Interest expense with EMC was $0.9 and $1.2 intiid quarter of 2011 and 2010, respectively. keséexpense with EMC was $2.8 ¢
$3.1 in the first nine months of 2011 and 2010peesively. Interest expense with EMC consists tériest expense incurred on the note issued
to EMC in April 2007 and further amended in Jun& 20T he interest rate on the note payable resetdeyly and is determined using the 90-
day LIBOR rate plus 55 basis points, two businessgrior to the first day of each fiscal quarkest the third quarter of 2011 and 2010, the
weighted-average rate was 0.80% and 1.08%, resp8cti

Other Income (Expense), Net

Other expense, net of $1.0 in the third quarte?Qdfl changed by $2.6 from other income, net of $ithe third quarter of 2010. Other
income, net of $55.8 in the first nine months oL 2@hanged by $62.8 from other expense, net ofifitle first nine of 2010. The change in
the first nine months of 2011 was primarily duat$56.0 gain recognized on the sale in the secoader of 2011 of our investment in
Terremark Worldwide, Inc., which was acquired byi¥en in a cash transaction.
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Income Tax Provision

Our effective income tax rate was 3.1% and 12.684He three months ended September 30, 2011 arij B€spectively. The effective
income tax rate was 10.6% and 18.5% for the ninethsoended September 30, 2011 and 2010, respgcfived lower effective rate for the
three months ended September 30, 2011, comparkdheithree months ended September 30, 2010, \ivaargy attributable to the
reenactment of the U.S. federal R&D tax credit vaaccurred during the three months ended Decenhe#(3.0, a change in estimate in the
U.S. federal research tax credit calculation, aotange in estimates in the allocation of expefreas U.S. to international jurisdictions. As a
result of the changes in estimates, we recogniZadaable tax benefit in the three months endgae®eber 30, 2011, of $16.7 upon the
finalization of the 2010 tax returns and a favoeatalx benefit of $7.5 related to the first halR6fL1. These changes in estimates increased botl
basic and diluted earnings per share by $0.06 fiwat would otherwise have been reported in thel thirarter of 2011. The impact was not
material to the nine months ended September 30,. Z01e lower effective rate for the nine monthsexh&eptember 30, 2011, compared with
the nine months ended September 30, 2010, incligeiiems discussed above as well as a releaseartain tax benefits due to closure of a
tax audit during the second quarter of 2011.

Our rate of taxation in foreign jurisdictions isMer than the U.S. tax rate. Our international inedmprimarily earned by our subsidiaries
in Ireland. We do not believe that any recent grently expected developments in non-U.S. tax glickons are reasonably likely to have a
material impact on our effective tax rate. As opteenber 30, 2011, our total cash, cash equivalantsshort-term investments were $4.0
billion of which $1.9 billion were held outside theS. If these overseas funds are needed for anatipns in the U.S., we would be require
accrue and pay U.S. taxes on related undistribeseaings to repatriate these funds. However, dentris to indefinitely reinvest our non-U.S.
earnings in our foreign operations and our curptarts do not demonstrate a need to repatriate tbdumd our U.S. operations. We will meet
our U.S. liquidity needs through ongoing cash flgeserated from our U.S. operations, external logmgs, or both. We utilize a variety of t
planning and financing strategies in an effortiewee that our worldwide cash is available in tmations in which it is needed. All income
earned abroad, except for previously taxed incam&fS. tax purposes, is considered indefinitelgvested in our foreign operations and no
provision for U.S. taxes has been provided witlpeesthereto.

Although we file a federal consolidated tax retwith EMC, we calculate our income tax provisionasatand-alone basis. Our effective
tax rate in the periods presented is the resuti@mmix of income earned in various tax jurisdioidhat apply a broad range of income tax r
The rate at which the provision for income taxesalgulated differs from the U.S. federal statutimigome tax rate primarily due to different
tax rates in foreign jurisdictions where incomedned and considered to be indefinitely reinvested

We have been included in the EMC consolidated gfoup).S. federal income tax purposes, and exmecbhtinue to be included in su
consolidated group for periods in which EMC owngeastt 80% of the total voting power and value wf @utstanding 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 ovinyelMC due to the greater voting power of our €lBscommon stock as compared to our
Class A common stock and other factors. Each mewfeiconsolidated group during any part of a cbdated return year is jointly and
severally liable for tax on the consolidated retofisuch year and for any subsequently determirédidncy thereon. Should EMC'’s
ownership fall below 80% of the total voting povegrvalue of our outstanding stock in any perioéntlve would no longer be included in the
EMC consolidated group for U.S. federal incomegarposes, and thus no longer be liable in the etattany subsequent income tax liability
was incurred, but not discharged, by any other negrabthe EMC consolidated group. Additionally, auS. federal income tax would be
reported separately from that of the EMC consodidagroup.

Our effective tax rate for the remainder of 201lyrha affected by such factors as changes in tag, leegulations or rates, changing
interpretation of existing laws or regulations, thgpact of accounting for stock-based compensatimjmpact of accounting for business
combinations, changes in our international orgaipashifts in the amount of income before taxnearin the U.S. as compared with other
regions in the world, and changes in overall leeglimcome before tax.

Our Relationship with EMC

As of September 30, 2011, EMC owned 36,978,000eshafr Class A common stock and all 300,000,000eshafr Class B common sto
representing 79.8% of our total outstanding shafe®mmon stock and 97.3% of the combined votinggroof our outstanding common sto

In April 2011, we acquired certain assets relatm§MC’s Mozy cloud-based data storage and dattecservices, including certain data
center assets and a license to certain intelleptagerty, for approximately $8.0. We also entérgd an operational support agreement with
EMC pursuant to which we took over responsibil@yoperate the Mozy service on behalf of EMC. Wedhimore than 300 Mozy employees
and, pursuant to the support agreement, costsrettbly us to support EMC’s Mozy services, plus akaugp intended to approximate third-
party costs, are reimbursed to us by EMC. On tmsa@lidated statements of income, such amounts agpmximately $13.1 and $25.3,
respectively, in the three and nine months endgdeBer 30, 2011 and were recorded as a redudtitthretcosts we incurred. EMC retained
ownership of the Mozy business and its remainirsgtss EMC continues to be responsible to Mozy ecaste for Mozy products and services,
and continues to recognize revenue from such ptedud services. As such, the assets acquiredEi@ did not constitute a business and
were accounted for as an asset purchase betwdgasenhder common control pursuant to generalgepted accounting principles.
Accordingly, we included the carrying value of thensferred assets as of the date of transferricansolidated financial statements.
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In April 2010, we acquired certain software prodigcthnology and expertise from EMC’s lonix IT maaaggent business for cash
consideration of $175.0. EMC retained the lonixnigrand will continue to offer customers the prodwtquired by us, pursuant to the ongoing
reseller agreement between EMC and us. In the gmdenine months ended September 30, 2011, $1.9%khd, respectively, of contingent
amounts were paid to EMC in accordance with thetgasrchase agreement. These payments were reasdeckeduction to the capital
contribution from EMC. As of September 30, 2011 cahtingent obligations under the asset purchgseeaent had been met and no further
payments related to these obligations will be duENIC. See our Annual Report on FormHK@er the fiscal year ended December 31, 201(
further information.

Pursuant to the ongoing reseller arrangement wMIC Ehat commenced in 2009, EMC bundles our prodastsservices with EMC’s
hardware and sells them to end-users. In the thghs ended September 30, 2011 and 2010, we rizedgmrevenues of $16.7 and $8.0,
respectively, from products and services sold pnsto our reseller arrangement with EMC. In theennonths ended September 30, 2011 and
2010, we recognized revenues of $50.9 and $25pentively, from products sold pursuant to our ltesarrangement with EMC. As of
September 30, 2011, $58.6 of revenues from produttsservices sold under the reseller arrangemers included in unearned revenues.

In the three months ended September 30, 2011 ai®] A& recognized professional services revenu84P and $16.6, respectively,
for services provided to EMC’s customers pursuarur contractual agreements with EMC. In the mrumths ended September 30, 2011 and
2010, we recognized professional services reveoli$44.0 and $38.6, respectively, from such cons@arrangements with EMC. As of
September 30, 2011, $4.8 of revenues from profeakgervices to EMC customers were included in urezhrevenues.

In the three months ended September 30, 2011 at@®] 2@ recognized revenues of $1.0 and $2.5, résphg from server and desktop
products and services purchased by EMC for intarsalpursuant to our contractual agreements witlC Bl the nine months ended
September 30, 2011 and 2010, we recognized $2.848drespectively, from such contractual arrargr@swith EMC. As of September 30,
2011, $18.0 of revenues from server and desktoguyats and services purchased by EMC for internabere included in unearned revenues.

We purchased storage systems and software, assvetinsulting services, from EMC for $3.8 and $6.fhe three months ended
September 30, 2011 and 2010, respectively, an§iifér2 and $13.2 in the nine months ended SepteBih@011 and 2010, respectively.

In certain geographic regions where we do not lzavestablished legal entity, we contract with EM®Bsidiaries for support services ¢
EMC employees who are managed by our personnelcdsts incurred by EMC on our behalf related taéhemployees are passed on to us
and we are charged a marg-intended to approximate costs that would haes lwharged had we contracted for such servicesanitimrelate
third party. These costs are included as expensaesriconsolidated statements of income and priynaélude salaries and benefits, travel and
rent. Additionally, from time to time, EMC incurertain administrative costs on our behalf in th&.Urhe total cost of the services provided to
us by EMC as described above was $21.1 and $18h@ ithree months ended September 30, 2011 and @&@ctively, and $63.8 and $49.8
in the nine months ended September 30, 2011 an@, 284pectively.

As calculated under our tax sharing agreement BMC, EMC paid us $100.0 and $276.4 in the threerdane months ended
September 30, 2011, respectively, resulting fromstand-alone federal taxable loss estimated far fiscal year 2010 and the six months
ended June 30, 2011, as well as a refund of oupayeent related to fiscal year 2009. Under thestearing agreement, EMC paid us $2.5 for
the nine months ended September 30, 2010, res@itngour stand-alone federal and state taxabke$or 2008. No payments were made by
EMC to us during the three months ended Septenthe2®L.0. We paid $5.1 to EMC in the nine monthseen8eptember 30, 2010 for our
portion of EMC’s 2009 consolidated federal incoragets. No payments were made to EMC by us in treetand nine months ended
September 30, 2011 and in the three months endaerSber 30, 2010. The amounts that we pay to @ivedrom EMC for its portion of
federal income taxes on EMC'’s consolidated taxrretliffer from the amounts we would owe or receivea stand-alone basis and the
difference is presented as a component of stockhsgléquity. For all periods presented the differewas not material.

In the three months ended September 30, 2011 at@ $0.9 and $1.2, respectively, of interest expemvass recorded related to the note
payable to EMC and included in interest expenshk ®RKIC on our consolidated statements of incoméhdémine months ended September 30,
2011 and 2010, $2.8 and $3.1, respectively, of@steexpense was recorded related to the note f[gay@br interest expense as a separate,
stand-alone company may be higher or lower thamtheunts reflected in the consolidated financiaeshents. In June 2011, we and EMC
amended the note to extend its maturity date frqaril A6, 2012 to April 16, 2015.
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As of September 30, 2011, we had net $12.5 due EbIE, which consisted of $42.0 due from EMC, pdistiaffset by $29.5 due to
EMC. These amounts resulted from the related pgeatsactions described above. In addition to tt2Zdue from EMC as of September 30,
2011, we had $38.8 of income taxes receivable chre EMC, which is included in other current assetd $12.1 of income taxes payable,
which was included in accrued expenses and othesuo consolidated balance sheets. The incomestaeivable is related to 2011 and 2010
federal income taxes and is expected to be recéivad EMC in the fourth quarter of 2011. Balancee do or from EMC which are unrelated
to tax obligations are generally settled in casthiwi60 days of each quarter-end. The timing oftéxepayments due to and from EMC is
governed by the tax sharing agreement with EMC.

By nature of EMC’s majority ownership of us, the@mts we recorded for our intercompany transactigitts EMC may not be
considered arns' length with an unrelated third party. Therefdre financial statements included herein may noesearily reflect our financi
condition, results of operations and cash flows\wadengaged in such transactions with an unrethiedi party during all periods presented.
Accordingly, our historical results should not leéied upon as an indicator of our future perforneaas a stand-alone company.

Liquidity and Capital Resources

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

September 30

2011 2010
Cash and cash equivalel $1,549.¢ $1,347.:
Shor-term investment 2,426.¢ 1,557.;
Total cash, cash equivalents and s-term investment $3,976. $2,904..

Our operating activities in the third quarter aimdtfnine months of 2011 and 2010, respectivelpegated sufficient cash to meet our
operating needs. Our cash flows for the third gquraahd first nine months of 2011 and 2010 werebaws:

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2011 2010 2011 2010

Net cash provided by (used ii
Operating activitie: $ 523t $ 1967 $1.464.. $ 767.¢
Investing activities (651.0) (970.9) (1,430.6 (2,074.)
Financing activitie: (113.9) 52.7 (112.%) 167.C
Net decrease in cash and cash equiva $ (2419 $ (721 $ (79.)  $(1,139.)

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

Our non-GAAP operating cash flows and free cashdléor the three months and trailing twelve morghded September 30, 2011 and
2010 were as follows:

For the Three Months Ended For the Trailing Twelve
September 30, Months Ended September 30,

2011 2010 2011 2010
Net cash provided by operating activit $ 523t $ 196.7 $ 1,870.¢ $ 1,051.
Capitalized software development cc (21.1) (7.0 (90.0 (63.9)
Excess tax benefits from st-based compensatic 46.4 78.7 254.( 180.¢
Non-GAAP operating cash flow 548.¢ 268.4 2,034.¢ 1,168.¢
Capital expenditure (54.9) (31.1) (217.6) (114.7)
Free cash flow $ 493 $ 237.% $ 1817.. $ 1,054.

Free cash flows increased by $763.1 or 72% to $128fbr the trailing twelve months ended Septen@er2011 from $1,054.1 for the
trailing twelve months ended September 30, 201@.ifbrease was primarily due to increased salesedatbd cash collections.
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Historically, we have invested excess cash predantiyin money market securities that are liquid ahhigh quality investment grade.
The fair value for money market securities is dateed based on quoted market prices as of the tiatudate. We limit the amount of our
domestic and international investments with angleiissuer and any single financial institutiong @fso monitor the diversity of the portfolio,
thereby diversifying the credit risk. In the secapdhrter of 2010, we began investing in fixed inecsacurities. As of September 30, 2011, we
held a diversified portfolio of money market furatsd fixed income securities, which primarily coteisof highly liquid debt instruments of
the U.S. government and its agencies, U.S. muniolplagations, and U.S. and foreign corporate dsaiurities.

As of September 30, 2011, our total cash, cashvabants, and short-term investments were $3,976whah $1,896.5 was held outside
the U.S. If these overseas funds are needed fasprrations in the U.S., we would be required trae and pay U.S. taxes on related
undistributed earnings to repatriate these fundsvéver, our intent is to indefinitely reinvest suan-U.S. earnings in our foreign operations
and our current plans do not demonstrate a nesxptdriate them to fund our U.S. operations.

We expect to continue to generate positive cashsflivtom operations and to use cash generated batimes as our primary source of
liquidity. We believe that existing cash and caghiealents, together with any cash generated frperations will be sufficient to meet normal
operating requirements including strategic acqoisét and capital expenditures for at least the tveglve months.

Operating Activities

Cash provided by operating activities is drivenoloy net income, adjusted for non-cash items andgdmsin assets and liabilities. Non-
cash adjustments include depreciation, amortizatfdntangible assets, amortization of premiumsipgion purchase of investments in our
fixed income portfolio, stock-based compensatiopesse, deferred income taxes, excess tax beneiitsstock-based compensation and other
adjustments. Net changes in assets and liabilitege impacted by increases in unearned revenués iperiods presented, and we expect this
trend to continue in the future.

Cash provided by operating activities increase®386.8 to $523.5 in the third quarter of 2011 fi®h96.7 in the third quarter of 2010.
Cash provided by operating activities increase®®96.5 to $1,464.2 in the first nine months of 2@bin $767.8 in the first nine months of
2010. The increase in both periods was primarigyressult of an increase in cash collections frostamers driven by strong sales volume. In
addition, in the third quarter and first nine mantf 2011, we benefited from the collection of $008nd $276.4, respectively, on the income
tax receivable from EMC. There were no significamounts collected from EMC under the tax sharingement during the third quarter and
first nine months of 2010. Under the tax sharingeagient, EMC is obligated to pay to us an amouunéktp the tax benefit that EMC will
realize from our loss on its consolidated tax metdihe increase in cash collections and the befnefit the collection of the income tax
receivable was partially offset by increases in@ane operating expenses, primarily related toeémantal headcount from strategic hiring and
business acquisitions.

Investing Activities

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

In addition, in the second quarter of 2011, we@tban agreement to purchase all of the right, ditle interest in a ground lease covering
the property and improvements located adjacentitd®alo Alto, California campus for $225.0. We pthid seller $45.0 in the first quarter of
2011 as a good faith deposit and in the secondeayuair2011, we paid the remaining $180.0. Basazhupe respective fair values and our
preliminary assumptions, $51.9 of the purchaseepasias recorded to property and equipment, nettedeimaining $173.1 was recorded to
intangible assets, net on the June 30, 2011 caladetl balance sheet. In the third quarter of 20lgross amount classified to property and
equipment, net was increased by $22.0 to $73.8ftect the final assumptions regarding our intendsel of the existing structures. As a result
of this adjustment, the gross amount of the vattréated to the leasehold interest was decreagatidosame amount. Refer to Note G to the
consolidated financial statements for further infation. The $22.0 adjustment is reflected on thesotidated statement of cash flows for the
third quarter of 2011. For the first nine month<61.1, the final value of $73.9 paid and attributethe property is included within additions
property and equipment and the $151.1 paid anibatid to the intangible assets is separately asd within net cash used in investing
activities on the consolidated statement of caslvdl Our renovation of the new property will be altinyear project with capital investment
extending into future periods.

We began investing in fixed income securities duyitire second quarter of 2010 to achieve our objedf an appropriate investment
return consistent with the preservation of printgrad management of risk. Total fixed income samgiof $955.7 and $2,083.5, respectively,
were purchased in the third quarter and first mireaths of 2011. In the third quarter and first mmenths of 2010, we purchased $964.7 and
$1,624.7, respectively, of fixed income securiti® purchases of fixed income securities are dfaesbas cash outflows from investing
activities. We classify these investments as stesrt investments on our consolidated balance shesed upon the nature of the security and
their availability for use in current operationsfor other purposes, such as business acquisiindstrategic investments. These cash outflows
were partially offset by cash inflows of $463.4 &1d333.0 in the third quarter and first nine menmh 2011, respectively, as a result of the
sales and maturities of fixed income securitiesqdth the third quarter and first nine months of@Qthe cash inflows were $155.1 from sales
and maturities of fixed income securities.
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In the second quarter of 2011, we sold our investrimeTerremark Worldwide, Inc., which was acquitgdVerizon in a cash transaction,
for $76.0.

In the third quarter and first nine months of 20&&, paid $99.5 and $303.6, respectively, for bussreequisitions as compared with
$125.8 and $293.0, respectively, paid for variousitiess acquisitions in the third quarter and finsé months of 2010. Business acquisitions
are an important element in our industry and weeekp continue to consider additional strategisifess acquisitions in the future. Refer to
Note F to the consolidated financial statementdufaher information

In the second quarter of 2010, we paid $175.0 tcCEMacquire certain software product technology expertise from their lonix IT
management business. The net assets and expedisecal from EMC constituted a business and wecewntted for as a business combina
between entities under common control. In subseomarters, total payments of $25.0 were made t€HEMsatisfy contingent obligations
under the asset purchase agreement. As of Sept@dp2011, all contingent payments under the agea¢imad been made. Refer to Note N to
the consolidated financial statements for furthdéorimation.

Financing Activities

Proceeds from the issuance of our Class A commawk $tom the exercise of stock options and the Ipase of shares under the VMware
Employee Stock Purchase Plan (“ESPP”) were $841656489.9 in the third quarter of 2011 and 201(Qpeetvely. Proceeds from the issuance
of our Class A common stock from the exercise oflsoptions and the purchase of shares under E®PP$285.3 and $355.8 in the first nine
months of 2011 and 2010, respectively.

In the third quarter and first nine months of 20thk, cash inflows were offset by cash outflows 2f&5 and $490.9 respectively, to
repurchase shares of our Class A common stockrasfpaur stock repurchase programs. In Februa@yl28 committee of our Board of
Directors authorized the repurchase of up to $560dur Class A common stock through the end of2®tom time-totime, stock repurchas
may be made pursuant to the February 2011 authiorzia open market transactions or privately negetl transactions as permitted by
securities laws and other legal requirements. érthiird quarter and first nine months of 2010, \a&l$141.4 and $285.9, respectively, to
repurchase shares of our Class A common stock uhdestock repurchase program approved in Marcl®.2Bdrchases under the March 2010
authorization were completed in March 2011.

In the third quarter and first nine months of 204/, repurchased and retired 2.4 million and 5.%ienilshares, respectively, of our
Class A common stock at a weighted-average pri&88f81 and $88.63 per share, respectively, faggnegate purchase price of $210.5 and
$490.9, respectively, including commissions. Werareobligated to purchase any shares under ook sépurchase programs. The timing of
any repurchases and the actual number of shareschgrsed will depend on a variety of factors, idiolg our stock price, corporate and
regulatory requirements and other market and ecancomditions. Purchases can be discontinued atiargythat we feel that additional
purchases are not warranted. As of September 30, 20e authorized amount remaining for repurchese$120.6.

There were additional cash outflows of $34.2 andl%$ the third quarter of 2011 and 2010, respebtj and $104.8 and $70.1 in the
first nine months of 2011 and 2010, respectivelycdver tax withholding obligations in conjunctiaith the net share settlement upon the
vesting of restricted stock units and restrictextlst Additionally, the excess tax benefit from $tdmsed compensation was $46.4 and $78.7 in
the third quarter of 2011 and 2010, respectivaig, $197.7 and $167.2 in the first nine months dfi28nd 2010, respectively, and is shown as
a reduction to cash flows from operating activitesl an increase to cash flows from financing &@a. The year-over-year changes in the
repurchase of shares and the excess tax benefitstack-based compensation in the third quarteffisstchine months of 2011 were primarily
due to the increases in the market value of owksaod the number of awards exercised, sold oedest

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

Note Payable to EMC

As of September 30, 2011, $450.0 remained outstgrati a note payable to EMC, with interest paygplerterly in arrears. In June
2011, we and EMC amended and restated the note¢dndethe maturity date of the note to April 1612@&nd to modify the principal amount
of the note to reflect the outstanding balance4®0$0. The interest rate continues to reset quped bears an interest rate of the 90-day
LIBOR plus 55 basis points.
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Non-GAAP Financial Measures

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

Core Operating Expenses

Management uses the non-GAAP measure of core apgratpenses to understand and compare operasnfg@cross accounting
periods, for internal budgeting and forecastingopses, for short- and long-term operating plansatoulate bonus payments and to evaluate
our financial performance, the performance ofritividual functional groups and the ability of opéons to generate cash. Management
believes that core operating expenses reflect osinbss in a manner that allows for meaningfulqeeto-period comparisons and analysis of
trends in our business, as they exclude certaieresgs that are not reflective of our operatingltesu

We define core operating expenses as our totahtipgrexpenses excluding the following componentéch we believe are not
reflective of our operational expenses. In eacle cfas the reasons set forth below, managemerg\edithat excluding the component provi
useful information to investors and others in ustierding and evaluating our operating results ahdd prospects in the same manner as
management, in comparing financial results acroseunting periods and to those of peer companiddahbetter understand the long-term
performance of our core business.

. Stock-based compensatioBtock-based compensation expense is generadlg fix the time the stock-based instrument is gdante
and amortized over a period of several years. Alginostock-based compensation is an important agpéioe compensation of our
employees and executives, determining the fairevafithe stock-based instruments can involve a dagree of judgment and
estimation and the expense recorded may bearritsiemblance to the actual value realized by thetge. Furthermore, unlike cash
compensation, the value of stock-based compensiatgubject to varying valuation methodologies aabjective assumptions
related to different award types and incorporatgtain factors, such as market volatility, that laegond our contro

. Amortization and capitalization of software devetmmt costs Amortization and capitalization of software dey®itent costs can
vary significantly depending upon the timing of guots reaching technological feasibility and beimade generally availabl

. Other expensesOther expenses excluded are employer payroll tamesnployee stock transactions, amortization tafrigible
assets and acquisition-related items. The amouatnplioyer payroll taxes on stock-based compensa&idapendent on our stock
price and other factors that are beyond our comindldo not correlate to the operation of the ssnRegarding the amortizatior
intangible assets, a portion of the purchase miacir acquisitions is generally allocated to imfilnte assets, such as intellectual
property, and is subject to amortization. Additibpahe amount of an acquisition’s purchase petiecated to intangible assets and
the term of its related amortization can vary digantly and are unique to each acquisition. Acijois-related items include direct
costs of acquisitions, such as transaction feeghatary significantly and are unique to each asitjoin. However, we do not
acquire businesses on a predictable ¢\

Non-GAAP operating cash flows and free cash flows

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

We believe that our measures of rBAAP operating cash flows and free cash flows gteviseful information to investors and other:
they allow for meaningful period-to-period comparis of our operating cash flows for analysis afid®in our business. Additionally, we
believe that information regarding non-GAAP opergtcash flows and free cash flows provides invesiod others with an important
perspective on cash that we may choose to makkableafor strategic acquisitions and investmerts,repurchase of shares, operations and
other capital expenditures.
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We deduct capitalization of software developmestefrom both measures because these costs aider@alsto be a necessary
component of our operations and the amount cage@liunder GAAP can vary significantly from periadgeriod depending upon the timing
products reaching technological feasibility anchigenade generally available. Consequently, softwaxelopment costs paid out during a
period that are capitalized under GAAP and do mputsict GAAP operating cash flows for that periodesult in a decrease to our measures of
non-GAAP operating cash flows and non-GAAP freendésws, thereby providing management with usefelasures of cash flows generated
from operations during the period. We add backetteess income tax benefits from stock-based conapienso our measures of non-GAAP
operating cash flows and free cash flows as manageimternally views cash flows arising from incotages as similar to operating cash
flows rather than as financing cash flows as reglirnder GAAP. Furthermore, we exclude capital palfiares on property and equipment
from free cash flows because these expenditureslsoeconsidered to be a necessary component afpauations.

Limitations on the use of Non-GAAP financial meases

A limitation of our non-GAAP financial measuresaufre operating expenses, non-GAAP operating cas¥sfand free cash flows is that
they do not have uniform definitions. Our definitsowill likely differ from the definitions used yther companies, including peer companies,
and therefore comparability may be limited. Thus, mon-GAAP measures of core operating expenses@#fAP operating cash flows and
free cash flows should be considered in additiomdd as a substitute for, or in isolation from,aseres prepared in accordance with GAAP.
Additionally, in the case of stock-based compepsaiif we did not pay out a portion of compensaiiothe form of stock-based compensation
and related employer payroll taxes, the cash salgpgnse included in costs of revenues and opgrexipenses would be higher which would
affect our cash position. Further, the non-GAAP suea of core operating expenses has certain lioisibecause it does not reflect all items
of income and expense that affect our operatiodsaam reflected in the GAAP measure of total ojpegagxpenses.

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

See “Results of Operations—Operating Expensesa faconciliation of the non-GAAP financial measaf&ore operating expenses to
the most comparable GAAP measure, “total operatikpenses,” for the third quarter and first nine therof 2011 and 2010.

See “Liquidity and Capital Resources” for a rectiation of non-GAAP operating cash flows and freste flows to the most comparable
GAAP measure, “net cash provided by operating #igtsy” for the third quarter and first nine montfs2011 and 2010.

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

There were no substantial changes to our guaranédemnification obligations or our contractcammitments in the third quarter of
2011.

Critical Accounting Policies

Our consolidated financial statements are basdti@relection and application of accounting prilesmenerally accepted in the United
States of America that require us to make estimatdsassumptions about future events that affecathounts reported in our financial
statements and the accompanying notes. Futuresearndttheir effects cannot be determined with oeytaTherefore, the determination of
estimates requires the exercise of judgment. Actsllts could differ from those estimates, and sush differences may be material to our
financial statements. We believe that the critamaounting policies set forth within Item 7 of @010 Annual Report on Form 10-K may
involve a higher degree of judgment and compleixitsheir application than our other significant aenting policies and represent the critical
accounting policies used in the preparation offmancial statements. If different assumptionsamditions were to prevail, the results coulc
materially different from our reported results.

Forward-Looking Statements

This Quarterly Report on Form 10-Q contains formimaking statements, including, without limitatisstatements regarding: the
potential role of our products in cloud computimglather shifts in computing infrastructures; expgons of, and our plans for, achieving
future business growth; macroeconomic conditiontre product offerings; plans for future acquisis; our view of the competitive landsci
and our plans for maintaining our leadership posithrough continuing investments; our expectatiat we will be able to fund strategic
investments through operating cash flows genetayeshles of our products and services; our plantfaling expansion of our industry
segment share and developing long term relatiosshifh our customers; our plans for geographic asmam; our relationship with EMC; our
plans for meeting product development objectivasiatroducing new products; our revenue outlook amixt customer demand for our
products; trends in enterprise license agreem@&itA") size and renewals and information technoldd¥”) spending in general;
macroeconomic trends; the delivery of professiceaVices to our customers; the sufficiency of ayuidity and capital reserves to fund our
operations and business strategy; continuatiouogtock repurchase program; factors affectingtaxiposition; expected expenditures to
improve the real estate parcel adjacent to ourdugaters that we recently purchased; our plangdégacash, cash equivalents and short-term
investments held in non-U.S. accounts; our expiectsiwith respect to costs associated with foreigmency fluctuation and internal
development; and our belief that the resolutiopariding claims, legal proceedings and investigatisiti not have a material adverse effect on
us.
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These forward-looking statements involve risks andertainties and the cautionary statements sttt &nove and those contained in the
section of this report and our Annual Report onnfr@0-K for the fiscal year ended December 31, 281tliled “Risk Factors” identify
important factors that could cause actual resaltifer materially from those predicted in any Bdorward-looking statements. We assume no
obligation to, and do not currently intend to, uedidnese forward-looking statements.

New Accounting Pronouncements

In June 2011, the Financial Accounting Standardsr@¢‘'FASB”) issued Accounting Standards Update 2l 1-05,Presentation of
Comprehensive Incon{tASU 2011-05"). ASU 201185 eliminates the current option to report othenpoehensive income and its compont
in the statement of changes in equity. ASU 2011s@8fective for each reporting entity’s first amhweporting period that begins after
December 15, 2011. We plan to adopt ASU 2011-03ammiary 1, 2012 and will present comprehensivenigcim accordance with the
requirements of the standard.

In May 2011, the FASB issued Accounting Standarpgddtie No. 2011-0Amendments to Achieve Common Fair Value Measurement
and Disclosure Requirements in United States Géiyedacepted Accounting Principles (“U.S. GAARIh International Financial Reportir
Standardg“ASU 2011-04"). ASU 2011-04 changes certain fatue measurement principles and enhances the sliseloequirements
particularly for Level 3 fair value measurementS&WA2011-04 is effective for each reporting entiti'st interim and annual reporting period
that begins after December 15, 2011 and shoulgpkea prospectively. Early application is not péted. We are currently evaluating the
impact of adopting ASU 2011-04, but currently betighere will be no significant impact on our cdidated financial statements.

Available Information

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

. our annual report on Form -K, quarterly reports on Form -Q, current reports on Forn-K, and any amendments to those rep
as soon as reasonably practicable after we eléctibnfile that material with or furnish it to th®ecurities and Exchange
Commission“SEC");

. announcements of investor conferences, speechesvants at which our executives talk about our petdservice and competitive
strategies. Archives of these events are alsoaaifor a limited time

. additional information on financial metrics, inclad reconciliations of nc-GAAP financial measures discussed in our presemis
to the nearest comparable GAAP meas

. press releases on quarterly earnings, productemits announcements, legal developments and atienal news

. corporate governance information including ouritiedte of incorporation, bylaws, corporate goveroa guidelines, boai
committee charters, business conduct guidelineicfwdonstitutes our code of business conduct amidsgjtand other governance-
related policies

. other news, blogs and announcements that we mayrpastime to time that investors might find usebu interesting; an

. opportunities to sign up for email alerts and R&&J6 to have information pushed in real ti

The information found on our website is not partasfd is not incorporated by reference into, thiary other report we file with, or
furnish to, the SEC.

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

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

We operate in foreign countries, which expose usaoket risk associated with foreign currency exgearate fluctuations between the
U.S. Dollar and various foreign currencies, the nsaggificant of which is the Euro.
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International revenues as a percentage of totalhnees were 52.9% and 49.3% in the third quarte2®d1 and 2010, respectively, and
52.2% and 49.9% in the first nine months of 201d 2@10, respectively. Historically, our revenuetcacts were primarily denominated in
U.S. Dollars. In May 2009, we began to invoice antlect in the Euro, the British Pound, the Japanésn and the Australian Dollar in their
respective regions. Additionally, a portion of ayrerating expenses, primarily the cost of persotmdeliver technical support on our products
and professional services, sales and sales sugpadresearch and development, are denominatedeilgfiocurrencies, primarily those foreign
currencies in which we also invoice and collectv&ries resulting from selling in local currencied aosts incurred in local currencies are
exposed to foreign exchange rate fluctuations whahaffect our operating income. As exchange r&eg operating margins may differ
materially from expectations.

Operating expenses were negatively impacted bys$®illion and $45.6 million in the third quartercanine months of 2011,
respectively, due to fluctuations in the excharajes between the U.S. Dollar and foreign curreressesompared with the same periods in the
prior year.

To manage the risk associated with fluctuationf®imign currency exchange rates, we utilize denrgafinancial instruments, such as
foreign currency forward contracts. We enter irtigefgn currency forward contracts to hedge a pomibour net outstanding monetary assets
and liabilities against movements in certain fonegxchange rates. Our foreign currency forwardremts are generally traded on a monthly
basis with a typical contractual term of one mo#th.of September 30, 2011, we had outstanding fitwantracts with a total notional value
of $147.4 million. The fair value of these forwarohtracts was immaterial as of September 30, 2Dl dre can be no assurance that our
hedging activities will adequately protect us agathe risks associated with foreign currency flations. A hypothetical adverse foreign
currency exchange rate movement of 10% would heselted in a potential loss in fair value of oureign currency forward contracts of $1.
million as of September 30, 2011. This sensitigitalysis disregards any potentially offsetting ghet may be associated with the underlying
foreign-currency denominated assets and liabilttieas we hedge. This analysis also assumes a@aadilerse shift of all foreign currency
exchange rates against the U.S. Dollar; howevegjdgn currency exchange rates do not always moseac¢h a manner and actual results may
differ materially. We do not enter into speculatfeecign exchange contracts for trading purposes.$ote E to the consolidated financial
statements for further information.

Interest Rate Risk
Fixed Income Securities

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

Our primary objective for holding fixed income sdtias is to achieve an appropriate investmentrretonsistent with preserving
principal and managing risk. At any time, a shasp in interest rates or credit spreads could laaveterial adverse impact on the fair value of
our fixed income investment portfolio. Hypothetichlanges in interest rates of 50 basis points 80dasis points would have changed the
value of our fixed income investment portfolio dSeptember 30, 2011 by $11.9 million and $23.9iom) respectively. This sensitivity
analysis assumes a parallel shift of all interattg, however, interest rates do not always mogech a manner and actual results may differ
materially. We monitor our interest rate and creigit, including our credit exposures to specifiting categories and to individual issuers.
There were no impairment charges on our cash elguitsaand fixed income securities during the tigjudrter of 2011. These instruments are
not leveraged and we do not enter into speculateeirities for trading purposes. See Notes D atudthe consolidated financial statements for
further information.

Note Payable to EMC

As of September 30, 2011, $450.0 million was ouaitag on our consolidated balance sheet in reldtdhe note payable to EMC. The
interest rate on the note payable was 0.80% asmtteSber 30, 2011 and 1.08% as of September 30, Bdthe third quarter of 2011 and
2010, $0.9 million and $1.2 million, respectivety,interest expense was recorded in each periateieto the note payable. In the first nine
months of 2011 and 2010, $2.8 million and $3.1liomll respectively, of interest expense were reabidesach period related to the note
payable.

The note may be repaid, without penalty, at angtim June 2011, we and EMC amended and restatawbte to extend the maturity
date of the note to April 16, 2015 and to modifg girincipal amount of the note to reflect the arnsging balance of $450.0 million. The
amended agreement continues to bear an interestfritie 90-day LIBOR plus 55 basis points, witteiast payable quarterly in arrears. The
interest rate on the note resets quarterly andtirohined on the two business days prior to ttst diay of each fiscal quarter. If the interest rate
on the note payable were to change 100 basis goamtsthe September 30, 2011 rate, and assumirggiditional repayments on the principal
were made, our annual interest expense would chaygé.5 million.
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Equity Price Risk

During the second quarter of 2011, we sold ourstment in Terremark Worldwide, Inc., which was &goeg by Verizon in a cash
transaction. As a result, we no longer have investsiin equity securities that expose us to maikletassociated with publicly traded equity
securities.

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

We carried out an evaluation required by the Exgleahct, under the supervision and with the paréitign of our principal executive
officer and principal financial officer, of the efftiveness of the design and operation of ourasce controls and procedures, as defined in
Rule 13a-15(e) of the Exchange Act, as of the drnileoperiod covered by this report. Based oneliduation, our principal executive officer
and principal financial officer concluded that alisclosure controls and procedures were effectiydvide reasonable assurance that
information required to be disclosed by us in teorts that we file or submit under the Exchangeig\cecorded, processed, summarized and
reported within the time periods specified in tleEe&ities and Exchange Commission’s rules and f@mnasto provide reasonable assurance
that such information is accumulated and commuadtéd our management, including our principal ekigewfficer and principal financial
officer, as appropriate to allow timely decisiorgarding required disclosures.

Changes in Internal Controls Over Financial Repontj

There were no changes in our internal control diwancial reporting during the fiscal quarter en@aptember 30, 2011 that materially
affected, or are reasonably likely to materiallieaf, our internal control over financial reporting

Limitations on Controls

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

ITEM 1. LEGAL PROCEEDINGS

See Note K to the consolidated financial statemien®art I, Item 1 of this Quarterly Report on FatQ for a description of legal
proceedings. See also the risk factor entitled &y become involved in litigation that may adveysafect us” in Part Il, Item 1A of this
Quarterly Report on Form 10-Q for a discussionatéptial risks to our results of operations anaficial condition that may arise from legal
proceedings.

ITEM 1A. RISK FACTORS

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

Risks Related to Our Business

The virtualization and cloud computing products arsgtrvices we sell are now increasingly targetee@merging applications and therefore
the potential market for our products remains undain.

Our products and services are based on computaalaation and related technologies that have grilgmbeen used for virtualizing on-
premises data centers. We are also designing odupts and services for use in emerging applicataaa platform for cloud computing and
end-user computing. Cloud computing applicatiomsofar products and services include infrastrucase-service, or “laaS,” platform-as-a-
service, or “PaaS,” and software-as-a-serviceSaaS". Our success depends on organizations atairers perceiving technological and
operational benefits and cost savings associatéddtixe increasing adoption of virtual infrastruetwiolutions for on-premises data centers as
well as for cloud computing and end-user computiithough the use of virtualization technologiessanvers and in on-premises data centers
has gained acceptance for enterprise-level apjaitatthe extent to which adoption of virtualizatimr cloud computing and end-user
computing remains uncertain. As the markets forpsaducts mature and the scale of our businessases, the rate of growth in our product
sales will likely be lower than those we have eigrered in earlier periods. In addition, to the extiat virtualization infrastructure solutions
are adopted more slowly or less comprehensively #imexpect, our revenue growth rates may slow miadlteor our revenue may decline
substantially.

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

The virtualization, cloud computing, and end-usanputing markets are inter-related and rapidly @wngl, and we expect competition to
significantly intensify in the future. For exampMicrosoft continues to make incremental improvetaea its virtual infrastructure and virtual
management products. Microsoft also has cloud-begeibuting offerings. We also face competition frother companies that have
announced a number of new product initiativesaatles and consolidation efforts. For example, XC8sistems continues to enhance its end-
user and server virtualization offerings and now aalient hypervisor in the market. IBM, Googlel skmazon have existing cloud computing
offerings and announced new cloud computing imitee. Red Hat has also released commercial versibhisiux that have virtualization
capabilities as part of the Linux kernel (“KVM”) drhas also announced plans for cloud computingymtsdOther companies have also
indicated their intention to expand offerings atwal management and cloud computing solutions.

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

» the ability to provide er-users access to their applications and data froftipleudevices and through multiple content deliw
mechanisms

» the ability to offer products that support multiplardware platforms and operating syste

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

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

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

» the ability to create and maintain partnering opyties with hardware vendors, infrastructure wafe vendors and cloud serv
providers;
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» the ability to develop robust indirect sales chasirend
» the ability to attract and retain cloud, virtuatipa and systems experts as key employ

Existing and future competitors may introduce pidun the same markets we serve or intend to sangecompeting products may hi
better performance, lower prices, better functitpand broader acceptance than our products. Gupetitors may also add features to their
virtualization, end-user and cloud computing pradwwimilar to features that presently differentiate product offerings from theirs. Many of
our current or potential competitors also have &raperating histories, greater name recognitengdr customer bases and significantly
greater financial, technical, sales, marketing ether resources than we do. This competition coesdlt in increased pricing pressure and
and marketing expenses, thereby materially redusimgoperating margins, and could harm our abibtincrease, or cause us to lose, market
share. Increased competition also may preventams éntering into or renewing service contractsesms similar to those that we currently
offer and may cause the length of our sales cyciedrease. Some of our competitors and potemiapetitors supply a wide variety of
products to, and have well-established relatiorsshijth, our current and prospective end-usersekample, small to medium sized businesses
and companies in emerging markets that are evatuite adoption of virtualization-based technolegiad solutions may be inclined to
consider Microsoft solutions because of their éxgstise of Windows and Office products. Some of¢heompetitors have in the past and may
in the future take advantage of their existingtiefeships to engage in business practices that rmakproducts less attractive to our end-users.
Other competitors have limited or denied supparttieir applications running in VMware virtualizati environments. These distribution,
licensing and support restrictions, as well as oblusiness practices that may be adopted in theegfty our competitors, could materially
impact our prospects regardless of the merits opoeducts. In addition, competitors with existirgdationships with our current or prospective
end-users could in the future integrate competitigabilities into their existing products and mékam available without additional charge.
For example, Oracle provides free server virtuéiimasoftware intended to support Oracle and @uaele applications, and Microsoft offers
own server virtualization software packaged wighWindows Server product and may offer built-irtwédization for future releases of the
client version of Windows. Competitors may alsoelege open source technologies to offer zero orclast products capable of putting pric
pressure on our own product offerings. By engagingich business practices, our competitors caimgimcompetitive advantages we may
possess by incentivizing end-users to choose ptsdlat lack some of the technical advantages obwoum offerings.

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

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

Our business depends on the overall demand fomiation technology and on the economic health ofcowrent and prospective
customers. The purchase of our products is ofteerefionary and may involve a significant commitingfircapital and other resources. Weak
economic conditions or significant uncertainty nefijag the stability of financial markets could adsely impact our business, financial
condition and results of operations in a numbewrays, including by lengthening sales cycles, afifigcthe size of enterprise license agreen
(“ELASs") that customers will commit to, loweringipes for our products and services, reducing waléss reducing the rate of adoption of our
products by new customers and the willingness afe customers to purchase upgrades to our egiptioducts.

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

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

Some of our competitors have made acquisitionsitared into partnerships or other strategic refstiips to offer more comprehensive
virtualization and cloud computing solutions thaeyt individually had offered. For example, in 20R@d Hat acquired Makara, a developer of
PaaS solutions, and Citrix acquired VMLogix, a deper of lab management solutions that can be egypdi cloud computing. Citrix Systems
continues to invest in desktop virtualization mairkg by continuing its close collaboration with Misoft, announcing a new strategic
partnership with Cisco, and acquiring smaller ptayiike Kaviza and Ringcube. Moreover, informattenhnology companies are increasingly
seeking to deliver top-to-bottom IT solutions talarsers that combine enterprise-level hardwaresaftdvare solutions to provide an
alternative to our virtualization platform. For exple, in early 2010, Oracle completed its acquisitf Sun Microsystems, which was both a
hardware vendor and a provider of virtualizatiochteology, and Microsoft and Hewlett-Packard annedra collaboration based on
Microsoft’s cloud computing and virtualization flatms. Hewlett-Packard also joined the OpenStafikriefan effort to develop an opeurce
solution for cloud computing. In 2011, Citrix anmmed its acquisition of Cloud.com, which offerslaaS cloud services solution, and Red Hat
continued to invest in the Open Virtualization Alice (OVA) to bolster KVM as a direct competitoMblware vSphere. We expect these
trends to continue as companies attempt to strengthmaintain their market positions in the evadyvirtualization infrastructure and
enterprise IT solutions industry. Many of the comipa driving this trend have significantly grediaancial, technical and other resources than
we do and may be better positioned to acquire #ied complementary products and technologies. Tdrepanies and alliances resulting from
these possible combinations may create more comggtoduct offerings and be able to offer greatésing flexibility than we can or may
engage in business practices that make it moriediffor us to compete effectively, including dretbasis of price, sales and marketing
programs (such as providing greater incentivesutcchannel partners to sell a competitor’'s produethnology or product functionality. This
competition could result in a substantial lossudtomers or a reduction in our revenues.

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

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

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

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

» fluctuations in demand, adoption rates, sales syatel pricing levels for our products and servi
« fluctuations in foreign currency exchange ra
» changes in custom¢ budgets for information technology purchases arttiértiming of their purchasing decisiol

» the timing of recognizing revenues in any givenrtgrawhich, as a result of software revenue reitmgnpolicies, can be affected
by a number of factors, including product announeeis, beta programs and product promotions thataase revenue recognition
of certain orders to be deferred until future predduo which customers are entitled become avaii

» the sale of our products in the time frames wecgrdte, including the number and size of ordersach quartel

« our ability to develop, introduce and ship in adljnmanner new products and product enhancemegitsniet customer dematr
certification requirements and technical requiretsg

» the introduction of new pricing and packaging medel our product offerings
» the timing of the announcement or release of ugggad new products by us or by our competit

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

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

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

« our ability to conform to emerging industry starataand to technological developments by our congestand customer
» renewal rates for ELAs as original ELA terms exp
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» the timing and amount of software development cthgtsare capitalized beginning when technolodieasibility has bee
established and ending when the product is availslgeneral releas

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

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

Our products interoperate with Windows, Linux artiden operating systems and the hardware devicesroérous manufacturers.
Developing products that interoperate properly iegusubstantial partnering, capital investmenteamgloyee resources, as well as the
cooperation of the vendors or developers of theaijpg systems and hardware. Operating system arbiiare vendors may not provide us
with early access to their technology and prodwadsist us in these development efforts or shateavisell to us any application programming
interfaces, or APIs, formats, or protocols we maga If they do not provide us with the necessarlyeaccess, assistance or proprietary
technology on a timely basis, we may experienceyrbdevelopment delays or be unable to expangmgucts into other areas. To the ex
that software or hardware vendors develop prodhetscompete with ours or those of our controlktgckholder, EMC, they may have an
incentive to withhold their cooperation, declinestare access or sell to us their proprietary Aftlstocols or formats or engage in practices to
actively limit the functionality, or compatibilitygnd certification of our products. To the extdradttwe enter into collaborations or joint
development and marketing arrangements with ceh@idware and software vendors, vendors who convgteour collaborative partners
may similarly choose to limit their cooperation lwits. In addition, hardware or operating systendeesmay fail to certify or support or
continue to certify or support our products foritlesystems. If any of the foregoing occurs, ourduat development efforts may be delayed or
foreclosed and our business and results of opesatitay be adversely affected.

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

Over the last several years, we have introducedpreduct and technology initiatives that aim todeage our virtualization infrastructu
software products into the emerging areas of ctmrdputing and end-user computing as alternativéiset@rovisioning of physical computing
resources. In connection with our September 20Q8isition of SpringSource, we announced our intentd use SpringSource solutions to
extend VMware’s strategy to deliver solutions ie fmerging PaaS market and have since, also adde@mFire and RabbitMQ as part of
VMware’s overall PaaS strategy. Additionally, Sgr8ource’s current offerings and their underlyingmgource technology position us in the
enterprise and web application development and genant markets. Our February 2010 acquisition oftia extended our footprint to
cloud-based email and collaboration services +gfd/Mware’s strategy to extend into the emergBapS market. In 2010, we also
announced our vCenter family of products to motly fmanage virtualized and cloud environments, Whitay cause us to compete with other
virtualization management vendors. In April 201% announced CloudFoundry, a VMware-operated deeeldpud service and a new open
source PaasS project. In the second quarter of 208 hcquired SocialCast and SlideRocket, whichigeapplications directed toward the
collaborative development and sharing of user-gaadrcontent within the enterprise.

These initiatives may present new and difficulhiealogy challenges, end-users may choose not ot ado new product or service
offerings, and we may be subject to claims if costs of these offerings experience service dispaptor failures, security breaches or other
quality issues. Further, the success of these fif@irgs depends upon the cooperation of hardvearyware and cloud hosting vendors to
ensure interoperability with our products and offempatible products and services to end-usersavilValso need to develop and implement
appropriate go-to-market strategies and train al@ssforce in order to effectively market offeririggproduct categories in which we may have
less experience than our competitors.

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

We rely on distributors, resellers, system vendansl systems integrators to sell our products, and failure to effectively develop, manage
or prevent disruptions to our distribution channetnd the processes and procedures that support titeld cause a reduction in the
number of end-users of our products.

Our future success is highly dependent upon maimigiand increasing the number of our relationshijils distributors, resellers, system
vendors and systems integrators. Because we refystributors, resellers, system vendors and sysiatagrators, we may have little or no
contact with the ultimate users of our productsreby making it more difficult for us to establistand awareness, ensure proper delivery and
installation of our products, service ongoing custo requirements, estimate end-user demand andneés$p evolving customer needs.

39



Table of Contents

Recruiting and retaining qualified channel partreerd training them in the use of our technology pratiuct offerings requires
significant time and resources. In order to develog expand our distribution channel, we must ooitito expand and improve our processes
and procedures that support our channel, includirgnvestment in systems and training, and thosegsses and procedures may become
increasingly complex and difficult to manage. Timeet and expense required for sales and marketiganazations of our channel partners to
become familiar with our product offerings, inclodiour new product developments, may make it miffiewt to introduce those products to
end-users and delay end-user adoption of our ptadfterings.

We generally do not have long-term contracts orimmimn purchase commitments with our distributorsehers, system vendors and
systems integrators, and our contracts with theaarmel partners do not prohibit them from offenqimgducts or services that compete with
ours. Our competitors may be effective in providingentives to existing and potential channel pagrio favor products of our competitors or
to prevent or reduce sales of our products. Cesggtem vendors now offer competing virtualizatwaducts preinstalled on their server
products. Additionally, our competitors could aterto require key distributors to enter into exelitg arrangements with them or otherwise
apply their pricing or marketing leverage to disage distributors from offering our products. Aatiogly, our channel partners may choose
not to offer our products exclusively or at all.r@ailure to maintain and increase the number lati@nships with channel partners would lik
lead to a loss of endsers of our products which would result in us réog lower revenues from our channel partners e&hof our distributor
each accounted for more than 10% of revenues ifirdtenine months of 2011 and in fiscal year 2048¢ we have experienced similar
concentrations in prior periods. Our agreementh distributors are typically terminable by eitharty upon 90 daygrior written notice to th
other party, and neither party has any obligat®purchase or sell any products under the agreaméfitiie we believe that we have in place,
or would have in place by the date of any such iteation, agreements with replacement distributafficdent to maintain our revenues from
distribution, if we were to lose the distributiogrgices of a significant distributor, such lossIdduave a negative impact on our results of
operations until such time as we arrange to replaese distribution services with the servicesxagteng or new distributors.

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

Three of our distributors each accounted for mbaa t10% of revenues in the first nine months of12éid in fiscal year 2010, and we
have experienced similar concentrations in prioiqos. We anticipate that sales of our produci limited number of distributors will
continue to account for a significant portion of total product revenues for the foreseeable fufline concentration of product sales among
certain distributors increases our potential cradiks. For example, approximately 42% of our tatatounts receivable as of September 30,
2011 was from three distributors. Some of our itigtors may experience financial difficulties, whicould adversely impact our collection of
accounts receivable. One or more of these distiibutould delay payments or default on credit edeeinto them. Our exposure to credit risks
of our distributors may increase if our distribit@nd their customers are adversely affected Hyagjlor regional economic conditions.
Additionally, we provide credit to distributors sedlers, and certain end-user customers in the alazaurse of business. Credit is generally
extended to new customers based upon a creditagiaru Credit is extended to existing customergdas ongoing credit evaluations, prior
payment history, and demonstrated financial stgbiiny significant delay or default in the collext of significant accounts receivable could
result in an increased need for us to obtain wgrkiapital from other sources, possibly on worsegethan we could have negotiated if we had
established such working capital resources priauth delays or defaults. Any significant defaoltild result in a negative impact on our
results of operations.

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

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

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

e general economic conditior

Also, as more and more businesses achieve thahadtion of their data centers and other IT fuoresi, the market for our VMware
vSphere product line may become saturated. If wéofantroduce compelling new features in futugggtades to our VMware vSphere product
line or develop new applications for our virtuatina technology, demand for VMware vSphere mayidecl

Additionally, in connection with the announcementluly 2011 of our latest update to VMware vSpheeeannounced a change to its
pricing structure. We expect that the new pricingded, which we began to implement with the genavalilability of VMware vSphere 5 in tf
third quarter of 2011, will better align with a albcomputing approach, whereby customers can abighwith actual use and value derived,
rather than purely with hardware configurations eapacity. VMware vSphere 5 will continue to beslised perpetually on a per processor
basis. However, two physical constraints, core@mgical RAM, will be eliminated and replaced waétlsingle virtualization-based entitlement
of virtual memory, or vRAM, which can be sharedmssra large pool of servers. Although we beliewa tlur new pricing structure is better
suited to changing trends in enterprise utilizatdhT resources as the industry shifts to a cloachputing model, if our customers react
adversely to this pricing structure change, they sansider adopting the products of our competitorae may need to further adjust our
pricing model, resulting in reduced demand forewenue from our data center virtualization produetsreover, if our modeling of the impact
of this change in pricing structure on paymentsstre from our customers proves to be inaccuraterem@énue and operating margins could be
negatively affected.

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

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

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

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

Since July 2009, we have entered into foreign aumydorward contracts to hedge a portion of ourcwgstanding monetary assets and
liabilities against movements in certain foreigrleange rates. Although we expect the gains anddams our foreign currency forward
contracts to generally offset the majority of tteéng and losses associated with the underlyindggioreurrency denominated assets and
liabilities that we hedge, our hedging transactioray not yield the results we expect. Additionallye expect to continue to experience foreign
currency gains and losses in certain instancesenher not possible or cost effective to hedgefoueign currency exposures.

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

Our success depends largely upon the continueitssref our existing management. We are also sotistigt dependent on the
continued service of our key development persoforgbroduct innovation. We generally do not havepapment or non-compete agreements
with our existing management or development persband, therefore, they could terminate their emplent with us at any time without
penalty and could pursue employment opportunitigls any of our competitors. Changes to managenthkay employees can also lead to
additional unplanned losses of key employees. g df key employees could seriously harm ourtgibi release new products on a timely
basis and could significantly help our competitors.
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Because competition for our target employees i®imge, we may not be able to attract and retain lirgthly skilled employees we need
support our planned growth, and our compensatiorpexses may increas

To execute on our strategy, we must continue taatand retain highly qualified personnel. Contpmtifor these personnel is intense,
especially for senior sales executives and engingith high levels of experience in designing aedeloping software. We may not be
successful in attracting and retaining qualifiedspanel. We have from time to time in the past elgpeed, and we expect to continue to
experience in the future, difficulty in hiring angtaining highly skilled employees with approprigtelifications. Many of the companies with
which we compete for experienced personnel havatgreesources than we have. In addition, in makmgloyment decisions, particularly in
the high-technology industry, job candidates oftensider the value of the stock options, restristedk grants or other stock-based
compensation they are to receive in connection thigir employment. Declines in the value of oucktoould adversely affect our ability to
attract or retain key employees and result in iaseel employee compensation expenses. If we fattriact new personnel or fail to retain and
motivate our current personnel, our business anadgrowth prospects could be severely harmed.

We may become involved in litigation that may maddly adversely affect us.

From time to time, we are involved in various legaministrative and regulatory proceedings, claidesnands and investigations
relating to our business, which may include clawith respect to patent, commercial, product ligjilemployment, class action, whistleblo\
and other matters. Such matters can be time-comgymivert management’s attention and resourceganske us to incur significant expenses.
Furthermore, because litigation is inherently udptble, it is possible that our business, resafligperations or financial condition could be
negatively affected by an unfavorable resolutioomé or more of such proceedings, claims, demanuhwvestigations.

If we are unable to protect our intellectual proptgrrights, our competitive position could be harmedwe could be required to inct
significant expenses to enforce our right

We depend on our ability to protect our propriet@ghnology. We rely on trade secret, patent, dghyand trademark laws and
confidentiality agreements with employees and tpadies, all of which offer only limited protectioAs such, despite our efforts, the steps we
have taken to protect our proprietary rights mayheadequate to preclude misappropriation of oopiietary information or infringement of
our intellectual property rights, and our abilibygolice such misappropriation or infringementngertain, particularly in countries outside of
the United States. Further, with respect to paights, we do not know whether any of our pendiatept applications will result in the
issuance of patents or whether the examinationggowill require us to narrow our claims. To theeakthat additional patents are issued from
our patent applications, which are not certainy timayy be contested, circumvented or invalidatetthénfuture. Moreover, the rights granted
under any issued patents may not provide us wipn@tary protection or competitive advantages, asdvith any technology, competitors
may be able to develop similar or superior techgie® to our own now or in the future. In additiere rely on confidentiality or license
agreements with third parties in connection witkithuse of our products and technology. There iguarantee that such parties will abide by
the terms of such agreements or that we will be thhdequately enforce our rights, in part becaweseely on “click-wrap” and “shrink-wrap”
licenses in some instances.

Detecting and protecting against the unauthorizedai our products, technology and proprietarytadgd expensive, difficult and, in
some cases, impossible. Litigation may be necessdhe future to enforce or defend our intelletfr@perty rights, to protect our trade sec
or to determine the validity and scope of the pietpry rights of others. Such litigation could rik$ni substantial costs and diversion of
management resources, either of which could hambasiness, financial condition and results of aiens, and there is no guarantee that we
would be successful. Furthermore, many of our curaed potential competitors have the ability tdidate substantially greater resources to
protecting their technology or intellectual progeights than we do. Accordingly, despite our e§pwe may not be able to prevent third
parties from infringing upon or misappropriating antellectual property, which could result in stantial loss of our market share.

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

Our success and ability to compete depend subalignipon our internally developed technology, whis incorporated in the source
code for our products. We seek to protect the socode, design code, documentation and other irdftiom relating to our software, under
trade secret and copyright laws. However, we h&vesen to provide access to our hypervisor and stiected source code to more than 50 of
our partners for co-development, as well as fomopBls, formats and protocols. Though we generalytrol access to our source code and
other intellectual property, and enter into confiti@ity or license agreements with such partnassyell as with our employees and consult
our safeguards may be insufficient to protect canleé secrets and other rights to our technology.pBatective measures may be inadequate,
especially because we may not be able to prevergantners, employees or consultants from violading agreements or licenses we may have
in place or abusing their access granted to ouceczode. Improper disclosure or use of our sococe could help competitors develop
products similar to or better than ours.
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We are, and may in the future be, subject to claimsothers that we infringe their proprietary tecbfogy which could force us to pay
damages or prevent us from using certain technolagyur products.

Companies in the software and technology industves large numbers of patents, copyrights, tradksyand trade secrets and
frequently enter into litigation based on allegat®f infringement or other violations of intelleat property rights. This risk may increase as
the number of products and competitors in our ntaraeases and overlaps occur. In addition, aslbkmown information technology
company, we face a higher risk of being the suljéattellectual property infringement claims. Aokim of infringement by a third party,
even one without merit, could cause us to incustutiial costs defending against the claim, anddodistract our management from our
business. Furthermore, a party making such a ciégngccessful, could secure a judgment that reguiss to pay substantial damages. A
judgment could also include an injunction or otbeurt order that could prevent us from offering ptwducts. In addition, we might |
required to seek a license for the use of suctiésteal property, which may not be available omaoeercially reasonable terms or at all.
Alternatively, we may be required to develop nofmiging technology, which could require signifi¢affort and expense and may ultimately
not be successful. Any of these events could sslgidwarm our business, operating results and filmhoondition. Third parties may also assert
infringement claims against our customers and chlgpertners. Any of these claims could requireausitiate or defend potentially protracted
and costly litigation on their behalf, regardle$she merits of these claims, because we generalgmnify our customers and channel parti
from claims of infringement of proprietary rightstbird parties in connection with the use of omngucts. If any of these claims succeed, we
may be forced to pay damages on behalf of our ouste or channel partners, which could negativelgcabur results of operations.

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

A significant portion of the products, technolog@sservices acquired, licensed, developed or efféry us may incorporate so-called
“open source” software, and we may incorporate gquemce software into other products in the futdaditionally, open source technology
underlies the offerings of SpringSource and Zimbresinesses we have acquired since 2009, as waliraSloud Foundry offerings that we
launched in 2011. Such open source software isrgiypéicensed by its authors or other third partisnder open source licenses, including, for
example, the GNU General Public License, the GNEske General Public License, “Apache-style” lican$BSD-style” licenses and other
open source licenses. We monitor our use of opercesoftware in an effort to avoid subjecting products to conditions we do not intend.
Although we believe that we have complied with ohbligations under the various applicable licensgpen source software that we use,
there is little or no legal precedent governingititerpretation of many of the terms of certairihefse licenses, and therefore the potential
impact of these terms on our business is somewtatawn and may result in unanticipated obligatioegarding our products and
technologies. For example, we may be subjectedrtaio conditions, including requirements that iferoour products that use the open so
software for no cost, that we make available souomke for modifications or derivative works we d¢eslhased upon incorporating, using or
distributing the open source software and/or thatisense such modifications or derivative workdemthe terms of the particular open source
license. Any of these obligations could have areasty impact on our intellectual property rights and ability to derive revenue from produ
incorporating the open source software.

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

In addition to risks related to license requirersgnsage of open source software can lead to gmésite than use of third-party
commercial software, as open source licensors géyelo not provide warranties or assurance df titl controls on origin of the software. In
addition, many of the risks associated with usdggpen source such as the lack of warranties arrasses of title, cannot be eliminated, and
could, if not properly addressed, negatively affaat business. We have established processesp@leliate these risks, including a review
process for screening requests from our developorganizations for the use of open source and adimdpappropriate due diligence of the
use of open source in the products developed byaaias we acquire, but we cannot be sure thapalh source software is submitted for
approval prior to use in our products or is disecededuring due diligence.
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Our SpringSource, Zimbra and Cloud Foundry produofferings rely upon and incorporate open source swdire technologies that subject
us to additional risks and challenges, which coulgsult in increased development expenses, delaydismuptions to the release or
distribution of those software solutions, and in@sed competition.

In September 2009, we completed our acquisitioBmfngSource and, in February 2010, we completedoguisition of Zimbra. In
April 2011, we launched our Cloud Foundry PaaSrofte Each provides product offerings that broaddg open source software solutions.
Software solutions that are substantially or molstiged on open source software subject us to aerufbisks and challenges:

. If open source software programmers, most of whaa not employ, do not continue to develop andeoé open sourc
technologies, our development expenses could lvedsed and our product release and upgrade schextuikel be delayel

. One of the characteristics of open source softigatteat anyone can modify the existing softwarderelop new software th
competes with existing open source software. Aessalt, competition can develop without the degifeeverhead and lead time
required by traditional proprietary software comiganit is also possible for new competitors withajer resources than ours to
develop their own open source solutions, potegtigtiucing the demand for, and putting price pressa, our solutions

. It is possible that a court could hold that thettises under which our open source products anitegmare developed and licen
are not enforceable or that someone could asstaitra for proprietary rights in a program develoged distributed under them.
Any ruling by a court that these licenses are médreeable, or that open source components of mdygt or services offerings
may not be liberally copied, modified or distribdienay have the effect of preventing us from disiting or developing all or a
portion of our products or services. In additioogehsors of open source software employed in deriofjs may, from time to time,
modify the terms of their license agreements ihsumanner that those license terms may no lorgeoimpatible with other open
source licenses in our offerings or our end-usenise agreement or terms of service, and thus ,camldng other consequences,
prevent us from continuing to distribute the softevaode subject to the modified license or termseofice.

. Actions to protect and maintain ownership and adrdver our intellectual property could adversdfget our standing in the open
source community, which in turn could limit our Etlgito continue to rely on this community, uponiaihwe are dependent, as a
resource to help develop and improve our open sgun@ducts and service

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

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

The timing of our revenues is difficult to predi€tur sales efforts involve educating our custonadcut the use and benefit of our
products, including their technical capabilitiestgntial cost savings to an organization and adypes compared to lowepst products offere
by our competitors. Customers typically undertalségaificant evaluation process that has in the pmilted in a lengthy sales cycle which
typically lasts several months, and may last a pedonger. We spend substantial time, effort armhey on our sales efforts without any
assurance that our efforts will produce any sdkeaddition, product purchases are frequently stligebudget constraints, multiple approvals,
and unplanned administrative, processing and atélays. Moreover, the greater number of competaiternatives, as well as announcements
by our competitors that they intend to introducepetitive alternatives at some point in the futwas lengthen customer procurement cycles,
cause us to spend additional time and resourceducate end-users on the advantages of our protfadhgs and delay product sales. These
factors can have a particular impact on the tingind length of our ELA sales cycles.

Additionally, our quarterly sales have historicalgflected an uneven pattern in which a dispropogtte percentage of a quarter’s total
sales occur in the last month, weeks and daysabf @aarter. Similarly, our yearly sales have histily reflected a disproportionate percent
of the year's sales in the fourth fiscal quartdre3e patterns make prediction of revenues, earaimgisvorking capital for each financial period
especially difficult and uncertain and increasertbke of unanticipated variations in financial cétigh and results of operations. We believe
uneven sales pattern is a result of many factatsding the following:

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

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

» seasonal influences, such as holiday or vacatidogs

If sales expected from a specific customer forri@dar quarter are not realized in that quarteatoall, our results could fall short of
public expectations and our business, financiatitam and results of operations could be matsriativersely affected.
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Our current research and development efforts mayt pooduce significant revenues for several yeafsat all.

Developing our products is expensive. Our investrireresearch and development may not result irkaetable products or may result in
products that take longer to generate revenuegemerate less revenues, than we anticipate. Oeandsand development expenses were over
20% of our total revenues, in the first nine mordh2011 and in the fiscal year 2010. Our fututgnglinclude significant investments in
software research and development and related grogportunities. We believe that we must contittudedicate a significant amount of
resources to our research and development effortgtntain our competitive position. However, weymat receive significant revenues from
these investments for several years, if at all.

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

The markets for our software solutions are charaete by rapid technological changes, changingacust needs, frequent new software
product introductions and evolving industry staadaiT he introduction of thirgarty solutions embodying new technologies andethergenci
of new industry standards could make our existimg) fature software solutions obsolete and unmabtet&Ve may not be able to develop
updated products that keep pace with technolodieatlopments and emerging industry standards adtidress the increasingly
sophisticated needs of our customers or that ipegede with new or updated operating systems ardaae devices or certify our products to
work with these systems and devices. As a reseltnay not be able to accurately predict the lifeept our software solutions, and they may
become obsolete before we receive the amount ehtess that we anticipate from them. There is norasse that any of our new offerings
would be accepted in the marketplace. Significadtictions in server-related costs or the rise aknefficient infrastructure management
software could also affect demand for our softwenleitions. As hardware and processors become nooverful, we will have to adapt our
product and service offerings to take advantagbefncreased capabilities. For example, whilentr@duction of more powerful servers
presents an opportunity for us to provide bettedpcts for our customers, the migration of serteiguad-core and greater multi-core
microprocessor technology also allows an end-ustdrawiven number of licensed copies of our soferta more than double the number of
virtualization machines run per server socket withtaving to purchase additional licenses fromfuany of the foregoing events were to
occur, our ability to retain or increase marketrstend revenues in the virtualization software raadould be materially adversely affected.

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

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

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

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

. managing custome’ transitions to new products, which can result ilgein their purchasing decisior
. adapting to emerging and evolving industry stanslart to technological developments by our congrstiind customer
. entering into new or unproven markets with whichhage limited experienc:

. tailoring our business and pricing models apprdeljaas we enter new markets and respond to cotivegpressures and
technological change

. incorporating and integrating acquired products t@etinologies; an
. developing or expanding efficient sales chanr

In addition, if we cannot adapt our business motteleep pace with industry trends, our revenuedddoe negatively impacted. For
example, if we increase our adoption of subscniptiased pricing models for our products, we maiytdeget pricing at levels appropriate to
maintain our revenue streams or our customers magse to deploy products from our competitors they believe are priced more favorably.

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

Once our products are integrated within our custshterdware and software systems, our customeysdepend on our support
organization to resolve any issues relating topyaducts. A high level of support is critical féret successful marketing and sale of our
products. If we or our channel partners do nototiffely assist our customers in deploying our pridusucceed in helping our customers
quickly resolve post-deployment issues, and proeifiective ongoing support, our ability to sell guoducts to existing customers would be
adversely affected, and our reputation with potémistomers could be harmed. If our customers RfitAs have a poor perception of our
support and services offerings, they may chooséon@new their ELAs when they expire. In additias,we expand our operations
internationally, our support organization will fagdditional challenges, including those associatithl delivering support, training ar



documentation in languages other than English. fesalt, our failure to maintain high-quality supipand services, or to adequately
assist our channel partners in providing high-qualiupport and services, could result in custorobo®sing to use our competitors’ products
instead of ours in the future.
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Acquisitions could disrupt our business, cause dian to our stockholders and harm our business, dimcial condition and results o
operations.

We have acquired in the past and plan to acquitiedriuture other businesses, products or techiedogor example, since September
2009 we have completed a number of acquisitiordidling acquisitions of SpringSource, Zimbra, dertssets from EMC’s lonix division
and Integrien. We may not be able to find suitataquisition candidates, and we may not be ablengptete acquisitions on favorable terms
at all. If we do complete acquisitions, we may umitimately strengthen our competitive position ohigve our goals, or they may be viewed
negatively by customers, financial markets or inves

Acquisitions may disrupt our ongoing operationsedi management from day-t&y responsibilities, increase our expenses aneraely
impact our business, financial condition and resoftoperations. An acquired business may not eetive expected results. For example, an
acquisition may not further our strategies or ressil expected benefits, which may include beneélating to enhanced revenues, technology,
human resources, cost savings, operating efficksrennd other synergies. Acquisitions may reduceasin available for operations and other
uses and could result in an increase in amortizaigense related to identifiable intangible asaetgiired, potentially dilutive issuances of
equity securities or the incurrence of debt.

Additionally, we have limited historical experienaéth the integration of acquired companies. Theme be no assurance that we will be
able to manage the integration of acquired bus@sesHectively or be able to retain and motivatg fersonnel from these businesses. Any
difficulties we encounter in the integration progesuld divert management from day-to-day respdlitss, increase our expenses and have a
material adverse effect on our business, finarmzatlition and results of operations. We may alse féifficulties due to the lack of experience
in new markets, products or technologies or thigaimependence on unfamiliar supply or distribotfartners. Other risks related to
acquisitions include the assumption of the lialeiditof the acquired business, including litigatrefated liabilities.

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

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

Revenues from customers outside the United Statepiised approximately 53% of our total revenuethnfirst nine months of 2011
and 49% in the fiscal year 2010. We have salesjrastmative, research and development and techsigaort personnel in numerous coun
worldwide. We expect to continue to add personmeldditional countries. Additionally, our investnigrortfolio includes investments in non-
U.S. financial instruments and holdings in non-Uugancial institutions. Our international operatsosubject us to a variety of risks, including:

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

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

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

. economic or political instability and security cenes in countries that are important to our intéamal sales and operatior

. macroeconomic disruptions, such as monetary arditanéses, that can threaten the stability of laoal regional financial
institutions and decrease the value of our intéwnat investments

. the overlap of different tax structures or chanigdaternational tax laws
. reduced protection for intellectual property righteluding reduced protection from software piraepome countries
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« difficulties in transferring funds from certain adties; anc
» difficulties in maintaining appropriate controldatng to revenue recognition practic

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

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

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

Our products are highly technical and complex arften deployed, have contained and may containgrdefects or security
vulnerabilities. Some errors in our products maly & discovered after a product has been installedused by customers. Any errors, def
or security vulnerabilities discovered in our protduafter commercial release could result in Idsgwenues or delay in revenue recognition,
loss of customers and increased service and wsreast, any of which could adversely affect ouribess, financial condition and results of
operations. Undiscovered vulnerabilities in ourdarats could expose them to hackers or other unstoug third parties who develop and
deploy viruses, worms, and other malicious softwaograms that could attack our products. Actuglenceived security vulnerabilities in our
products could harm our reputation and lead sorstomers to return products, to reduce or delayéupurchases or use competitive products.
End-users, who rely on our products and serviceth®interoperability of enterprise servers angliaptions that are critical to their
information systems, may have a greater sensitivigyroduct errors and security vulnerabilitiesticastomers for software products generally.
Any security breaches could lead to interruptialedays and data loss and protection concerns.ditiaal, we could face claims for product
liability, tort or breach of warranty, includingadins relating to changes to our products made byloannel partners. Our contracts with
customers contain provisions relating to warrarngsgldimers and liability limitations, which may ne¢ upheld and customers and channel
partners may seek indemnification from us for thesises and those of their customers. Defendiagvadit, regardless of its merit, is costly i
time-consuming and may divert management’s attergial adversely affect the market’s perceptionsadind our products. In addition, if our
business liability insurance coverage proves inadegor future coverage is unavailable on acceptains or at all; our business, financial
condition and results of operations could be adlgrisnpacted.

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

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

Problems with our information systems could interéewith our business, and our data centers may hbject to intentional disruption tha
could adversely impact our operations.

We rely on our information systems and those afitparties for processing customer orders, delieg¢groducts, providing services and
support to our customers, billing and tracking customers, fulfilling contractual obligations, apitherwise running our business. Any
disruption in our information systems and thoséhefthird parties upon whom we rely could havegaificant impact on our business. In
addition, we continuously work to enhance our infation systems. The implementation of these typesloancements is frequently disrupt
to the underlying business of an enterprise, whiely especially be the case for us due to the sidecamplexity of our business. Any
disruptions relating to our systems enhancemeatsicplarly any disruptions impacting our operatiauring the implementation period, could
adversely affect our business in a number of réspEeen if we do not encounter these adversetsffée implementation of these
enhancements may be much more costly than we patiiel. If we are unable to successfully implemeatinformation systems enhancements
as planned, our financial position, results of agiens, and cash flows could be negatively impacted
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Additionally, experienced computer programmers @mgmpt to penetrate our network security or tlroeiss of our website and
misappropriate our proprietary information and mfation confidential to our customers and/or cantgruptions of our services. Because the
techniques used by such computer programmers &saar sabotage networks change frequently anchotaye recognized until launched
against a target, we may be unable to anticip&setbechniques. The theft and/or unauthorized upaldication of our trade secrets and other
confidential business information as a result ahsan event could adversely affect our competipiosition, reputation, brand and future sales
of our products and our customers may assert clagamst us related to resulting losses of confidkar proprietary information. Our
business could be subject to significant disrupteord we could suffer monetary and other lossegegpatational harm, in the event of such
incidents and claims.

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

We have rapidly expanded our operations since timepnd anticipate further expansion in the futliteis future growth, if it occurs,
will place significant demands on our managemaetfitastructure and other resources. AdditionallytHer international growth may occur in
regions where we presently have little or no irthicture. To manage any future growth, we will néztiire, integrate and retain highly skilled
and motivated employees. We will also need to oometito improve our financial and management casitrefporting and operational systems
and procedures. If we do not effectively managegsawth, we may not be able to meet our custonreeds, thereby adversely affecting our
sales, or be able to meet our future reportinggakibns.

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

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

Our future effective tax rate may be affected bghsiactors as changes in tax laws, regulationatesy changing interpretation of exist
laws or regulations, the impact of accounting tock-based compensation, the impact of accountngdsiness combinations, changes in our
international organization, and changes in ovéeatls of income before tax.

For example, during 2010, the IRS announced aradifed Schedule UTP, Uncertain Tax Positions StatgnThis schedule is an annual
disclosure of certain federal UTPs, ranked in oafanagnitude, to be included in corporate taxj for U.S. federal income tax
purposes. According to the IRS, the disclosure is¢lude ‘a concise description of the tax position, inclgdandescription of the relevant fa
affecting the tax treatment of the position anainfation that reasonably can be expected to aptrés8ervice of the identity of the tax
position.” As a result of this additional disclosuequirement, the amount of taxes paid could asze

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

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

We are also subject to non-income taxes, suchyaslpasales, use, valuadded, net worth, property and goods and servioesst in bott
the United States and various foreign jurisdictioi® are under audit from time to time by tax attfes with respect to these non-income
taxes and may have exposure to additional non-iedam liabilities.
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Our business is subject to the risks of earthquakié®, floods and other natural catastrophic evenguch as pandemics, and to interruption
by manmade problems, such as computer viruses, unantitgpladisruptions in local infrastructure or terroris, which could result in delay
or cancellations of customer orders or the deploymhef our products.

Our corporate headquarters are located in the Sarcisco Bay Area, a region known for seismic digthA significant natural disaster,
such as an earthquake, fire, flood or other aGad, could have a material adverse impact on osinkss, financial condition and results of
operations. As we continue to grow internationdtgreasing amounts of our business will be locatefidreign countries that may be more
subject to political or social instability that dduwisrupt operations. In addition, our servers\armerable to computer viruses, break-ins and
similar disruptions from unauthorized tamperinghaour computer systems. Unanticipated disruptiareervices provided through localized
physical infrastructure, such as utility or telegoomication outages, can curtail the functionindgpatl offices as well as critical components of
our information systems and adversely affect oulitalbo process orders, respond to customer retgusesd maintain local and global business
continuity. Furthermore, acts of terrorism or wauld cause disruptions in our or our customersiriss or the economy as a whole and
disease pandemics could temporarily sideline atanbal part of our or our customers’ workforceaay particular time. To the extent that such
disruptions result in delays or cancellations aftomer orders, or the deployment of our produaisrevenues would be adversely affected.

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

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

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

Additionally, our virtualization technology is useg cloud computing vendors, and we have expandethgolvement in the delivery
and provision of cloud computing through busindBareces with various providers of cloud computseyvices and software and expect to
continue to do so in the future. For example, imilA2011, we entered into an agreement with EM@dquire certain assets relating to EMC’s
Mozy cloudbased data storage and data center services, imgloertain data center assets and a license taircéntellectual property. We al
entered into an operational support agreementBMIC pursuant to which we will take over respondipifor operating the Mozy service on
behalf of EMC. The application of U.S. and intefoaél data privacy laws to cloud computing vendsrsncertain, and our existing contract
provisions may prove to be inadequate to protedtam claims for data loss or regulatory noncommptia made against cloud computing
providers who we may partner with. Accordingly, fadure to comply with data protection laws andukations by our customers and business
partners who provide cloud computing services cbialde a material adverse effect on our business.

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

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

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

We prepare our consolidated financial statemenge@ordance with accounting principles generalteated in the United States of
America. These principles are subject to interpiateby the SEC and various bodies formed to imrand create appropriate accounting
principles and guidance. A change in these priesipr guidance, or in their interpretations, mayeha significant effect on our reported res
and retroactively affect previously reported result
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Risks Related to Our Relationship with EMC

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

As of September 30, 2011, EMC owned 36,978,000eshafrour Class A common stock and all 300,0000@20es of our Class B
common stock, representing 79.8% of the total antling shares of common stock or 97.3% of the ggtiower of outstanding common sto
The holders of our Class A common stock and ousCBicommon stock have identical rights, prefergreel privileges except with respec
voting and conversion rights, the election of dioes, certain actions that require the consenbtddrs of Class B common stock and other
protective provisions as set forth in our certifecaf incorporation. Holders of our Class B commstock are entitled to 10 votes per share of
Class B common stock on all matters except foethetion of our Group Il directors, in which cabkeyt 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 stocg.hididers of Class B common stock,
voting separately as a class, are entitled to 8@%t of the total number of directors on our baafrdirectors that we would have if there were
no vacancies on our board of directors at the tifhnese are our Group | directors. Subject to agiytsi of any series of preferred stock to elect
directors, the holders of Class A common stocktardholders of Class B common stock, voting togedisea single class, are entitled to elect
our remaining directors, which at no time will les$ than one director—our Group Il director(s). é&dingly, the holders of our Class B
common stock currently are entitled to elect 7 wf® directors.

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

In addition, until such time as EMC or its succesaeinterest beneficially owns shares of our commstock representing less than a
majority of the votes entitled to be cast by thédhos of outstanding voting stock, EMC will have thbility to take stockholder action without
the vote of any other stockholder and without hgvimcall a stockholder meeting, and holders of@ass A common stock will not be able to
affect the outcome of any stockholder vote durhig period. As a result, EMC will have the abilitycontrol all matters affecting us, includi

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

. any determinations with respect to mergers, adipis and other business combinatic

. our acquisition or disposition of asse

. our financing activities

. certain changes to our certificate of incorporat

. changes to the agreements we entered into in cbaneeith our transition to becoming a public compa
. corporate opportunities that may be suitable foand EMC;

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

. the payment of dividends on our common stock;
. the number of shares available for issuance unalestock plans for our prospective and existing leyges.

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

. consolidate or merge with any other ent

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

. issue any stock or securities except to our sudsedi or pursuant to our employee benefit pl
. establish the aggregate annual amount of sharesaydssue in equity award
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. dissolve, liquidate or wind us u
. declare dividends on our stoc

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

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

If EMC does not provide any requisite consent allgaus to conduct such activities when requestedywill not be able to conduct such
activities and, as a result, our business and perating results may be harmed. EMC'’s voting cdratnal its additional rights described above
may discourage transactions involving a changenfrol of us, including transactions in which hatglef our Class A common stock might
otherwise receive a premium for their shares dveitheneurrent 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 witlwaviding for a purchase of any sha
of Class A common stock held by persons other EMIC. Accordingly, shares of Class A common stocly ina worth less than they would
if EMC did not maintain voting control over us rftave the additional rights described above.

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

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

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

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

EMC could assert control over us in a manner whimlld impede our growth or our ability to enter n@arkets or otherwise adversely
affect our business. Further, EMC could utilizecitétrol over us to cause us to take or refraimftaking certain actions, including entering
into relationships with channel, technology andeotmarketing partners, enforcing our intellectualgerty rights or pursuing corporate
opportunities or product development initiativeattbould adversely affect our competitive positimejuding our competitive position relative
to that of EMC in markets where we compete withrth&n addition, EMC maintains significant partnépshwith certain of our competitors,
including Microsoft.

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

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

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

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

Beneficial ownership of at least 80% of the totating power is required in order for EMC to affectax-free spin-off of VMware or
certain other tax-free transactions. We have agttestdor so long as EMC or its successor-in-irgeoentinues to own greater than 50% of the
voting control of our outstanding common stock, witk not knowingly take or fail to take any actidiat could reasonably be expected to
preclude EMC's or its successor-in-interest’s &ptd undertake a tax-free spin-off. Additionallynder our certificate of incorporation and the
master transaction agreement we entered into Wit Eiwe must obtain the consent of EMC or its susoe-interest, as the holder of our
Class B common stock, to issue stock or other VMvgacurities, excluding pursuant to employee bepkfns (provided that we obtain Class
B common stockholder approval of the aggregate ammumber of shares to be granted under such plah&h could cause us to forgo cap
raising or acquisition opportunities that wouldexthise be available to us. As a result, we mayrbelpded from pursuing certain growth
initiatives.
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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 CEs liabilities. Under our master transaction agrent with EMC, EMC will
indemnify us for claims and losses’ relating tdolities related to EMC’s business and not relatedur business. However, if those liabilities
are significant and we are ultimately held liake 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 agreemwith EMC under which our tax liabilities effectiely will be determined as if we we
not part of any consolidated, combined or unitagxtgroup of EMC Corporation and/or its subsidiariea/e nonetheless could be held liable
for the tax liabilities of other members of theseogips.

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

We have been included in the EMC consolidated gfoup).S. federal income tax purposes since ouniipn by EMC, and expect to
continue to be included in such consolidated grfoneriods in which EMC owns at least 80% of thik voting power and value of our
outstanding stock. Each member of a consolidatedmduring any part of a consolidated return yegointly and severally liable for tax on-
consolidated return of such year and for any sulissity determined deficiency thereon. Similarlysome jurisdictions, each member of a
consolidated, combined or unitary group for sthteal or foreign income tax purposes is jointly @ayerally liable for the state, local or
foreign income tax liability of each other membéthe consolidated, combined or unitary group. Adawgly, for any period in which we are
included in the EMC consolidated group for U.S efied income tax purposes or any other consolidaahbined or unitary group of EMC
Corporation and/or its subsidiaries, we could bblé in the event that any income tax liability vimsurred, but not discharged, by any other
member of any such group.

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

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

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

. employee retention and recruitir

. business combinations involving

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

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

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

. arrangements with third parties that are excluspt@EMC;

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

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

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

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

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

Some of our directors own EMC common stock andgotitg awards to purchase EMC common stock. In adisome of our directors
are executive officers and/or directors of EMC, &MC, as the sole holder of our Class B commonkstiscentitled to elect 7 of our 8
directors. Ownership of EMC common stock, restdcthares of EMC common stock and equity awardsitohase EMC common stock by
our directors and the presence of executive oSicerdirectors of EMC on our board of directorsldaereate, or appear to create, conflicts of
interest with respect to matters involving bothensl EMC that could have different implications EMC than they do for us. Provisions of our
certificate of incorporation and the master tratisacagreement between EMC and us address corpmpatertunities that are presented to our
directors or officers that are also directors dicefs of EMC. There can be no assurance thatrgions in our certificate of incorporation
the master transaction agreement will adequatelyesd potential conflicts of interest or that ptitdrconflicts of interest will be resolved in
our favor or that we will be able to take advantafeorporate opportunities presented to individwaho are officers or directors of both us



EMC. As a result, we may be precluded from purseiegain growth initiatives.

52



Table of Contents

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

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

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

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

. that a majority of our board of directors consaftindependent director

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

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

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

While we have voluntarily caused our Compensatimh @orporate Governance Committee to currentlydmeposed entirely of
independent directors in compliance with the rezmignts of the New York Stock Exchange, we are eguired to maintain the independent
composition of the committee. As a result of oug aéthe “controlled company” exemptions, holdersur Class A common stock will not
have the same protection afforded to stockholdecempanies that are subject to all of the New Y®8tlick Exchange corporate governance
requirements.

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

The historical financial information covering therfpds prior to our IPO in August 2007 includedur Annual Report on Form 10-K for
the fiscal year ended December 31, 2010 does metsssarily reflect what our financial position, iéswf operations or cash flows would have
been had we been an independent entity during thissarical periods. The historical costs and esgsireflected in our consolidated financial
statements prior to 2008 include an allocationcintain corporate functions historically providedEMC, including tax, accounting, treasury,
legal and human resources services. Although we tramsitioned most of these corporate functionsMware personnel, in certain
geographic regions where we do not have an edtabliegal entity, we contract with EMC subsidiafi@ssupport services and EMC
employees who are managed by VMware personnelcd$is incurred by EMC on VMware’s behalf relatedhiese employees include a
mark-up intended to approximate costs that wouleeteeen charged had we contracted for such semwitiesin unrelated third party. These
costs have been charged by EMC and are includegmenses in our consolidated statements of inc@uehistorical financial information is
not necessarily indicative of what our financiakpi@n, results of operations or cash flows willibeéhe future if and when we contract at
arm’s-length with independent third parties for Heevices we have received and currently receiva EMC. For additional information, see
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operations” and our histdrconsolidated financial statements
and notes thereto.
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Risks Related to Owning Our Class A Common Stock

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

Our Class A common stock has only been publiclgiechsince our IPO on August 14, 2007. The tradigepf our Class A common
stock has fluctuated significantly since then. &xample, between January 1, 2010 and Septemb20230, the closing trading price of our
Class A common stock was very volatile, rangingMeen $41.58 and $107.75 per share. Our trading pdald fluctuate substantially in the
future due to the factors discussed in this Risitdta section and elsewhere in this Quarterly Repoform 10-Q.

Substantial amounts of Class A common stock ar iyelour employees, EMC and Cisco, and all of treres of our Class B common
stock, which may be converted to Class A commookstipon request of the holder, are held by EMCr&haf Class A common stock held
EMC (including shares of Class A common stock thigght be issued upon the conversion of Class B comstock) are eligible for sale
subject to the volume, manner of sale and othéricdens of Rule 144 of the Securities Act of 1933 amended (the “Securities Act”), which
allows the holder to sell up to the greater of 6w outstanding Class A common stock or our faeek average weekly trading volume
during any threenonth period and following the expiration of theamtractual restrictions. Additionally, EMC posseEssegistration rights wi
respect to the shares of our common stock thatdtsh If EMC chooses to exercise such rights,dte sf the shares that are registered would
not be subject to the Rule 144 limitations. If gnificant amount of the shares that become elidilnleesale enter the public trading markets in
a short period of time, the market price of ourgSlA common stock may decline.

Additionally, broad market and industry factors niiecrease the market price of our Class A comnmmokstegardless of our actual
operating performance. The stock market in gerardltechnology companies in particular, also hdtenexperienced extreme price and
volume fluctuations. In addition, in the past, deling periods of volatility in the overall markatcéthe market price of a company’s securities,
securities class action litigation has often bewstituted, including against us, and, if not resdigwiftly, can result in substantial costs and a
diversion of management’s attention and resources.

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

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

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

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

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

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

. following a 355 distribution of Class B common s$tdry EMC to its stockholders, the restriction thdieneficial owner of 10% «
more of our Class B common stock may not vote inelaction of directors unless such person or gredap owns at least an
equivalent percentage of Class A common stock taied approval of our board of directors prior toairing beneficial ownership
of at least 5% of Class B common sto

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

. the requirement for advance notice for nominatimn®lection to the board of directors or for prejpg matters that can be ac
upon at a stockholde' meeting;

. the ability of the board of directors to issue,heilit stockholder approval, up to 100,000,000 shafrpseferred stock with terms set
by the board of directors, which rights could beigeto those of common stock; a

. in the event that EMC or its successor-in-intenestonger owns shares of our common stock repriggeat least a majority of the
votes entitled to be cast in the election of divexitstockholders may not act by written consedtraay not call special meetings of
the stockholders
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Until such time as EMC or its successor-in-intecestses to beneficially own 20% or more of thetaatiing shares of our common
stock, the affirmative vote or written consentlué holders of a majority of the outstanding shafdbe Class B common stock will be required
to:

« amend certain provisions of our bylaws or certificaf incorporation

» make certain acquisitions or dispositio

» declare dividends, or undertake a recapitalizatioliquidation;

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

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

* undertake certain other actiol

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

Intel’s and Cisco’s relationship with us and the membleifs on our board of individuals initially proposeby Intel and Cisco may create
actual or potential conflicts of interest.

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

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
» (@) Sales of Unregistered Securit
None.
* (b) Use of Proceeds from Public Offering of Commaooc®
None.
* (c) Purchases of Equity Securities by the IssuerAdfiliated Purchaser
Purchases of equity securities during the threethsoended September 30, 2011:

Total Number Approximate Dollar
of Shares Value of Shares Tha
Purchased as May Yet Be
Average Part of Publicly Purchased Under the
Total Number Price Announced Publicly Announced
of Shares Paid Per Plans or Plans
Purchased (1(2) Share (@) Programs (2)(4) or Programs _(2(3)(4)
July 1 — July 31, 2011 431,62° $ 102.9° 427,22¢ $ 287,127,61
August 1- August 31, 201: 3,647,18! 84.8¢ 1,345,48: 172,671,69
September — September 30, 201 1,142,31! 86.3¢ 597,81: 120,653,33
5,221,12 86.7¢ 2,370,52:

(1) Includes 2,850,600 shares purchased by EM@ém onarket transactions. In the three months eNtedh 31, 2010, EMC announced a
stock purchase program of VMware’s Class A commnionksto maintain its approximate level of ownersiniyMware over the long
term. Inclusion of EMC’s purchases in the abovéetaloes not indicate that EMC is deemed to be #itited purchaseriith respect t
the VMware stock repurchase program discusseckifidlfowing footnote. Shares purchased by EMC renssued and outstandir

(2) In February 2011, a committee of our Board of Dimes authorized the repurchase of up to $550.0anitbf VMware's Class A commo
stock through the end of 2012 (the “VMware 2011 lrepase Authorization”}Stock has, and may in the future be, purchasedipotdc
the VMware 2011 Repurchase Authorization, from timéme, in the open market or through privateseections, subject to market
conditions. In the three months ended Septembe2@®0,, we repurchased in open market transactiothsedired 2,370,528 shares of our
Class A common stock at a weighted-average prié88f79 per share for an aggregate purchase fr216,479,640. We are not
obligated to purchase any shares under our stgpekebase program. Subject to applicable laws, r@ses under our stock repurchase
program may be made at such times and in such amasmwe deem appropriate. Purchases under olrrgjmgrchase program can be
discontinued at any time that we feel additionatpases are not warrante
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(3) Represents the amounts remaining in the 2011 VMWReapurchase Authorizatio

(4) Amounts do not include potential purchases by E

ITEM 3.
None.

ITEM 4.

ITEM 5.
None.

ITEM 6.

Exhibit
Number

3.1

3.2
10.9
10.27

31.1

31.2

32.1

32.2

101.INS
101.SCF
101.CAL
101.DEF
101.LAB
101.PRE

DEFAULTS UPON SENIOR SECURITIES

REMOVED AND RESERVED

OTHER INFORMATION

EXHIBITS

Exhibit Description

Incorporated by Reference

Filed
Herewith

Form/
File No.

Date

Amended and Restated Certificate of Incorpora
Amended and Restated Byla
2007 Equity and Incentive Pl

Amendment to Letter Agreement between VMware, &ml Richard McAniff dated July 19,
2011

Certification of Principal Executive Officer reqait by Rule 13a-14(a) or Rule 15d-14(a) of the
Securities Exchange Act of 1934, as adopted putsag®ection 302 of the Sarbanes-Oxley Act
of 2002.

Certification of Principal Financial Officer reqen by Rule 13a-14(a) or Rule 15d-14(a) of the
Securities Exchange Act of 1934, as adopted putsag®ection 302 of the Sarbanes-Oxley Act
of 2002.

Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted purs
to Section 906 of the Sarba-Oxley Act of 2002

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

XBRL Instance Documer

XBRL Taxonomy Extension Schen

XBRL Taxonomy Extension Calculation Linkba
XBRL Taxonomy Extension Definition Linkba:
XBRL Taxonomy Extension Label Linkba

XBRL Taxonomy Extension Presentation Linkb.
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SIGNATURES

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

VMWARE, INC.

Dated: November 2, 201 By: /S/  ROBYNNE D. SISC(
Robynne D. Sisco
Chief Accounting Officer and Corporate Controller
(Principal Accounting Officer and Duly Authorized Officer)
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EXHIBIT INDEX
Incorporated by Reference
Exhibit Filed Form/File
Number Exhibit Description Herewith No. Date
3.1 Amended and Restated Certificate of Incorpora S-1/A-2  7/9/200°
3.2 Amended and Restated Byla 8-K 3/8/201:
10.9 2007 Equity and Incentive Pl; X
10.27 Amendment to Letter Agreement between VMware, émd Richard McAniff dated July 1
2011 X
311 Certification of Principal Executive Officer reged by Rule 13a-14(a) or Rule 15d-14(a) of the
Securities Exchange Act of 1934, as adopted putgag®ection 302 of the Sarbanes-Oxley Act
of 2002. X
31.2 Certification of Principal Financial Officer reqaut by Rule 13-14(a) or Rule 1£-14(a) of the
Securities Exchange Act of 1934, as adopted putdog®ection 302 of the Sarbanes-Oxley Act
of 2002. X
32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuant
to Section 906 of the Sarba-Oxley Act of 2002 X
32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuant
to Section 906 of the Sarba-Oxley Act of 2002 X
101.INS XBRL Instance Documer X
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101.CAL  XBRL Taxonomy Extension Calculation Linkba X
101.DEF  XBRL Taxonomy Extension Definition Linkba: X
101.LAB  XBRL Taxonomy Extension Label Linkba X
101.PRE  XBRL Taxonomy Extension Presentation Linkb: X
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Exhibit 10.9
Amended and Restated on March 15, 2

VMWARE, INC.
2007 EQUITY AND INCENTIVE PLAN

1. PURPOSE; TYPES OF AWARDS; CONSTRUCTION.

The purpose of the VMware, Inc. 2007 Equity ancehitive Plan is to attract, motivate and retain eyg@és and independent contractors
of the Company and any Subsidiary and Affiliate and-employee directors of the Company, any Suasidir any Affiliate. The Plan is also
designed to encourage stock ownership by such pgrgeereby aligning their interest with thosehef Company’s shareholders and to permit
the payment of compensation that qualifies as pmdace-based compensation under Section 162(rhpdfode. Pursuant to the provisions
hereof, there may be granted Options (includingéintive stock options” and “non-qualified stockiops”), and Other Stock-Based Awards,

including but not limited to Restricted Stock, Resed Stock Units, Stock Appreciation Rights (palgain shares) and Other Cash-Based
Awards.

The 2007 Equity and Incentive Plan shall becomecéiffe as of the date of the adoption by the Board.
2.DEFINITIONS . For purposes of the Plan, the following termdidiedefined as set forth below:
(a) “Adoption Date” means the date that the Plas adopted by the Board.
(b) “Affiliate” means an affiliate of the Compangs defined in Rule 12b-2 promulgated under Sedtibof the Exchange Act.

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

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

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

(g) “Code” means the Internal Revenue Code of 1986, as amdraiedime to time



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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

3. ADMINISTRATION

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

(b) The decision of the Committee as to all questiof interpretation and application of the Plaalldbe final, binding and
conclusive on all persons. The Committee shall hageauthority in its discretion, subject to and imconsistent with the express provisions of
the Plan, to administer the Plan and to exercigh@lpower and authority either specifically gexhto it under the Plan or necessary or
advisable in the administration of the Plan, inadgdwithout limitation, the authority to grant Awds, to determine the persons to whom an
time or times at which Awards shall be grantedjetermine the type and number

4



of Awards to be granted, the number of shares@fktio which an Award may relate and the termsdit@ns, restrictions and Performance
Goals relating to any Award; to determine Perforoga@oals no later than such time as is requirethsoire that an underlying Award which is
intended to comply with the requirements of Secfi6@(m) of the Code so complies; to determine wdretio what extent, and under what
circumstances an Award may be settled, canceltefiifed, accelerated (including upon a “changeantrol”), exchanged, or surrendered; to
make adjustments in the terms and conditions (@ictyPerformance Goals) applicable to Awards; testme and interpret the Plan and any
Award; to prescribe, amend and rescind rules agdiagions relating to the Plan; to determine thingeand provisions of the Award Terms
(which need not be identical for each Grantee);tandake all other determinations deemed necessagvisable for the administration of the
Plan. The Committee may correct any defect or suapy omission or reconcile any inconsistency ePan or in any Award Terms granted
hereunder in the manner and to the extent it sle@in expedient to carry the Plan into effect aradl 8le the sole and final judge of such
expediency. No Committee member shall be liablefor action or determination made with respeché&RIlan or any Award.

4. ELIGIBILITY

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

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

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

5.STOCK SUBJECT TO THE PLAN .

(a) The maximum number of shares of Stock reseiwmethe grant or settlement of Awards under thenRthe “Share Limit") shall
be 100,000,000 (including the number of shares@iSexpected to be issued under the Exchange)Giifiel shall be subject to adjustment as
provided herein. The aggregate number of shar&oak made subject to
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Awards granted during any fiscal year to any singtividual shall not exceed 3,000,000. Such sharag, in whole or in part, be authorized
but unissued shares or shares that shall havedveray be reacquired by the Company in the opekenan private transactions or otherwise.
If any shares subject to an Award (other than Awaubstituted or assumed pursuant to Section gfiejri) are forfeited, cancelled, exchanged
or surrendered or if an Award otherwise terminatesxpires without a distribution of shares to @mantee, the shares of stock with respect to
such Award shall, to the extent of any such fouiwi} cancellation, exchange, surrender, terminaticexpiration, again be available for Awa
under the Plan.

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

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

6. SPECIFIC TERMS OF AWARDS .

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

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

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

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

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

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

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

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



(ii) Restricted Stock

(A) The Committee may grant Awards of Restrictedc8tunder the Plan, subject to such restricticersn$ and
conditions, as the Committee shall determine isdle discretion and as shall be evidenced bypbécable Award Terms (provided that any
such Award is subject to the vesting requiremeatcdbed herein). The vesting of a Restricted Sfogkrd granted under the Plan may be
conditioned upon the completion of a specified geiaf employment or service with the Company or Sopsidiary or Affiliate, upon the
attainment of specified Performance Goals, anddonwsuch other criteria as the Committee may déterin its sole discretion.

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

(C) Except as provided in the applicable Award Tgrno shares of Stock underlying a Restricted Séaelrd may be
assigned, transferred, or otherwise encumbere@posked of by the Grantee until such shares ofkStage vested in accordance with the te
of such Award.

(D) If and to the extent that the applicable Aw&srms may so provide, a Grantee shall have the taghote and
receive dividends on Restricted Stock granted utidePlan. Unless otherwise provided in the apple@ward Terms, any Stock received :
dividend on or in connection with a stock splitleé shares of Stock underlying a Restricted Stoskrél shall be subject to the same
restrictions as the shares of Stock underlying Sestricted Stock Award.

(E) Upon the termination of a Grantee’s employnargervice with the Company and its SubsidiarieAftiliates, the
Restricted Stock granted to such Grantee shallbjest to the terms and conditions specified inapplicable Award Terms.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

()) Regulations and Other Approvals

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

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

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

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

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

(m) Merger or Consolidation Subject to any required action by the stockhadiéthe Company shall be the surviving corporatio
in any merger or consolidation (other than a meageronsolidation in which the Company survivesibuwvhich a majority of its outstanding
shares are converted into securities of anothgrocation or are exchanged for other consideratamy,Award granted hereunder shall pertain
and apply to the securities which a holder of thmber of shares of stock of the Company then stubjetbe Award is entitled to receive, but a
dissolution or liquidation of the Company or a megrgr consolidation in which the Company is notsheviving corporation or in which a
majority of its outstanding shares are so convestegkchanged shall cause every Award hereundernanate; provided that if any such
dissolution, liquidation, merger or consolidatisrcontemplated, the Company shall either (a) agdmgany corporation succeeding to the
business and assets of the Company to issue fstttieipants replacement Awards (which, in the addacentive Stock Options, satisfy, in
the determination of the Committee, the requirementSection 424 of the Code) on such corporatistosk which will to the extent possible
preserve the value of the outstanding Awards oslil)l, contingent upon consummation of such tretitsa, make the outstanding Awards
fully exercisable or cause all of the applicablgtrietions to which outstanding Stock Awards arkjsct to lapse, in each case, on a basis that
gives the holder of the Award a reasonable oppastuas determined by the Committee, following &xercise of the Award or the issuance of
shares of Common Stock, as the case may be, foipat¢ as a stockholder in any such dissolutigujdation, merger or consolidation and
Award will terminate immediately following consumtian of any such transaction. The existence ofRtlaa shall
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not prevent any such change or other transactidmarParticipant hereunder shall have any righepias herein expressly set forth.
Notwithstanding the foregoing provisions of thicen 7(m), Awards subject to and intended to $atise requirements of Section 409A
the Code shall be construed and administered densisith such intent.
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Exhibit 10.27

9

vimware

VMware, Inc.

3401 Hillview Avenue (877) 48¢-9273 mair www.vmware.con
July 19, 2011

Richard McAniff

Dear Richard,

We wish to offer you this amendment (thArhendment”) to the letter agreement between VMware, Incviflware ” or “ the Company”)
and you dated March 19, 2009 (thErhployment Offer Letter ") and the applicable equity awards discussed hefl@rms that are not
defined herein, shall have the meanings assign#ieeto in the Employment Offer Letter.

Effective as of July 18, 2011, your position witietCompany will be to serve as Strategic AdvisacheoCEO. You will continue to report
directly to Paul Maritz, VMware’s Chief Executivef@er, and will have such duties commensurate witbh position as shall be assigned to
you by Mr. Maritz.

We acknowledge that this change in your job titld duties constitutes “Good Reason” as definetiérBmployment Offer Letter and, as set
forth in the paragraph entitled “Certain Terminasty entitles you to accelerated vesting, upon teation of employment, of 50% of the
unvested RSUs granted to you by VMware on April2809 (the “New Hire RSUs”) and 50% of the unvested stock options granted oy
VMware on April 14, 2009 (the New Hire Options™).

Pursuant to this Amendment, VMware and you agraeghich acceleration of 50% of the currently uregdew Hire Options shall, instead,
become effective as of July 18, 2011. The remainimgested New Hire Options shall continue to viestdcordance with the terms of the stock
option agreement at a reduced rate such that @y & the shares that are scheduled to vest onwessting date under the original agreement
shall vest.

Pursuant to this Amendment, VMware and you furtigree that the currently unvested New Hire RSUbkawittinue to vest in accordance w
the restricted stock unit agreement, provided, tipan any termination of employment for any reasprither party that is also a “separation
from service” under Internal Revenue Code Sectig®Adand the regulations and guidance promulgatecttmder (‘Code Section 409A),

50% of the then unvested New Hire RSUs at the tifrmuch “separation from servicshall vest. VMware and you agree that if you arenckex

a “specified employee” under Code Section 4094attime of your separation from service, then #tdesnent of such accelerated RSUs shall
become effective on the earlier of six months aftarr separation from service with VMware and death

VMware and you agree and acknowledge that younaillbe entitled to any further acceleration of westinder the sections of the
Employment Offer Letter entitled “Change of Controt “Certain Terminations” and that such sectians is of no further force or effect. All
other equity awards shall continue to vest in adance with their terms. In addition, the provisiam¢he New Hire Option and New Hire RSU
agreements and other equity awards with respemtdeleration upon termination due to death or disabhall continue to be applicable.

You agree and acknowledge that you are ultimateblé and responsible for all taxes owed in corinaatith your RSU and stock option
grants and the vesting, the acceleration of vegtimjthe settlement thereof. VMware makes no reptaion or undertaking regarding the tax
treatment or tax withholding obligations in conneatwith the acceleration or vesting of the stopki@ans and restricted stock units or the ef
of this Amendment, including, without limitationpyaobligations you may have under Section 409AefCode



Except as expressly set forth herein, none of therderms of your agreements with the Companyudicg, without limitation, the stock
option agreement, the restricted stock unit agre¢ntiee Employment Offer Letter and your Key Em@eyAgreement, shall be modified by
this Amendment. The section of the Employment Offfetter entitled “Section 409A” shall be deemed@pply to this Amendment, and this
Amendment, the stock option agreement and reddritieck unit agreement referenced herein shalteegreted in accordance therewith and
so limited. This Amendment may not be modified mreaded except by a written agreement, signed offarer of the Company and by you.

We look forward to continuing our working relatidmg with you.
Sincerely,
VMWARE, INC.

/s/ Mark S. Peek

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

AGREED

/sl Richard McAniff July 19, 2011
Richard McAniff




Exhibit 31.1

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

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

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

4.  The registrant’s other certifying officer(s) ainare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules13a-15(e) and 15d)j)afed internal control over financial reporting @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

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

b.  Designed such internal control over financiglomting, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c.  Evaluated the effectiveness of the registradisslosure controls and procedures and presentadsineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d. Disclosed in this report any change in the regid’s internal control over financial reporting thatomed during the registre's
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

5.  The registrant’s other certifying officer(s) anlgave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

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

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

Date: November 2, 2011 By: /s/ PAUL A. MARITZ
Paul A. Maritz
Chief Executive Office
(Principal Executive Officer




Exhibit 31.2

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

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

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

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

4.  The registrant’s other certifying officer(s) alngre responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules13a-15(e) and 15dj1%a¢&d internal control over financial reporting @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

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

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

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

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

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

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

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

Date: November 2, 201 By: /s/ MARK S. PEEK
Mark S. Peel
Chief Financial Officer and Co-President, Busin@gerations
(Principal Financial Officer




Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

I, Paul A. Maritz, certify pursuant to 18 U.S.Cc8en 1350, as adopted pursuant to Section 90BeoSarbanes-Oxley Act of 2002, that
the Quarterly Report of VMware, Inc. on Form 104D the fiscal quarter ended September 30, 201§ éalinplies with the requirements of
Section 13(a) or 15(d) of the Securities ExchangeoA 1934 and the information contained in suchn-&0-Q fairly presents, in all material
respects, the financial condition and results arafions of VMware, Inc.

Date: November 2, 201 By: /s/ PAUL A. MARITZ
Paul A. Maritz
Chief Executive Office
(Principal Executive Officer




Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

I, Mark S. Peek, certify pursuant to 18 U.S.C. Bec1350, as adopted pursuant to Section 906 ob#rbanes-Oxley Act of 2002, that
the Quarterly Report of VMware, Inc. on Form 104D the fiscal quarter ended September 30, 201§ éalinplies with the requirements of
Section 13(a) or 15(d) of the Securities ExchangeoA 1934 and the information contained in suchn-&0-Q fairly presents, in all material
respects, the financial condition and results arafions of VMware, Inc.

Date: November 2, 201 By: /s MARK S. PEEK
Mark. S. Peel

Chief Financial Officer and (-President, Business Operatic
(Principal Financial Officer




