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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forwardkimg statements, including, without limitationatments regarding expectations of
or our plans for: achieving future business growtbluding investing in research and development@panding our business alliances;
macroeconomic conditions; future product offerirgmyrces of revenues; future use of the softwafieettdata center (“SDDC"the potentia
benefits of the Pivotal initiative; future acquisits; future competition; the competitive landscapaintaining our leadership position; the
impact of seasonal factors; the impact of, costecated with, and the timetable for streamlininig operations and implementing and
completing our realignment plan; funding expansibour industry segment share and developing leng relationships with our customers;
managing our resources prudently while making kegstment in support of long-term growth objectj\g@sographic expansion and adding
additional channel partners; the ability of our 2@&lling and marketing efforts to improve the gttovate of our transactional business; the
recognition of unearned revenue; our relationstith ®MC Corporation (“EMC"); increasing employeeddeount; our revenue outlook and
mix; the number of large enterprise license agregs@ELAS”) expected in the first half of 2013;stamer and partner demand for our
products and services; the delivery of professigpalices to our customers; the sufficiency oflmuidity and capital reserves to fund our
operations and business strategy; continuatioruostmck repurchase program; continuation of ouideind policy; factors affecting our tax
position; the effects of potential developmentadm-U.S. tax jurisdictions; reinvesting our ovessearnings in our foreign operations and not
repatriating them to the U.S.; timing and amountagitalized software development costs; interdptgamong our future product offerings
and for the increasing development of product sutiening of filing tax returns; adequacy of ourm@nt facilities and the availability of
additional or substitute space for future expansaonl costs associated with foreign currency flaibtun.

These forward-looking statements involve risks andertainties and the cautionary statements sttt &nove and those contained in the
section of this report entitled “Risk Factors” ii§nimportant factors that could cause actual lssto differ materially from those predicted in
any such forward-looking statements. We assumebtigation to, and do not currently intend to, updtitese forward-looking statements.
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PART |
ITEM 1. BUSINESS

Overview

VMware, Inc. is the leader in virtualization inftagcture solutions utilized by organizations toghghnsform the way they build, deliver
and consume information technology (“IT") resoutd&&® pioneered the development and applicatiorirtfalization technologies with x86
server-based computing, separating applicationveo# from the underlying hardware. The benefitsupcustomers include lower IT costs,
cost-effective high availability across a wide rargj applications and a more automated and resgigstems infrastructure capable of
responding dynamically to variable business demaBds broad and proven suite of virtualization tealogies addresses a range of complex
IT problems that include cost and operational iegdficies, facilitating access to cloud computiagacity, business continuity, and corporate
end-user computing device management. Our soluéinable organizations to aggregate multiple seregosage infrastructure and networks
together into shared pools of capacity that caalloeated dynamically, securely and reliably tolaggtions as needed, increasing hardware
utilization and reducing spending. Once creategketinternal computing infrastructures, or “cloidan be dynamically linked by our
customers to external computing resources thabnua VMware virtualization platform. This resultsa computing cloud of highly available
internal and external computing resources thatrorgéions can access on demand. Our customersgythaphts range in size from a single
virtualized server for small businesses to thousaridiirtual machines for our Fortune 1000 entesgdustomers.

In 2012, we articulated a vision for the softwasdited data center (“SDDC”), where increasinglyastructure is virtualized and
delivered as a service, and the control of this dahter is entirely automated by software. Tradé#l data centers are loose collections of
technology silos where each application type tsewtn vertical stack consisting of CPU and opegasiystem, storage pool, networking and
security, and management systems. Over time, ttaeceéater environment has become increasingly giérdr leading to higher complexity and
driving the need for more and more resources toageiand keep infrastructure up-to-date, which altély drives a significant amount of
expenses for customers. The SDDC, by abstractagehvices that are required from the underlyimghlvare, pooling them, and automating
them, is designed to turn the data center intoradesmand service that can take on the shape amaéfsapplication requirements. This
promises to dramatically simplify data center ofierss and lowers costs. The VMware vCloud Suiteusfirst integrated solution toward
realizing the SDDC vision, based upon our VMwarew&e virtualization platform. The VMware vClouditeladdresses virtualization of not
only CPU and memory but also networks and assatiseurity services. In addition, the vCloud Sd#éivers a new approach to managen
leveraging policy-based automation. VMware vClouit&is engineered for hybrid cloud computing sat fhfederates with other pools of
infrastructure. Since it is an integrated suitpmfducts, all the components are updated and ekvageether, eliminating the need for customer
to perform the work themselves.

We believe that as organizations look to operate tii systems in a more cloud-like manner, thely sd@ek to spend less time, effort and
money on underlying infrastructure and devote meseurces to transforming their businesses. Oatesgly, focused on the SDDC, hybrid
cloud computing, and client management capabiliteshe post-PC era, provides customers an extesdie of software to address the
integration, automation, and management capakilitiey need. Our solutions are based upon ounixtuelization technology and are
organized into two main product groups:

» Cloud Infrastructure and Management;
» EndUser Computin

In 2012, we acquired Nicira, a pioneer in networkualization, which expands our network virtuatioa capabilities into heterogeneous
environments. In December 2012 we launched thet®lilmitiative with EMC Corporation (“EMC”), and ah to commit technology, people
and programs from both companies focused on Big Bat Cloud Application Platforms.

We work closely with more than 1,900 technologytpars, including leading server, microprocessaragte, networking, software and
security vendors. We have shared the economic typpities surrounding virtualization with our pantady facilitating solution development
through open application programming interface (f®{Pformats and protocols and providing accessunsource code and technology. The
endorsement and support of our partners furtheareds the awareness, reputation and adoption ofibualization solutions.

We have developed a multi-channel distribution nhéalexpand our presence and reach various segroktits market. We derive a
significant majority of our revenues from our irelit sales channel, which includes distributorglkess, system vendors and systems
integrators. We believe that our partners benediatly from the sale of our solutions through addl services, software and hardware sales
opportunities. We have trained a large number ahpas and end users to deploy and leverage outiGos.

We incorporated in Delaware in 1998, were acquing@MC in 2004 and conducted our initial publicesfhg of our Class A common
stock in August 2007. EMC holds approximately 79 @&%ur outstanding common stock, including 41
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million shares of our Class A common stock as ofdédeber 31, 2012, and all of our Class B commorksimed we are considered a
“controlled company” under the rules of the New K &tock Exchange. Total revenues in 2012 incre22étlto $4,605.0 million . This
included license revenues of $2,087.0 million amises revenues of $2,518.0 million . In the yearded December 31, 2012, 2011, and
2010, our license revenues came primarily fromssafeour Cloud Infrastructure and Management sohisti The balance of our license
revenues came from our other solutions, includifap@ Application Platform, which largely will be gaof the Pivotal Initiative, described
below, and End-User Computing. Of our total servie/enues in 2012, 86% were software maintenaneanues and 14% were professional
services revenues, including training. For addaldimancial information on our business by prodaetl geographic area, see Note O to the
consolidated financial statements included elseevirethis filing. Our corporate headquarters amated at 3401 Hillview Avenue, Palo Alto,
California, and we have approximately 101 officesldwide.

Background

Virtualization was first introduced in the 1970saimable multiple business applications to sharefalhdharness the centralized comput
capacity of mainframe systems. Virtualization wHedively abandoned during the 1980s and 1990swetient-server applications and
inexpensive x86 servers and personal computerblisstad the model of distributed computing. Rathan sharing resources centrally in the
mainframe model, organizations used the low cosligifibuted systems to build up islands of commtapacity, providing some benefits but
also introducing new challenges. These challermysade a gross underutilization of hardware resesjran inability to easily assure quality of
service to applications and unwieldy managemerntgsgses made cumbersome by the tight coupling dicagipns to the underlying hardware.

Today, x86 hardware has become increasingly pesftaivith multi-core processors, growing memory cityaand higher speed
interconnects shipping in standard servers. Theptexity of applications continues to rise as mel@ment, mixed operating system (“OS”)
applications become increasingly common, which rmakeifficult to provide a uniform quality of séoe across all components. Virtualization
has become accepted as a standard way of computifega centers that enables highly efficient zdifion of hardware.

VMware's infrastructure virtualization platform, iare vSphere, not only decouples the entire soéwarironment from its underlying
hardware infrastructure but also enables the ag¢jmgof multiple servers, storage infrastructuaed networks into shared pools of resources
that can be delivered dynamically, securely anidlogl to applications as needed. This approachlesairganizations to build a computing
infrastructure with high levels of utilization, akability, automation and flexibility using buildinblocks of inexpensive industry-standard
servers.

In effect, VMware's virtualization platform conveifT infrastructure into a “computing cloud.” Apggitions running in virtual machines
can move across servers, storage and networkswitheruption or downtime to dynamically match caripg supply and demand while built-
in services ensure high levels of availability, gy and scalability.

Our focus on the SDDC, hybrid cloud computing, alieint management capabilities for the post-POsem expansion of our role as a
pioneer of virtualization technologies that simplif” infrastructure throughout the data center &nthe virtual workspace.

Products and Technology

Cloud Infrastructure and Management Products and dienology

VMware vSphere is our flagship data center platfdosers deploy the VMware vSphere hypervisor winey purchase VMware vSphe
A “hypervisor” is a layer of software that residetween the operating system and system hardwamatde compute virtualization. Other
components of our VMware vSphere platform includg kapabilities such as:

» vSphere vMotion and Storage vMotiorenable the live migration of actively running vatunachines across servers or storage
locations without disruption or downtime.

» vSphere High Availability enables costffective high availability for all applications aigst hardware and operating system faill
» vSphere Storage DR%utomatically manages the placement and balandiag/istual machine across storage resou

» vSphere Distributed Switchenables centralized point of control for cludtmrel networking

The management layer for vSphere is known as VMw@&enter Server. It provides the central managerioertSphere environments.

The vCloud Suite, introduced in 2012, is an integptasolution for building and managing a compléd¢eid infrastructure optimized for use
with the VMware vSphere platform. vCloud Suite g first product designed to fulfill the promisetoke
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software-defined data center by pooling industandard hardware and running compute, networking naanagement functions in the data
center as software-defined services.

Our vCloud Suite offerings include combinationgtof following components:

» vSphere Enterprise Plus VMware's virtualization platfornenabling server virtualization with its most robfesiture set designed 1
policy-based automation.

» vCloud Director - enables self-service access to logical pools ofpeaen network and storage resources with policyedricontrols
and service-level agreements.

« vCloud Connector -extends management to the hybrid cl

» vCloud Networking and Security -provides advanced networking and security for &apilbns and the perimeter of virtual
datacenters, end-user computing and cloud envirotene

 VMware vCenter Site Recovery Manager provides simplified, automated disaster recoverywidualized environment

» vCenter Operations Management provides performance, capacity and configuratiomagament for virtual or physical
infrastructure.

» vFabric Application Director - accelerates and automates the configuration arldydepnt of multi-tier applications across private
and public cloud infrastructures.

» vCloud Automation Center - enables customers to rapidly deploy and provisionctservices in the vCloud Su

Our VMware vCloud Service Provider initiative, whits directed to hosting and cloud computing veadenables organizations to cho
more freely between running applications in virtoechines on their own “private clouds” inside thdata center or on “public clouds” hosted
by a service provider. With a common VMware vSph@atform available across public and private ckudternal and external IT resources
can be pooled into a hybrid cloud, and applicatiamd data can be readily moved between the twadb@seconomics and organizational ne
External cloud capacity can be accessed on-deméhdutthe need to customize or change applications

End-User Computing

Enterprises are increasingly challenged to pros&®ire access to a growing mobile workforce whieaging the diversity of data,
applications and devices to run their business. \dk&s End-User Computing solutions are designedable a user-centric approach to
personal computing, ensuring secure access tocafiphs and data from a variety of devices andtioea. Our End-User Computing solutions
address the needs of IT departments by enablindalivery of existing end-user assets as a mansgeite.

VMware's End-User Computing strategy addressendkds of corporate IT by enabling IT organizatiandeliver an environment with
high-quality service, improved availability and scalapé&sformance while leveraging both legacy and clatghitectures. Elements of VMwe
End-User Computing solutions include:

* VMware View, an enterprise desktop virtualization platform desijto optimize application and desktop managemethienable
flexibility, security and mobility for end users 2012, VMware released VMware View 5.1, signifidpamenhancing user experience
by optimizing storage performance and adding sessrdapport for unified communications, enhancedqrer management and
increased available mobile device support.

* VMware Horizon Application Manager , a SaaS or on-premise solution that centraliggdication management allowing unified
management of any SaaS, web and Windows applicatimough a centralized Application Catalog andisglg deliversapplications
to end-users on the device of their choice, inéneggsser's flexibility and reducing IT managemeustc

 VMware Mirage , a unique solution for managing laptops and dgsktbat combines centralized Windows image and data
management for corporate IT with the ability fodarsers to run their local devices, fully leverapiocal hardware and performance.
Mirage provides an easy migration path from Wind&{#s while also providing robust self-service imagpair, and device
backup/recovery.

We offer additional other end-user computing prasiuiocluding VMware ThinApp, VMware Zimbra, VMwak&orkstation and VMware
Fusion.

Cloud Application Platform and the Pivotal Initiatie

VMware also offers Cloud Application Platform saduits to help organizations build, run and manaderprise applications in public,
private or hybrid clouds optimized for vSphere. @loud Application Platform provides open source
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application frameworks, application run-time antedaanagement solutions and an open platform as/&s, or PaaS. Our SpringSource
product group develops and supports the Springagijan framework for enterprise Java applicatiand the Grails framework for high
productivity web applications written in the Groopsogramming language. Both of these frameworkopen source software.

Our VMware Cloud Application Platform runtime andtd products enable developers to deploy and maggieations and databases in
traditional server environments as well as on aiifed infrastructure based on vSphere. These ptsduclude VMware vFabric GemFire,
which enables real-time data distribution, cackiing management for high performance and cloud egijdins and vFabric Data Director,
which enables simplified management and operatiatatabases on vSphere.

In December 2012, VMware and EMC launched the BiMaitiative, pursuant to which both companiesipia commit technology, peof
and programs to focus on Big Data and Cloud AppticaPlatforms. The Pivotal Initiative is led by &aritz, Chief Strategy Officer of EM
and VMware's former Chief Executive Officer, anegigected to include most employees and resourodgmg within EMC's Greenplum and
Pivotal Labs organizations, VMware's vFabric (imihg Spring and Gemfire), Cloud Foundry and Cetgamizations, as well as related
efforts.

Technology Alliances

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

We have more than 1,900 technology partners witbhnvive bring joint offerings to the marketplace aweér 10,000 Service Provider
partners. We classify our partners as follows:

* Independent Hardware Vendors (“IHVs"). We have established relationships with large systendors, including Cisco, Dell,
Fujitsu, Fujitsu-Siemens, HP, IBM, Lenovo and NEC jbint certification and calevelopment. We also work closely with AMD, Ir
and other IHVs to provide input on product develepirto enable them to deliver hardware advancentieatbenefit virtualization
users. We coordinate with the leading storage atdarking vendors to ensure joint interoperabidityd enable our software to access
their differentiated functionality.

* Independent Software Vendors (“ISVs").We partner with leading systems management, imfretsire software and application
software vendors - including the top healthcardectam, finance and retail market leaders - to éelixalue-added products that
integrate with our VMware products.

 VMware Service Providers.We have established partnerships with over 10,88dce providers including Bluelock, Colt, Sing Tel
CSC, Dell, Hitachi, Optus, OVH, Softbank and AT&T @nable them to host and deliver enterprise-tigbsd clouds as a way for
enterprises to extend their datacenters to extetoatls, while preserving security, compliance gudlity of service.

The VMware Technology Alliance Partner program Ifeaties joint solution creation and coordinatedtganarket activities with our
partners. Over 4,500 of the most widely used appbas from ISVs support the VMware vSphere plaifor hese applications include busir
solutions for enterprise resource planning, huneaource management, electronic medical recordsgeament, financial processing and
middleware, such as application servers and dagabas an extension to this rapidly growing lisg lnave expanded our VMware Ready
program to allow application software and desktlptton providers to qualify for the VMware Readygb. The VMware Ready Desktop
Solutions program validates the reference architecnd desktop specialization of solution provédeat simplify VMware virtual desktop
environments.

Our ISVs and other alliance partners, developedsaaltitional VMware community members have distéloiumore than 900 software
applications as virtual appliances. We invest sigait capital in testing and certification of iaftructure to rigorously ensure our software
works well with major hardware and software produ¥e have more than 9,100 servers, storage, dQham-client devices that are VMware
Ready. We have successfully tested approximatedyopérating system versions for use with our sohgti We believe that the scale and scop
of this effort is a significant competitive advagea

Research and Development

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

We prioritize our product development efforts thygbwa combination of engineering-driven innovationd austomer and market-driven
feedback. Our R&D culture places high value on iratmn, quality and open collaboration with ourtpars.
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We currently participate in numerous standards ggsand VMware employees hold a variety of standardanization leadership positions,
including with the Distributed Management Task oithe Standard Performance Evaluation Corporati@nQpen Networking Foundation
and the Open Stack Foundation.

Our R&D expenses totaled $999.2 million , $775.1lian , and $653.0 million in 2012, 2011 and 206dspectively. No R&D costs were
capitalized in 2012. We capitalized $86.4 milliordes71.6 million of R&D costs that were in addititmour R&D expenses in 2011 and 2010.

Sales and Marketing

We derive a significant majority of our sales froor indirect sales channel, which includes distobs) resellers, system vendors and
systems integrators. The remainder of our salpsnsarily derived from our direct sales force.

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

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

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

We have a highly leveraged Go-to-Market strategy ithcludes a direct sales force that is compleargrib our channel. Our sales force
works with our channel partners to introduce therand-user customer accounts and new sales opji@un

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

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

We primarily sell our software under perpetualtises, and our sales contracts generally requireisadcustomers to purchase
maintenance for the first year. Maintenance pertggically range from one to five years. Softwaraimenance and renewals are sold both
directly to enddser customers and via our network of channel pestiThe majority of professional services are s@dur channel, with son
professional services sold directly. End usersat#ain licenses to our products through individiiatrete purchases to meet their immediate
needs or through the adoption of enterprise licaigseements (“ELAS”). ELAs are comprehensive voldicense offerings that provide for
multi-year maintenance and support at discounteeggrELAS enable us to build long-term relatiopshwith our customers as they commit to
VMware's virtual infrastructure solutions in thdgita centers. Our sales cycle with end-user custoraages from less than 90 days to over a
year depending on several factors, including the and complexity of the customer's infrastruct

In establishing prices for our products, we take amccount, among other factors, the value ourymtsdand solutions deliver and the cost
of both alternative virtualization and hardwareusioins.

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

We raise awareness of our company and brands, trarkeroducts, and generate sales leads througiaf®land industry events, public
relations efforts, marketing materials, advertisidigect marketing, social media initiatives, fdmvnloads and our website. We have invested
in multiple online communities that enable custosrand partners to share and discuss sales andpmagit resources, best practices
implementation, and industry trends among otheictgo®ur annual user conference, VMworld, whichetd in both the U.S. and Europe, has
grown in attendance each year. We also offer managepresentations, seminars, and webinars onrodupts of virtualization and cloud
computing. We believe the combination of thesevéis strengthens our brand and enhances oumlgadarket position in our industry.

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

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

During 2012, two distributors, who purchased sofen&enses and software support from us for retsaganduser customers directly or
resellers, each accounted for over 10% of our wadd revenues. Arrow Electronics, Inc. and TechaD@brporation accounted for 15% and
12%, respectively, of our worldwide revenues in 20Q2r distribution agreements are typically termimadl will by either party upon 30 to
days' prior written notice to the other party, anither party has any obligation to purchase drassl products under the agreement. No other
channel partner accounted for more than 10% ofexenues in 2012.

Competition

The cloud computing, end-user computing and viizadibn markets are inter-related and rapidly engyWe experienced increased
competition during 2012 and expect it to signifidaintensify in the future. We compete with larged small vendors in different segments of
the cloud computing, end-user computing and viizatibn markets, and expect that new entrantsowsifitinue to enter the market and develog
technologies that, if commercialized, may compeith wur products.

We believe the key competitive factors in the cloodthputing, end-user computing and virtualizaticarkets include:
» the level of reliability, interoperability and ndwunctionality of product offering
» the ability to provide comprehensive solutionsJuding management capabiliti

» the ability to offer products that support mpii hardware platforms, operating systems, apjdicatand application development
frameworks;

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

e aproven track record of formulating and deliversngpadmap of compelling software and service ciipes;
e pricing of products, individually and in bundl

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

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

« the ability to create and maintain partneringangunities with hardware vendors, infrastructuwéhgare vendors and cloud service
providers;

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

The cloud computing market is in a high state X fivith both established and new technology cormgsawnying for thought leadership a
market share. Currently, Amazon EC2, Microsoft Azand emerging open source efforts present alteesab VMware's hybrid cloud
computing vision.

Microsoft is also our primary competitor for datnter virtualization solutions. In 2012, Microsodteased improved versions of its Hyper
V virtualization offering and System Center suifeviotualization management products and releagettiér System Center enhancements in
early 2013. Microsoft's offerings are positionedtonpete with our virtual infrastructure, virtu@tion management and some of our free date
center product offerings.

We also compete with Citrix and its collaboratievith Microsoft for end-user computing solutions amith companies whose
virtualization products are based on emerging gmemce technologies. In addition, we compete watimganies that take different approaches
to virtualization. Furthermore, our VMware vSpheuitions compete with products that provide highilability clustering, workload
management and resource management.

We also expect to compete with new entrants telinwed computing, end-user computing and virtualimamarkets, which may include
parties currently selling our products and our eartechnology partners. Existing and future coitgmstmay introduce products in the same
markets we serve or intend to serve, and competiogucts may have better performance, lower priceter functionality and broader
acceptance than our products. Our competitors nsayaald features to their cloud computing, end-usemputing and virtualization products
that are similar to features that presently diffiéisde our product offerings from theirs. Additidigasome of our competitors may make
acquisitions or enter into partnerships or otheatsgic relationships with one another to offer encomprehensive solutions than those they
individually had offered. Some
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competitors have in the past, and may in the futalee advantage of their existing relationshipghwiur business partners to engage in
business practices such as distribution and licesstections that make our products less attradtivour channel partners and end users.

Information technology companies are also increfggiseeking to deliver top-to-bottom IT solutiommsend users that combine enterprise-
level hardware and software solutions that carr @fftlernatives to our cloud computing, end-user potimg and virtualization platform. In
addition, competitors who have existing relatiopshiith our current or prospective end users couihrate competitive capabilities into their
existing products and make them available withaldiittonal charge. Many of our current and potent@hpetitors have longer operating
histories, greater name recognition, a larger enstdbase and significantly greater financial, téchinsales and marketing and other resource
than we do. Overall however, we believe our mapkesition, large virtualization customer base, sgroatwork of partners and indirect sales,
broad and innovative solutions suite, and platfagnostic approach position us to compete effegtivel

Intellectual Property

As of December 31, 2012, approximately 300 patisstged by the United States Patent and TrademdideOfave been granted or
assigned to us. We also have been granted or aslsmtents from other countries. These patents esavmus aspects of our server
virtualization and other technologies. The granteited States patents will expire beginning in 204Bh the last patent expiring in 2031. We
also have numerous pending United States provisamhnon-provisional patent applications, and maug pending foreign and international
patent applications, that cover other aspects pfwtualization and other technologies.

We have federal trademark registrations in the éthitates for “VMWARE,” “VMWORLD,” “VMWARE FUSION,"“VSPHERE,”
“YVMWARE VCLOUD,” “VMWARE VIEW,” “VMOTION,” “ZIMBRA” and numerous other trademarks. We have also eegistrademarks
in a number of foreign countries.

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

We enforce our intellectual property rights in theited States and a number of foreign countriespide our efforts, the steps we have
taken to protect our proprietary rights may noaidequate to preclude misappropriation of our petary information or infringement of our
intellectual property rights, and our ability tolige such misappropriation or infringement is umaier, particularly in countries outside of the
United States. United States patent filings arenidéed to provide the holder with a right to exclotieers from making, using, offering to sell,
selling or importing into the United States produobvered by the claims of granted patents.

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

Employees

As of December 31, 2012, we had approximately XB@@ployees in offices worldwide, less than 5% bifolv were contracted through
EMC. None of our employees are represented by labimns, and we consider current employee relatiote good.

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

Available Information

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

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

e announcements of investor conferences, speecttesvents at which our executives talk about codyrcts, services and competitive
strategies (Archives of these events are alsoablaifor a limited time.);
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» additional information on financial metrics, lnding reconciliations of noGAAP financial measures discussed in our preseamstic
the nearest comparable GAAP measure;

e press releases on quarterly earnings, productemite announcements, legal developments and atterral news

e corporate governance information including centificate of incorporation, bylaws, corporate gamance guidelines, board committee
charters, business conduct guidelines (which cites our code of business conduct and ethicsptrat governanceelated policies

« other news, blogs and announcements that we mayrpostime to time that investors might find udefu interesting; an

e opportunities to sign up for email alerts and R&&I6 to have information pushed in real t

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

Unless the context requires otherwise, we areniafgto VMware, Inc. when we use the terms “VMwatee “Company,” “we,

our” or

“

us.

ITEM 1A. RISK FACTORS

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

Risks Related to Our Business

As the market for our computer virtualization prodts has matured, we have been increasingly develggind marketing products an
services targeted toward the delivery, management automation of information technology‘IT”) infrastructure, platforms and services
through cloud-based solutions. If businesses do fiotl our cloud computing solutions compelling, ouevenue growth and operating
margins may decline.

Our products and services are based on computeahiation and related technologies that have ariiljmbeen used for virtualizing on-
premises data centers. As the market for data iceintealization has matured, we have increasimitgcted our product development and
marketing toward products and services that enaldeesses to utilize virtualization as the fourmtafor cloudbased computing, managen
and automation of the delivery of IT resources and-user computing. We are also investing in theeld@ment of products and services for
the emerging platform as a service, or “PaaS,”suftlvare as a service, or “SaaS,” markets. Ouresgcdepends on organizations and
customers perceiving technological and operatibrakfits and cost savings associated with the &sang adoption of virtualization-based
infrastructure and management solutions for claudputing, application development and end-user edimg. As the market for our data
center virtualization products mature and the sohteur business increases, the rate of growthuirpooduct sales will likely be lower than
those we have experienced in earlier periods anexpect our annual revenue growth rate in 2013tk from the growth rate of 22%
experienced in 2012. In addition, to the extent tha newer cloud computing infrastructure manageraed automation, or software-defined
data center (“SDDC"), solutions, end-user compytiP@aS and SaaS solutions are adopted more slovdgsocomprehensively than we
expect, our revenue growth rates may slow matgraalbur revenue may decline substantially.

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

In fiscal year 2012, approximately 90% of our lisemevenues were from our cloud infrastructureraadagement solutions with the
balance from our other solutions. Although we amunti to develop other applications for our virtuatiian technology such as our end-user
computing products, we expect that our data cesitieralization products and related enhancemendsugigrades will constitute a majority of
our revenue for the foreseeable future. Declingsvamiability in demand for our data center virtaation products could occur as a result of:

e improved products or product versions being offdrgdompetitors in our marke
e competitive pricing pressurt
» failure to release new enhanced versions of our data center virtualizgti@ulucts on a timely basis, or at

» technological change that we are unable to addréth our data center virtualization productshat changes the way enterprises
utilize our products; and
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* general economic conditiol

Also, as more and more businesses achieve thelazdtion of their data centers and other IT fumes, the market for our VMware
vSphere product line may become saturated. If Wédfégntroduce compelling new features in futurguades to our VMware vSphere product
line, develop new applications for our virtualizatitechnology or provide product suites based erMiliware vSphere platform that address
customer requirements for integration, automatiwh management of their IT systems, demand for VMw&phere may decline.

Due to our product concentration, our businessnfiial condition, results of operations, and césid would therefore be adversely
affected by a decline in demand for our data cevitaralization products.

Additionally, in connection with the announcemeaniiugust 2012 of our latest product suite centeqgoh vSphere, we announced the
elimination of the virtualization-based entitlemémuuse vSphere that was based upon virtual memomRAM. We had introduced the
VRAM-based entitlement with the release of our pviersion of vSphere in the third quarter of 2011 diminated the entitlement in the third
quarter of 2012. Instead, when sold on a perp&iasis, vSphere will continue to license on a peegssor basis but without core, vRAM or
number of virtual machine limits. Although we curtly do not expect the elimination of the vRAM eletinent to have a material impact upon
our revenues, there can be no assurance that evéntuture periods will not be materially and exbely affected due to the elimination of the
VRAM-based entitlement.

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

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

VMware's strategy for the data center is to delither software-defined data center. In 2010, wedhced the first of our vCenter and
vCloud products, which we combined in 2011 with e8hield security product line to create our newud! Infrastructure and Management
(“CIM") Suite offering. In 2012, we delivered the vCloudt&uwhich delivers a comprehensive suite for cloathputing in a single SKU wil
simplified licensing.

In 2012, we acquired two companies that furtherbtivdre's SDDC strategy; we acquired Dynamic Opspaiger of cloud automation
solutions that enable provisioning and managentelit services across heterogeneous environmentsNaira, a developer of software-
defined networking and a leader in network virtzadion for open source initiatives.

In connection with our 2009 acquisition of Spring8me, we announced our intention to use Spring®oswtutions to extend VMware’s
strategy to deliver solutions in the emerging Pam8ket and have since also acquired GemFire andiR&D as part of our overall PaaS
strategy. Additionally, SpringSource’s current oiffigs and their underlying open source technolaggitipn us in the enterprise and web
application development markets. In 2011, we anoedrCloudFoundry, a VMware-operated developer ckardice and a new open source
PaasS project for the development of applicatiorsgihed to utilize cloud computing, and in 2012,amaounced that we planned to commit
resources and programs, including SpringSource,Fderand CloudFoundry to the Pivotal Initiativeyigual organization that also includes
Big Data resources contributed by EMC.

We also continue to expand and enhance our endeasgputing offerings, such as VMware View, and @12 announced the upcoming
Horizon Suite, a solution that is expected to piewend users with a single place to get accesebodapps, data and desktops and give IT a
single management console to manage entitlemeniisigs and security. In 2012, we also acquired @an a leading provider of intelligent
desktop solutions that centralize and simplify iienagement of physical desktop images while engibliers to take advantage of the native
performance of a PC.

Our acquisitions of Zimbra and Socialcast in 2046 2011 were a part of VMware’s strategy to ertieréamerging SaaS market. In 2011,
we also acquired Digital Fuel, which provides Ifdncial and business management solutions.

The expansion of our offerings to deliver the SD&W address IT management and automation, laaS,amhSaaS offerings subjects us
to additional risks, such as the following:

e These initiatives may present new and diffitetthnological challenges. Significant investmenitslve required to acquire and
develop solutions to those challenges. End useyscmaose not to adopt our new product or serviteriogs and we may be unable
recoup or realize a reasonable return on our invests.

« Some of our new initiatives are hosted by tipiadties whom we do not control but whose failurerevent service disruptions, or
other failures or breaches may require us to issedits or refunds or indemnify or otherwise bélkato customers or third parties for
damages that may occur. Any transition of our sexwifrom a third party hosting service to our owtaccenters would also entail a
risk of service disruption during a transition. \Wiay be subject to claims if customers of theseisemfferings experience service
disruptions or failures, security breaches, dagade or other quality issues.
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» The success of these new offerings depends tlygotooperation of hardware, software and clouditngsendors to ensure
interoperability with our products and offer comiphl products and services to end users. If waiaable to obtain such cooperation,
it may be difficult and more costly for us to achédunctionality and service levels that would make new products and services
attractive to end users.

We will need to develop and implement approprigd-to-market strategies and train our sales fiorceder to effectively market
offerings in product categories in which we mayéass experience than our competitors. Accordjragig users could choose
competing products over ours, even if such offeriage less advanced than ours.

e Ourincreasing focus on developing and markefflnphanagement and automation, laaS (includingrsott-defined networking), Pai
and Saas offerings that enable customers to tnangfweir IT systems will require a greater focusnoarketing and selling product
suites and more holistic solutions, rather thalingebn a product-by-product basis. Consequentlywill need to develop new
strategies for marketing and selling our offerinms; customers’ purchasing decisions may become wamplex and require
additional levels of approval and the durationalés cycles for our offerings may increase.

We will need to develop appropriate pricing &tgges for our new product initiatives. For examjitidas frequently been challenging
for software companies to derive significant revestreams from open source projects, such asreftaur PaaS offerings.
Additionally, in some cases our new product initie$ are predicated on converting free and triatsito paying customers of the
premium tiers of these services, and therefore wstmaintain a sufficient conversion ratio for sgelnvices to be profitable. Also,
certain of our new product initiatives have a suipsion model. We may not be able to accuratehdjmtesubscription renewal rates or
their impact on results, and because revenue igréred for our services over the term of the stipson, downturns or upturns in
sales may not be immediately reflected in our tesul

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

e The cloud computing and virtualized end-user poting markets are in early stages of developn@titer companies seeking to enter
and develop competing standards for the cloud compmarket, such as Microsoft, IBM, Oracle, Googtel Amazon, and the end-
user computing market, such as Citrix and Micrqgudie introduced or are likely to introduce thaim initiatives that may compete
with or not be compatible with our cloud and enéfusomputing initiatives which could limit the degrto which other vendors
develop products and services around our offeramgsend users adopt our platforms.

» Emerging IT sectors, such as those within I&&S and SaaS, are frequently subject to a “fiosteni effect pursuant to which cert:
product offerings can rapidly capture a significpattion of market share and developer attentidver&fore, if competitive product
offerings in these sectors gain broad adoptionreedars, it may be difficult for us to displace kwfferings regardless of the
comparative technical merit, efficacy or cost of ptoducts.

Additionally, our newer initiatives may be less fitable than those we have achieved in the marketsurrently serve, and we may not be
successful enough in these newer activities tougoar investments in them. If any of these riskesento occur, it could damage our reputa
limit our growth and negatively affect our opergtiresults.

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

Our business depends on the overall demand fomiration technology and on the economic health ofcourent and prospective
customers. The purchase of our products is oftecretionary and may involve a significant commitingfincapital and other resources. Weak
economic conditions or significant uncertainty nelijag the stability of financial markets could adsely impact our business, financial
condition and results of operations in a numbexays, including by lengthening sales cycles, afifigcthe size of enterprise license agreerr
(“ELAS") that customers will commit to, reducingettevel of our non-ELA transactional sales, lowgnamices for our products and services,
reducing unit sales and reducing the rate of adopif our products by new customers and the witiegs of current customers to purchase
upgrades to our existing products. The ongoing ige debt crisis in Europe threatens to suppressatid and our customers’ access to cred
in that region, which is an important market for puwoducts and services. Additionally, in respotssustained economic uncertainty, many
national and local governments that are curreprespective customers for our products and seryvinekiding the U.S. federal government,
have also made, or announced plans to make, signifspending cutbacks which could reduce the atrafugovernment spending on IT and
the potential demand for our products and services the government sector.
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Ongoing economic uncertainty has also resulteeiregal and ongoing tightening in the credit marKeiser levels of liquidity, increases
in the rates of default and bankruptcy and sigaiftovolatility in the credit, equity and fixed inb@ 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 tc
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 makinmgtggic investments in our business, many of oorpeditors have significantly greater
financial, technical and other resources than weadd if the economic recovery is anemic or notasnsd, they may be better positioned to
continue investment in competitive technologies.

If we are unable to successfully implement our plémstreamline our operations, our business outloaid financial results could b
adversely affected.

In January 2013, in order to enable us to focusasmess on strategic areas we have determinas nwost compelling, we approved,
subject to compliance with all applicable legalightions, a plan to streamline our operations. glaa includes the elimination of
approximately 900 positions and personnel and angld exit of certain lines of business and conatibth of facilities. Any such proposals in
countries outside the United States are subjeatréview of efficiency, resources and performanée plan is expected to be completed by th
end of 2013. Finalization of the plan will be suttjo local information and consultation processéh employee representatives if required by
law.

The changes to our business may be disruptivewanuay not be able to realize the market oppoigsithat we believe are available to
us in the areas of our strategic focus. Additignalle may not be able to achieve the cost savirgpnaject from this plan. Because the details
of our facilities consolidation and divestitures aiot yet final, the total amount expected to leeiired in connection with our plan may not be
achieved and its timing may be delayed. If we ar&ble to achieve our plan when planned, the tiroirtfpe costs and charges associated with
the plan may be delayed or not fully achieved. &xir from certain lines of business could have gatiee impact on sales and marketing
strategies and reduce our future revenues andgbimje and the costs of implementing the plan maweigh the commensurate benefits.
Accordingly, our activities to streamline our op@as, including any related charges and the impéthe related headcount reductions, could
have a material adverse effect on our businessatipg results, and financial condition.

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

The virtualization, cloud computing, and end-usenputing markets are inter-related and rapidly @ngl. We experienced increased
competition during 2012 and expect it to remaiemse in 2013. For example, Microsoft continues ékenncremental improvements to its
virtual infrastructure and virtual management piciduln September 2012, Microsoft began shippingddivs Server 2012, which includes a
more advanced version of its Hyper-V virtualizatimoduct, which continues its push into the virizetion market, and more recently,
Microsoft released System Center 2012, its bunfileanagement products targeted at legacy and Vetuaronments. Microsoft also has
cloud-based computing offerings and recently annedrinfrastructure as a service (“laaS”)-like calit#ds for Windows Azure. We also face
competition from other companies that have annadiaceumber of new product initiatives, allianced aansolidation efforts. For example,
Citrix Systems continues to enhance its end-usgisarnver virtualization offerings and now has arlihypervisor in the market. IBM, Google
and Amazon have existing cloud computing offeriagd announced new cloud computing initiatives. Ratlhas released commercial
versions of Linux that have virtualization capai@k as part of the Linux kernel (“KVM”) and hasalannounced plans for cloud computing
products. Other companies have indicated theintiae to expand offerings of virtual management alodid computing solutions as well.
Additionally, our vision for hybrid cloud computirig which enterprises pool internal and externatd3ources running on a common vSphere
infrastructure competes with low-cost public clonftastructure offerings such as Amazon EC2 andgBoGompute Engine. Enterprises and
service providers have also shown significant egem building their own clouds based on open®@®projects such as OpenStack.

We believe that the key competitive factors invhrualization and cloud computing markets include:
« the level of reliability, security and new functadity of product offerings
» the ability to provide comprehensive solutionsjuding management and security capabili

» the ability to offer products that support mpii hardware platforms, operating systems, apjdicatand application development
frameworks;

» the ability to deliver an intuitive end-user exience for accessing data, applications and ses¥iom a wide variety of end-user
devices;
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the ability to effectively run traditional IT apphtions and emerging applicatic

» the proven track record of formulating and delimgra roadmap of virtualization and cloud computiagabilities
e pricing of products, individually and in bundl

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

e pricing of products, individually and in bundl

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

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

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

Existing and future competitors may introduce piddun the same markets we serve or intend to santecompeting products may have
better performance, lower prices, better functiipaind broader acceptance than our products. @upetitors may also add features to their
virtualization, end-user and cloud computing pradwimilar to features that presently differentiate product offerings from theirs. Many of
our current or potential competitors also have &rgperating histories, greater name recognitengdr customer bases and significantly
greater financial, technical, sales, marketing e@ther resources than we do. This competition coesdlt in increased pricing pressure and :
and marketing expenses, thereby materially redusimgperating margins, and could harm our abibitincrease, or cause us to lose, market
share. Increased competition also may preventoms 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 potentiapetitors supply a wide variety of
products to, and have well-established relatiorsshih, our current and prospective end usersekample, small to medium sized businesse:
and companies in emerging markets that are evafu#ie adoption of virtualization-based technolegiad solutions may be inclined to
consider Microsoft solutions because of their éxgsuse of Windows and Office products. Some o$¢heompetitors have in the past and may
in the future take advantage of their existingtiefeships to engage in business practices that makproducts less attractive to our end users
Other competitors have limited or denied suppartfieir applications running in VMware virtualizati environments. These distribution,
licensing and support restrictions, as well as oflusiness practices that may be adopted in theeity our competitors, could materially
impact our prospects regardless of the merits ppoaducts. In addition, competitors with existirdationships with our current or prospective
end users could in the future integrate competitaeabilities into their existing products and mékem available without additional charge.
For example, Oracle provides free server virtusiimasoftware intended to support Oracle and @wacle applications, and Microsoft offers
own server virtualization software packaged wighWindows Server product and offers built-in vitization in the client version of Windows.
As a result, existing VMware customers may eleetsde products that are perceived to be “free” eryMow cost” instead of purchasing
VMware products and services for certain applicaiovhere they do not believe that more advancedangst capabilities are required.
Competitors may also leverage open source techigslog offer zero or low cost products capableudfipg pricing pressure on our own
product offerings. By engaging in such businesstaras, our competitors can diminish competitiveadages we may possess by
incentivizing end users to choose products th&t $aene of the technical advantages of our own st Even if customers find our products
to be technically superior, they may choose to empl‘multiple-vendor’ strategy, regardless of teehnical merits of VMware’s products,
where they purposely deploy multiple vendors irirteavironment in order to prevent any one vendomf gaining too much control over their
IT operations.

We also face potential competition from our parsn&or example, third parties currently selling products could build and market their
own competing products and services or market ctimpproducts and services of third parties. Ifave unable to compete effectively, our
growth and our ability to sell products at profi@margins could be materially and adversely afféct

Industry alliances or consolidation may result im¢reased competitior

Some of our competitors have made acquisitionseatered into or extended partnerships or othetegfi@relationships to offer more
comprehensive virtualization and cloud computinigithons than they individually had offered. In 20Ttrix Systems continued to invest in
desktop virtualization marketing by continuingdtese collaboration with Microsoft and acquired Hergplayers like Zenprise and Virtual
Computer. Moreover, information technology comparaiee increasingly seeking to deliver top-to-bottdnsolutions to end users that
combine enterprise-level hardware and softwaretisolsi to provide an alternative to our virtualipatiplatform. For example, in 2011, Oracle
brought to market integrated hardware and softwahetions that utilized technologies from its 2@k@uisition of Sun Microsystems, and
Microsoft and Hewlett-Packard continued their dofieation based on Microsoft’s cloud computing amtlalization platforms. In 2011, Citrix
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announced its acquisition of Cloud.com, which affan 1aaS cloud services solution, and Red Hatroged to invest in the Open Virtualizat
Alliance (“OVA”) to bolster KVM as a direct compédr to VMware vSphere. In 2012, Dell acquired W¥sehnologies to bolster its ability to
serve the “cloud client” market and Quest to enhdatemanagement and automation solutions. Softdefieed networking is a new frontier,
and many companies are active in this space. Fample, in 2012, Cisco acquired Cariden and Megaid, Juniper acquired Contrail Systems.
In February 2013, Microsoft committed to particgpat the proposed leveraged buyout of Dell. We ekfieese trends to continue as compe
attempt to strengthen or maintain their markettmoss in the evolving virtualization infrastructuaed enterprise IT solutions industry. Man'
the companies driving this trend have significagigater financial, technical and other resourban tve do and may be better positioned to
acquire and offer complementary products and tdolgies. The companies and alliances resulting fleese possible combinations may cr
more compelling product offerings and be able ferofreater pricing flexibility than we can or meggage in business practices that make it
more difficult for us to compete effectively, inding on the basis of price, sales and marketingnaros (such as providing greater incentives
to our channel partners to sell a competitor's pody technology or product functionality. This goatition could result in a substantial loss of
customers or a reduction in our revenues.

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

The markets for our software solutions are charaeté by rapid technological changes, changingaruet needs, frequent new software
product introductions and evolving industry staidaiThe introduction of thirgarty solutions embodying new technologies ancethergenc:
of new industry standards could make our existimg) fature software solutions obsolete and unmablket&loud computing is proving to be a
disruptive technology that will alter the way ttaisinesses consume, manage and provide physicasdlirces, applications, data and IT
services. We may not be able to develop updatedgte that keep pace with technological developmantl emerging industry standards anc
that address the increasingly sophisticated neledsracustomers or that interoperate with new ataipd operating systems and hardware
devices or certify our products to work with thegetems and devices. As a result, we may not leetalgccurately predict the lifecycle of our
software solutions, and they may become obsoldtad®e receive the amount of revenues that weipate from them. There is no assura
that any of our new offerings would be acceptethenmarketplace. Significant reductions in sernadated costs or the rise of more efficient
infrastructure management software could also aifemand for our software solutions. As hardwaie @nocessors become more powerful,
we will have to adapt our product and service affgs to take advantage of the increased capabiliier example, while the introduction of
more powerful servers presents an opportunity satoyprovide better products for our customersptigration of servers to microprocessors
with an increasing number of multiple cores aldoves an end user with a given number of licensqaesoof our software to multiply the
number of virtualization machines run per servaksbwithout having to purchase additional licerfses us. If we are unable to revise our
solutions and offerings in response to new tectgiold developments, our ability to retain or in@eanarket share and revenues in the
virtualization software market could be materiatversely affected.

Our operating results may fluctuate significantlyvhich makes our future results difficult to prediend may result in our operating results
falling below expectations or our guidance, whiclould cause the price of our Class A common stocklézline.

Our operating results may fluctuate due to a waéfactors, many of which are outside of our cohtAs a result, comparing our
operating results on a period-to-period basis n@ybe meaningful. Our past results should not bedeipon as an indication of our future
performance. In addition, a significant portionoofr quarterly sales typically occurs during the asnth of the quarter, which we believe
generally reflects customer buying patterns foemgntse technology. As a result, our quarterly efieg results are difficult to predict even in
the near term. If our revenues or operating resaltbelow the expectations of investors or sa@sianalysts or below any guidance we may
provide to the market, the price of our Class A nwn stock would likely decline substantially.

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

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

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

» the timing of recognizing revenues in any givenrtgrawhich, as a result of software revenue reitmgnpolicies, can be affected b
number of factors, including product announcemedrgta programs and product promotions that
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can cause revenue recognition of certain ordebg tdeferred until future products to which custasraee entitled become available;
» the sale of our products in the time frames wecgrdte, including the number and size of ordersaich quarte

e our ability to develop, introduce and ship itiraely manner new products and product enhancentleatsneet customer demand,
certification requirements and technical requiretsen

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

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

e our ability to control costs, including our opengtiexpense

» changes to our effective tax rz

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

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

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

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

« unplanned events that could affect market peimef the quality or costéffectiveness of our products and solutions;

» the recoverability of benefits from goodwill andqa@red intangible assets and the potential impaitroéthese asse

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

Developing our products is expensive. Our investireresearch and development may not result irketable products or may result in
products that take longer to generate revenuasagrgenerate less revenues, than we anticipatere®earch and development expenses wer:
over 20% of our total revenues in 2012 and 201%.fGure plans include significant investmentsdftware research and development and
related product opportunities. We believe that wesincontinue to dedicate a significant amount ebueces to our research and development
efforts to maintain our competitive position. Hoveewe may not receive significant revenues froeséhinvestments for several years, if a

We rely upon a two-tier selling strategy, which magt succeed in driving long-term sales and revergrewth.
We sell our products and services through two pymaeans, which we refer to as our ELA and our Bh#, or transactional, sales.

ELAs are comprehensive long-term license agreentkatsgrovide for multi-year maintenance and suppod constitute one-quarter to
onethird of our overall sales. These are generallgdasize transactions, typically driven by our dirgales force and are primarily attractiv
our larger enterprise customers.

Transactional sales, in contrast, tend to be smiallscope, shorter in duration with a standard-ye® maintenance term, and are
principally driven by our sales channel partnetsey represent two-thirds to three-quarters of marall sales.

During 2012, we expanded the sales of productsusiech as our vCloud suite, that integrate adwhnt@nagement and automation
features with our vSphere cloud infrastructurefptat and which are primarily sold through ELAs. \Waieve that ELAS help us grow our
business by building long-term relationships withr enterprise customers.

In 2012, our overall sales growth rate declined parad to 2011, with the growth rate in transactisates lower than the growth rate in
ELAs. In 2013, we intend to also focus our sellamgl marketing efforts to improve the growth rat®waif transactional business. As we dew
and add new product capabilities to our higher{gmodiuct offerings, our strategy is also to increthgevalue of the products sold through
the transactional business by enhancing prodattifes and capabilities. We believe that thissgatan increase sales volumes in our
transactional business and help attract new cusgta®ur product ecosystem.
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However, if our overall selling strategy is not sessful, our growth rates may decline further, amdbusiness, financial condition and
results of operations could be materially adverségcted.

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

The timing of our revenues is difficult to predi€ur sales efforts involve educating our custonadiut the use and benefit of our
products, including their technical capabilitiestgntial cost savings to an organization and adges compared to lowepst products offere
by our competitors. Customers typically undertalsggaificant evaluation process that has in the pesilted in a lengthy sales cycle which
typically lasts several months, and may last a gpedonger. We spend substantial time, effort arwhay on our sales efforts without any
assurance that our efforts will produce any safeaddition, product purchases are frequently sstligebudget constraints, multiple approvals,
and unplanned administrative, processing and atblarys. Moreover, the greater number of competiiternatives, as well as announcement:
by our competitors that they intend to introducepetitive alternatives at some point in the futwam lengthen customer procurement cycles.
cause us to spend additional time and resourceducate end users on the advantages of our proffadngs and delay product sales.
Economic downturns and uncertainty can also caus®mers to add layers to their internal purchgpeaval processes, adding further time tc
a sales cycle. These factors can have a particnfgct on the timing and length of our ELA salesles.

Additionally, our quarterly sales have historicakdflected an uneven pattern in which a dispropoete 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, earaimgjsvorking capital for each financial period
especially difficult and uncertain and increaseribk of unanticipated variations in financial ci@rah and results of operations. We believe
uneven sales pattern is a result of many factaisiding the following:

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

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

« seasonal influences, such as holiday or vacaticogs

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, financiatlit@on and results of operations could be matsriativersely affected.

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

Our success depends largely upon the continueétssref our existing management. We are also satisig dependent on the continued
service of our key development personnel for produwvation and timely development and deliveryipgrades and enhancements to our
existing products. The market for expert softwageadopers upon whom we rely has become increasamghpetitive. We generally do not
have employment or non-compete agreements witlexigting management or development personnel,thatgfore, they could terminate
their employment with us at any time without peyalbd could pursue employment opportunities with @inour competitors. Changes to
management and key employees can also lead taaadditinplanned losses of key employees. The Ibkeyoemployees could seriously harm
our ability to release new products on a timelyidaad could significantly help our competitors.

Because competition for our target employees ieimge, we may not be able to attract and retain hiighly skilled employees we need
support our planned growth, and our compensatiorpexises may increas

To execute on our strategy, we must continue tactand retain highly qualified personnel. Contmtifor these personnel is intense,
especially for senior sales executives and engingith high levels of experience in designing ardedoping software. We may not be
successful in attracting and retaining qualifiedspanel. We have from time to time in the past e®peed, and we expect to continue to
experience in the future, difficulty in hiring anetaining highly skilled employees with approprigtelifications. Many of the companies with
which we compete for experienced personnel havatgreesources than we have. R&D personnel areagigessively recruited by startup ¢
emerging growth companies, which are especialliy@@ many of the technical areas and geogramgons in which we conduct product
development. In addition, in making employment diecis, particularly in the high-technology indusiob candidates often consider the value
of the stock-based compensation they are to redeigennection with their employment. Declineshe t/alue of our
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stock could adversely affect our ability to attractetain key employees and result in increasepl@mee compensation expenses. Additioni
the plan to streamline our operations that we anced in January 2013 could have a negative impaengployee morale and make it more
difficult for us to retain and attract personnéhvk fail to attract new personnel or fail to retaind motivate our current personnel, our busine:
and future growth prospects could be severely hdrme

Our success depends upon our ability to develop peaducts and services, integrate acquired produantsl services and enhance our
existing products and services and develop appratgribusiness and pricing models.

If we are unable to develop new products and sesyintegrate acquired products and services, eetamd improve our products and
support services in a timely manner, or positioprize our products and services to meet marketdéecustomers may not buy new softwar
licenses from us, update to new versions of oungwe or renew product support. In addition, infation technology standards from both
consortia and formal standards-setting forums dsasale facto marketplace standards are rapidivéng. We cannot provide any assurance
that the standards on which we choose to develappneducts will allow us to compete effectively tmusiness opportunities in emerging ai
such as cloud computing.

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

* managing the length of the development cyclenfaw products and product enhancements, whichrbgadntly been longer than we
originally expected;

e managing customergansitions to new products, which can result ilgein their purchasing decisio
e adapting to emerging and evolving industry stanslarttl to technological developments by our conmgrsténd custome
» entering into new or unproven markets with whichhaee limited experienc

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

» incorporating and integrating acquired products i@etinologies; ar
» developing or expanding efficient sales chan

In addition, if we cannot adapt our business mottelseep pace with industry trends, our revenuesddoe negatively impacted. For
example, if we increase our adoption of subscripbased pricing models for our products, we matdeset pricing at levels appropriate to
maintain our revenue streams or our customers megse to deploy products from our competitors they believe are priced more favorably.
Additionally, we may fail to accurately predict Sabiption renewal rates or their impact on resuatg] because revenue from subscriptions is
recognized for our services over the term of tHesetiption, downturns or upturns in sales may moinbmediately reflected in our results. As
we offer more products that depend on convertirggausf free services to users of premium serviodsaa such services grow in size, our
ability to maintain or improve and to predict corsien rates will become more important.

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

We increasingly depend upon our IT systems to condttually all of our business operations, rargfrom our internal operations and
product development activities to our marketing aalks efforts and communications with our custeraed business partners. Computer
programmers have attempted to penetrate our netsemrity and our website. Such cyberattacks taret@m misappropriate our proprietary
information and cause interruptions of our IT seegi Because the techniques used by such compatgammers to access or sabotage
networks change frequently and may not be recogningil launched against a target, we may be unabémticipate these techniques. In
addition, sophisticated hardware and operatingesystoftware and applications that we produce orypmofrom third parties may contain
defects in design or manufacture, including “bugsti other problems, that could unexpectedly interf@th the operation of the system. We
have also outsourced a number of our businessi@unscto third party contractors, and our busingsrations also depend, in part, on the
success of our contractors’ own cybersecurity messsimilarly, we rely upon distributors, resedlesystem vendors and systems integrators
to sell our products and our sales operations dkpempart, on the reliability of their cybersedynmeasures. Additionally, we depend upon ou
employees to appropriately handle confidential daiz deploy our IT resources in safe and secuhédiashat does not expose our network
systems to security breaches and the loss of Aatardingly, if our cybersecurity systems and thoSeur contractors fail to protect against
unauthorized access, sophisticated cyberattackthendishandling of data by our employees and eacturs, our ability to conduct our
business effectively could be damaged in a numbeaags, including:

19




Table of Contents

» sensitive data regarding our business, includitglectual property and other proprietary data|dde stoler

e our electronic communications systems, includingpil and other methods, could be disrupted, amébility to conduct our business
operations could be seriously damaged until sustesys can be restored and secured;

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

» defects and security vulnerabilities could bpleited or introduced into our software productereby damaging the reputation and
perceived reliability and security of our produatsl potentially making the data systems of ouratusts vulnerable to further data
loss and cyberincidents; and

« personally identifiable data of our customers, @yeés and business partners could be stolen ¢

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

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

Our products are highly technical and complex aviten deployed, have contained and may containgmiefects or security
vulnerabilities. Some errors in our products maly &xe discovered after a product has been instalfeHused by customers. Any errors, def
or security vulnerabilities discovered in our protduafter commercial release could result in lds®wenues or delay in revenue recognition,
loss of customers and increased service and wgreast, any of which could adversely affect ouribess, financial condition and results of
operations. Undiscovered vulnerabilities in ourdurats 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. In thet,pdMware has been made aware of
public postings by hackers of portions of our sewode. It is possible that the released source codld expose unknown security
vulnerabilities in our products that could be exjgid by hackers or others. Actual or perceived sgcuulnerabilities in our products could
harm our reputation and lead some customers tonrpteducts, to reduce or delay future purchasesercompetitive products. End users,
rely on our products and services for the interapidity of enterprise servers and applications #ratcritical to their information systems, may
have a greater sensitivity to product errors amdisty vulnerabilities than customers for softwareducts generally. Any security breaches
could lead to interruptions, delays and data losspotection concerns. In addition, we could feleéms for product liability, tort or breach of
warranty, including claims relating to changestio products made by our channel partners. Our aotstwith customers contain provisions
relating to warranty disclaimers and liability litafions, which may not be upheld and customerschadnel partners may seek indemnifica
from us for their losses and those of their custaimaefending a lawsuit, regardless of its mesiGastly and time-consuming and may divert
management’s attention and adversely affect th&etiarperception of us and our products. In addijtibour business liability insurance
coverage proves inadequate or future coverageagailable on acceptable terms or at all; our bissipnancial condition and results of
operations could be adversely impacted.

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

Revenues from customers outside the United Statapiised approximately 52% of our total revenueth@years ended 2012 and 2011 ,
respectively. We have sales, administrative, reseand development and technical support personmeimerous countries worldwide. We
expect to continue to add personnel in additionahtries. Additionally, our investment portfolioccindes investments in non-U.S. financial
instruments and holdings in non-U.S. financialitosions, including European institutions. Our imtational operations subject us to a variety
of risks, including:

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

» increased exposure to foreign currency exchangerisit
» difficulties in enforcing contracts and collectiagcounts receivable, and longer payment cyclegcély in emerging marke

» difficulties in delivering support, training andaomentation in certain foreign mark
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» tariffs and trade barriers and other regulatorgontractual limitations on our ability to setl@evelop our products in certain foreign
markets;

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

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

» the overlap of different tax structures or charnigaaternational tax law

» reduced protection for intellectual property righteluding reduced protection from software piratgome countrie
« difficulties in transferring funds from certain attties; an

» difficulties in maintaining appropriate controldatng to revenue recognition practic

Additionally, as we continue to expand our busirgdebally, we will need to maintain compliance wielgal and regulatory requirements
covering the foreign activities of U.S. corporagpsuch as export control requirements and theigfof@orrupt Practices Act, as well as with
local regulatory requirements in nd@hS. jurisdictions. Our success will depend, igéapart, on our ability to anticipate and effedgvamanage
these and other risks associated with our internatioperations. We expect a significant portioowf growth to occur in foreign countries,
which can add to the difficulties in maintainingegdate management and compliance systems andah¢emtrols over financial reporting and
increase challenges in managing an organizatioratipg in various countries.

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

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

Our products interoperate with Windows, Linux arlden operating systems and the hardware devicesroérous manufacturers.
Developing products that interoperate properly regusubstantial partnering, capital investment@mgloyee resources, as well as the
cooperation of the vendors or developers of theaipgy systems and hardware. Operating system artiMare vendors may not provide us
with early access to their technology and prodwdsist us in these development efforts or shateavisell to us any application programming
interfaces, or APIs, formats, or protocols we maga If they do not provide us with the necessarlyeaccess, assistance or proprietary
technology on a timely basis, we may experiencdycbdevelopment delays or be unable to expangmatucts into other areas. To the ex
that software or hardware vendors develop prodhetscompete with ours or those of our controlétgckholder, EMC, they may have an
incentive to withhold their cooperation, declinesttare access or sell to us their proprietary ABttstocols or formats or engage in practices tc
actively limit the functionality, or compatibilitygnd certification of our products. To the extdvdttwe enter into collaborations or joint
development and marketing arrangements with ceht@idware and software vendors, vendors who comyigteour collaborative partners
may similarly choose to limit their cooperation kwits. In addition, hardware or operating systendeesnmay fail to certify or support or
continue to certify or support our products forittsystems. If any of the foregoing occurs, ourduat development efforts may be delayed or
foreclosed and our business and results of opesatiay be adversely affected.

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 channefnd the processes and procedures that support tikeoid cause a reduction in the
number of end users of our products.

Our future success is highly dependent upon maiimgiand increasing the number of our relationshijtlk distributors, resellers, system
vendors and systems integrators. Because we rafystnibutors, resellers, system vendors and systatagrators, we may have little or no
contact with the ultimate users of our productsreéby making it more difficult for us to establistand awareness, ensure proper delivery anc
installation of our products, service ongoing coso requirements, estimate end-user demand andré$p evolving customer needs.

Recruiting and retaining qualified channel partrard training them in the use of our technology pratluct offerings requires significant
time and resources. In order to develop and expandistribution channel, we must continue to expand improve our processes and
procedures that support our channel, includingimugstment in systems and training, and those gesseand procedures may become
increasingly complex and difficult to manage. Timeet and expense required for sales and marketg@narations of our channel partners to
become familiar with our product offerings, inclagiour new
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product developments, may make it more difficulintipoduce those products to end users and deldyser adoption of our product offerings.

We generally do not have long-term contracts orimmimm purchase commitments with our distributorsehers, system vendors and
systems integrators, and our contracts with thhaarel partners do not prohibit them from offerimgducts or services that compete with
ours. Our competitors may be effective in providimgentives to existing and potential channel parrio favor products of our competitors or
to prevent or reduce sales of our products. Cestggitem vendors now offer competing virtualizatiwaducts preinstalled on their server
products. Additionally, our competitors could atfgrto require key distributors to enter into exalitg 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.rQailure to maintain and increase the number lafti@nships with channel partners would lik
lead to a loss of end users of our products whictlgvresult in us receiving lower revenues from cheinnel partners. Two of our distributors
each accounted for 10% or more of revenues duldi@ 2 Our agreements with distributors are typyctdiminable by either party upon 30 to
90 days'prior written notice to the other party, and neiitharty has any obligation to purchase or sellproyglucts under the agreements. W
we believe that we have in place, or would havelate by the date of any such termination, agreésneith replacement distributors sufficie
to maintain our revenues from distribution, if were to lose the distribution services of a sigaificdistributor, such loss could have a neg:
impact on our results of operations until such tameve arrange to replace these distribution seswidth the services of existing 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 marisecould affect the ability of our distributors, sellers and customers to comply with the
terms of credit we provide in the ordinary coursehmusiness. Accordingly, if our distributors, regets and customers find it difficult to
obtain credit or comply with the terms of their ai obligations, it could cause significant fluctueons or declines in our product revenues.

Two of our distributors each accounted for 10% orerof revenues during 2012 . We anticipate thiassaf our products to a limited
number of distributors will continue to account &significant portion of our total product reveader the foreseeable future. The
concentration of product sales among certain 8istors increases our potential credit risks. Fangple, approximately 35% of our total
accounts receivable as of December 31, 2012 wasdto two largest distributors. Some of our disttdys may experience financial
difficulties, which could adversely impact our @ation of accounts receivable. One or more of tlsteibutors could delay payments or
default on credit extended to them. Our exposu@ddit risks of our distributors may increaseuf distributors and their customers are
adversely affected by global or regional econoroieditions. Additionally, we provide credit to digtntors, resellers, and certain end-user
customers in the normal course of business. Cieditnerally extended to new customers based upoedit evaluation. Credit is extended to
existing customers based on ongoing credit evalnstiprior payment history, and demonstrated fiisstability. We often allow distributors
and customers to purchase and receive shipmeptedficts in excess of their established credittlikvie are unable to recognize revenue f
such shipments until the collection of those amsingicomes reasonably assured. Any significant deldgfault in the collection of significa
accounts receivable could result in an increased f@r us to obtain working capital from other sms, possibly on worse terms than we coul
have negotiated if we had established such worképital resources prior to such delays or defaahy. significant default could result in a
negative impact on our results of operations anaydgur ability to recognize revenue.

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

Our revenues and our collection of accounts rebéévianay be adversely impacted as a result of fatiins in the exchange rates between
the U.S. Dollar and foreign currencies. For exampie have distributors in foreign countries thatyrimeur higher costs in periods when the
value of the U.S. Dollar strengthens against far@igrrencies. One or more of these distributordccdalay 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 |
for us to obtain working capital from other sourdésve determine that the amount of accounts ked®eé to be uncollectible is greater than
estimates, we would recognize an increase in batedgense, which would have a negative impactwresults 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.

We invoice and collect in certain non-U.S. Doll@ndminated currencies, thereby conducting a podfarur revenue transactions in
currencies other than the U.S. Dollar. Althougls fliiogram may alleviate credit risk from our dstitors during periods when the U.S. Dollar
strengthens, it shifts the risk of currency fludioias to us and may negatively impact our revenaesicipated cash flows and financial results
due to fluctuations in foreign currency exchangesaparticularly the
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Euro, the British Pound, the Japanese Yen and tistrélian Dollar relative to the U.S. Dollar. Whilariability in operating margin may be
reduced due to invoicing in certain of the localreacies in which we also recognize expenses, ase exposure to foreign currency
fluctuations will introduce additional risk for viability in revenue-related components of our cdidsted financial statements.

We enter into foreign currency forward contractiédge a portion of our net outstanding monetasgtasand liabilities against moveme
in certain foreign exchange rates. Although we ekfiee gains and losses on our foreign currenaydod contracts to generally offset the
majority of the gains and losses associated wihutiderlying foreign-currency denominated asseddiabilities that we hedge, our hedging
transactions may not yield the results we expedtlionally, we expect to continue to experiencesfgn currency gains and losses in certain
instances where it is not possible or cost effectivhedge our foreign currency exposures.

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

From time to time, we are involved in various legalministrative and regulatory proceedings, clailesnands and investigations relating
to our business, which may include claims with eespo patent, commercial, product liability, empteent, class action, whistleblower and
other matters. From time to time, we receive inggifrom government entities regarding the complkaof our contracting and sales practices
with applicable regulations. Such matters canfe-{tonsuming, divert management’s attention anauress and cause us to incur significant
expenses. While no formal legal proceedings thakdchave a material impact on our financial comaitor results of operations have been
taken, there can be no assurance that actionsetithe taken in the future. Furthermore, becatiggtion and the outcome of regulatory
proceedings are inherently unpredictable, it issfiads that our business, financial condition oufessof operations could be negatively affectec
by an unfavorable resolution of one or more of suedteedings, claims, demands or investigations.

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

Our business is subject to federal, state andriatemal laws and regulations regarding privacy pradection of personal data. We collect
contact and other personal or identifying informatfrom our customers. Additionally, in connectigith some of our new product initiatives,
our customers may use our services to store armbgs@ersonal information and other user data. & pn our websites, our privacy policies
and practices concerning our treatment of persaatal. We also often include privacy commitmentsuncontracts. Any failure by us to
comply with our posted privacy policies, other fedgstate or international privacy-related or datatection laws and regulations, or the
privacy commitments contained in our contracts doabult in proceedings against us by governmemigies or others which could have a
material adverse effect on our business, finardatition and results of operations. In additidrg, increased attention focused upon liability
issues as a result of lawsuits and legislative @sals could harm our reputation or otherwise imgaeigrowth of our business.

It is possible that these laws and regulations beainterpreted and applied in a manner that isngistent with our data practices. If so, in
addition to the possibility of fines and penaltiagiovernmental order requiring that we changedatat practices could result, which in turn
could have a material adverse effect on our busir@smpliance with such an order may involve sigaiit costs or require changes in busi
practices that result in reduced revenue. Nonca@anpé could result in penalties being imposed oor wge could be ordered to cease
conducting the noncompliant activity.

In addition to government regulation, privacy aca@cand industry groups or other third parties papose new and different self-
regulatory standards that either legally or cortralty apply to our customers or us. Any inabilityadequately address privacy concerns, eve
if unfounded, or comply with applicable privacydata protection laws, regulations and standardddaesult in additional cost and liability to
us, damage our reputation, inhibit sales and hanmnbuosiness.

Additionally, our virtualization technology is useg cloud computing vendors, and we have expandeéhaolvement in the delivery and
provision of cloud computing through business allies with various providers of cloud computing &y and software and expect to conti
to do so in the future. The application of U.S. amdrnational data privacy laws to cloud comput#egdors is uncertain, and our existing
contractual provisions may prove to be inadequaf@dtect us from claims for data loss or regulat@ncompliance made against cloud
computing providers who we may partner with. Acdogtly, the failure to comply with data protectiaws and regulations by our customers
and business partners who provide cloud computngces could have a material adverse effect orbosiness.

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

Our contracts with our customers may include unigue specialized performance requirements. Inqudati, our contracts with federal,
state, local and non-U.S. governmental custometanarrangements with distributors and reseildrs may sell directly to governmental
customers are subject to various procurement régn& contract provisions and other requiremesiigting to their formation, administration
and performance. Any failure by us to comply withygsions in our customer contracts or any violatid government contracting regulations
could result in the imposition of various civil and
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criminal penalties, which may include terminatidrcontracts, forfeiture of profits, suspension afyments and, in the case of our government
contracts, fines and suspension from future govemroontracting. Further, any negative publicityated to our customer contracts or any
proceedings surrounding them, regardless of itaracy, may damage our business and affect outyatilicompete for new contracts. From
time to time, we receive inquiries from governmentities regarding the compliance of our contractind sales practices with applicable
regulations. While no formal legal proceedings ttmild have a material impact on our financial ¢bod or results of operations have been
taken, there can be no assurance that actionsatibhe taken in the future. If our customer corigace terminated, if we are suspended from
government work or fines or other government sanstiare imposed, or if our ability to compete fewrcontracts is adversely affected, we
could suffer an adverse effect on our businessatipg results or financial condition.

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

We depend on our ability to protect our propriet@shnology. We rely on trade secret, patent, dghyand trademark laws and
confidentiality agreements with employees and tpadies, all of which offer only limited protectioAs such, despite our efforts, the steps we
have taken to protect our proprietary rights malyb@adequate to preclude misappropriation of oopretary information or infringement of
our intellectual property rights, and our abilityfolice such misappropriation or 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 fron
our patent applications, which are not certainy tinay be contested, circumvented or invalidatetthénfuture. Moreover, the rights granted
under any issued patents may not provide us wipr@tary protection or competitive advantages, asdvith any technology, competitors
may be able to develop similar or superior techgie®to our own now or in the future. In additiarg rely on confidentiality or license
agreements with third parties in connection witkirthuse of our products and technology. There iguarantee that such parties will abide by
the terms of such agreements or that we will be tbhdequately enforce our rights, in part becaweseely on “click-wrap” and “shrink-wrap”
licenses in some instances.

Detecting and protecting against the unauthorizedad our products, technology and proprietarytagh expensive, difficult and, in some
cases, impossible. Litigation may be necessarfgarfuture to enforce or defend our intellectualpamty rights, to protect our trade secrets or t
determine the validity and scope of the proprietaghits of others. Such litigation could resulsubstantial costs and diversion of managemer
resources, either of which could harm our busin@sancial condition and results of operations, #mete is no guarantee that we would be
successful. Furthermore, many of our current artdri@l competitors have the ability to dedicatbstantially greater resources to protecting
their technology or intellectual property rightsuthwe do. Accordingly, despite our efforts, we maybe able to prevent third parties from
infringing upon or misappropriating our intellectypaoperty, which could result in a substantiakla$ our market share.

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

Our success and ability to compete depend subslignipon our internally developed technology, whis incorporated in the source code
for our products. We seek to protect the source cddsign code, documentation and other informagtating to our software, under trade
secret and copyright laws. However, we have chts@novide access to our hypervisor and other ssdesource code to several dozen of our
partners for co-development, as well as for opersAlBrmats and protocols. Though we generally mdrccess to our source code and other
intellectual property, and enter into confidentiabir license agreements with such partners, akasebith our employees and consultants, this
combination of procedural and contractual safeguardy be insufficient to protect our trade secaets other rights to our technology. Our
protective measures may be inadequate, especi&thuse we may not be able to prevent our partaensloyees or consultants from violating
any agreements or licenses we may have in plaabuzing their access granted to our source cogeoper disclosure or use of our source
code could help competitors develop products simbilar better than ours.

We are, and may in the future be, subject to claibysothers that we infringe their proprietary tecbtogy 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, tradkmand trade secrets and freque
enter into litigation based on allegations of inflkment or other violations of intellectual progeights. This risk may increase as the number
of products and competitors in our market increasesoverlaps occur. In addition, as a well-knomforimation technology company, we face
a higher risk of being the subject of intellectpedperty infringement claims. Any claim of infringent by a third party, even one without
merit, could cause us to incur substantial cosisring against the claim, and could distract oanagement from our business. Furthermore
a party making such a claim, if successful, coeltlise a judgment that requires us to pay substaaimages. A judgment could also include
an injunction or other court order that could prevwes from offering our products. In addition, weght be required to seek a

24




Table of Contents

license for the use of such intellectual propemtyich may not be available on commercially reastesdrms or at all. Alternatively, we may
required to develop non-infringing technology, whaould require significant effort and expense avay ultimately not be successful. Any of
these events could seriously harm our businessatipg results and financial condition. Third pestimay also assert infringement claims
against our customers and channel partners. Attyesk claims could require us to initiate or defpatkntially protracted and costly litigation
on their behalf, regardless of the merits of thedans, because we generally indemnify our custsraad channel partners from claims of
infringement of proprietary rights of third partisconnection with the use of our products. If afiyhese claims succeed, we may be forced 1
pay damages on behalf of our customers or charamigrs, which could negatively affect our resaftsperations.

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

A significant portion of the products, technologasservices acquired, licensed, developed or edféry us may incorporate so-called
“open source” software, and we may incorporate gmemce software into other products in the fut@ech open source software is generally
licensed by its authors or other third parties wrageen source licenses, including, for example GhN&J General Public License, the GNU
Lesser General Public License, “Apache-style” |gms) “BSD-style” licenses and other open sourenties. We monitor our use of open
source software in an effort to avoid subjecting mmoducts to conditions we do not intend. Althouwg believe that we have complied with
our obligations under the various applicable li@snfor open source software that we use, theittlésdr no legal precedent governing the
interpretation of many of the terms of most of thiésenses, and therefore the potential impadhese terms on our business is somewhat
unknown and may result in unanticipated obligatimagarding our products and technologies. For exam@e may be subjected to certain
conditions, including requirements that we offer products that use the open source software famost that we make available source code
for modifications or derivative works we create dzhsipon incorporating, using or distributing thewgource software and/or that we license
such modifications or derivative works under theni® of the particular open source license. Anyhese obligations could have an adverse
impact on our intellectual property rights and ability to derive revenue from products incorpargtthe open source software.

If an author or other third party that distribuseh open source software were to allege that wenbacomplied with the conditions of
one or more of these licenses, we could be reqtirgttur significant legal expenses defending mgfasuch allegations. Although we have
received inquiries regarding open source licenseptiance for software used in our products, no frlagal proceedings that would have a
material impact on our results of operations oafficial condition have been filed. However, thenm lza no assurance that actions will not be
taken in the future. If our defenses were not ss&ftd, we could be subject to significant damagegined from the distribution of our
products that contained the open source softwateequired to comply with the foregoing conditiomiich could disrupt the distribution and
sale of some of our products. In addition, if wentine our proprietary software with open sourcdvearfe in a certain manner, under some
open source licenses we could be required to reliessource code of our proprietary software, Wwhimuld substantially help our competitors
develop products that are similar to or better thars.

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

We offer a number of products, including our Spriggurce, Zimbra and Cloud Foundry products under apsource licenses that subject
to additional risks and challenges, which could dsin increased development expenses, delays siugitions to the release or distribution
of those software solutions, and increased comjpetit

Several of our product offerings are distributedemopen source licenses, including our offeritgs titilize our SpringSource, Zimbra
and Cloud Foundry software. Additionally, in Ju§12, we acquired Nicira whose expertise is in saferdefined networking and whose
principal products contain some open source soéwaoftware solutions that are substantially ortipdssed on open source software subjec
us to a number of risks and challenges:

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

» One of the characteristics of open source saévsathat anyone can modify the existing softwardevelop new software that
competes with existing open source software. Assalt, competition can develop without the degrfee o
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overhead and lead time required by traditional pedary software companies. It is also possiblen®n competitors with greater
resources than ours to develop their own open sa@otuitions, potentially reducing the demand fod putting price pressure on, our
solutions.

» Itis possible that a court could hold that licenses under which our open source products amices are developed and licensed ar
not enforceable or that someone could assert i ¢tai proprietary rights in a program developed distiributed under them. Any
ruling by a court that these licenses are not eefale, or that open source components of our ptaiservices offerings may not be
liberally copied, modified or distributed, may hawe effect of preventing us from distributing @veloping all or a portion of our
products or services. In addition, licensors ofropeurce software employed in our offerings maymftime to time, modify the terms
of their license agreements in such a manner hiogetlicense terms may no longer be compatible etithr open source licenses in
our offerings or our end-user license agreemetgrans of service, and thus could, among other apreseces, prevent us from
continuing to distribute the software code subjedhe modified license or terms of service.

» Actions to protect and maintain ownership andtiad over our intellectual property could adveysaffect our standing in the open
source community, which in turn could limit our ktlyito continue to rely on this community, uponialhwe are dependent, as a
resource to help develop and improve our open sgqureducts and services.

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

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

We have acquired in the past and plan to acquitieerfuture other businesses, products or techiedogor example, in 2012 we
completed a number of acquisitions, including asijoins of Wanova, Dynamic Ops and Nicira. In 2@ completed acquisitions of Digital
Fuel, NeoAccel, Packet Motion, Shavlik, SlideRog¢l&xcialcast and WaveMaker. We may not be ablmtbsuitable acquisition candidates,
and we may not be able to complete acquisitionmeorable terms, if at all. If we do complete aditinns, we may not ultimately strengthen
our competitive position or achieve our goals,haytmay be viewed negatively by customers, findmaarkets or investors.

Acquisitions may disrupt our ongoing operationsedi management from day-to-day responsibilitisstéase our expenses and adversel
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 resukxpected benefits, which may include beneétating to enhanced revenues, technology,
human resources, cost savings, operating efficsrand other synergies. Acquisitions may reduceasin available for operations, stock
repurchase programs and other uses and could megultincrease in amortization expense relatédemtifiable intangible assets acquired,
potentially dilutive issuances of equity securitighe incurrence of debt.

Additionally, we have limited historical experienaith the integration of acquired companies. Ttee be no assurance that we will be
able to manage the integration of acquired busasesfectively or be able to retain and motivatg personnel from these businesses. Any
difficulties we encounter in the integration progesuld divert management from day-to-day respdlitab, increase our expenses and have ¢
material adverse effect on our business, finarmabition and results of operations. We may alse fiifficulties due to the lack of experience
in new markets, products or technologies or thi@inilependence on unfamiliar supply or distribntgartners. Other risks related to
acquisitions include the assumption of the lialgditof the acquired business, including litigatietated liabilities.

If our acquisitions do not meet our expectatiomsf our strategic focus subsequently changes, \ag cmoose to abandon certain acquirec
product lines and divest from acquired businedsesexample, in January 2013, we announced a platrdamline our operations that inclu
a planned exit of certain lines of business, iniclgdlideRocket. It is generally difficult for a@uirer to completely recover the cost of an
acquisition which is subsequently divested. Acaugtli, divestitures of acquired businesses and mtsduay result in us taking charges for
impairment of assets and goodwill, and result shoaxpenditures in connection with headcount recinst

In addition to the risks commonly encountered mdlequisition of a business as described aboveyayealso experience risks relating to
the challenges and costs of closing a transadtioriher, the risks described above may be exaamtlzat a result of managing multiple
acquisitions at the same time. We also seek tastrimebusinesses that offer complementary prodsetsijces or technologies. These
investments are accompanied by risks similar te¢tencountered in an acquisition of a business.
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If our goodwill or amortizable intangible assets é@me impaired we may be required to record a sigaift charge to earnings

We may not realize all the economic benefit from acqguisitions of other companies, which could ltesuan impairment of goodwill or
intangibles. During 2012, our goodwill balance gased by $1.1 billion or 62% as a result of actjoiss made during the year, primarily for
Nicira. Under GAAP, we review our amortizable imgérle assets for impairment when events or chamgeiscumstances indicate the carry
value may not be recoverable. We test goodwilifgrairment at least annually. Factors that maydsiclered a change in circumstances,
indicating that the carrying value of our goodwitlamortizable intangible assets may not be reedley include a decline in stock price and
market capitalization or cash flows, reduced futash flow estimates, and slower growth rates mmdustry. We may be required to record a
significant charge in our financial statements ngithe period in which any impairment of our goddai amortizable intangible assets is
determined, negatively impacting our results ofrapens.

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

In order to comply with the requirements of Secd@d of the Sarbanes-Oxley Act of 2002, we neaddmtain our processes and system
and adapt them to changes as our business chamfj@geaearrange management responsibilities arrdaaize our business accordingly. We
may seek to automate certain processes to impitieercies and better ensure ongoing compliandesbah automation may itself disrupt
existing internal controls and introduce unintendebherability to error or fraud. This continuou®pess of maintaining and adapting our
internal controls and complying with Section 404xpensive and time-consuming, and requires sigfimanagement attention. We cannot
be certain that our internal control measures eafitinue to provide adequate control over our fai@rprocesses and reporting and ensure
compliance with Section 404. Furthermore, as ogirass changes and as we expand through acqusitiather companies, our internal
controls may become more complex and we will reggignificantly more resources to ensure our irstiecontrols overall remain effective.
Failure to implement required new or improved colstror difficulties encountered in their implematitn, could harm our operating results or
cause us to fail to meet our reporting obligatidhae or our independent registered public accimgnirm identify material weaknesses, the
disclosure of that fact, even if quickly remedieduld reduce the market’s confidence in our finahsiatements and harm our stock price. In
addition, if we are unable to continue to complyhwection 404, our non-compliance could subjedbusvariety of administrative sanctions,
including the suspension or delisting of our Clagsommon stock from the New York Stock Exchange tredinability of registered broker-
dealers to make a market in our Class A commorkstekich could reduce our stock price.

Problems with our information systems could interéewith our business that could adversely impact aperations.

We rely on our information systems and those afitparties for processing customer orders, delieéyroducts, providing services and
support to our customers, billing and tracking ocustomers, fulfilling contractual obligations artth@wise 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 typeslsancements is frequently disrupt
to the underlying business of an enterprise, whiely especially be the case for us due to the sideeamplexity of our business. Any
disruptions relating to our systems enhancemeatsicplarly any disruptions impacting our operasiauring the implementation period, could
adversely affect our business in a number of réspEwen if we do not encounter these adversetsfféee implementation of these
enhancements may be much more costly than we @attiécl. If we are unable to successfully implemeatinformation systems enhancements
as planned, our financial condition, results ofragiens and cash flows could be negatively impacted

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

As a multinational corporation, we are subjectimoime taxes as well as non-income based taxesasyzdyroll, sales, use, value-added,
net worth, property and goods and services taraspth the United States and various foreign juctszhs. Our domestic and international tax
liabilities are subject to the allocation of reveawand expenses in different jurisdictions andithing of recognizing revenues and expenses.
Additionally, the amount of income taxes paid ibjsat to our interpretation of applicable tax lawshe jurisdictions in which we file and
changes to tax laws. Significant judgment is rezpiin determining our worldwide provision for incertaxes and other tax liabilities. From
time to time, we are subject to income and mmome tax audits. While we believe we have congphith all applicable income tax laws, th
can be no assurance that a governing tax authmititpot have a different interpretation of the land assess us with additional taxes. Should
we be assessed with additional taxes, there caubldhaterial adverse effect on our financial caooibr results of operations.

Our future effective tax rate may be affected bghsiactors as changes in tax laws, regulationatesy changing interpretation of existing
laws or regulations, the impact of accounting fock-based compensation, the impact of accounting
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for business combinations, changes in our intewnatiorganization, and changes in overall leveimodme before tax. For example, the U.S.
federal research credit, which provided a signifta@duction in our effective tax rate, expiredecember 31, 2011. Reinstatement of the
federal research credit would have a favorablecefia our effective tax rate. In January 2013,Uhéed States Congress retroactively enacte
an extension of the federal research credit thradgdember 31, 2013. As a result, we expect thainm@me tax provision for the first quarter
of 2013 will include an estimated discrete tax ligmeflecting the full year 2012 federal reseaorhdit, and our 2013 annual estimated
effective tax rate will also include the benefipexted for 2013. Accordingly, we expect our 20¥8ative tax rate to be lower than the 2012
effective tax rate.

In addition, in the ordinary course of our globakmess, there are many intercompany transactiwhsalculations where the ultimate tax
determination is uncertain. Although we believe thar tax estimates are reasonable, we cannotetizatrthe final determination of tax audits
or tax disputes will not be different from whatéflected in our historical income tax provisiom&laccruals.

Additionally, our rate of taxation in foreign judigtions is lower than the U.S. tax rate. Our in&¢ional income is primarily earned by our
subsidiaries in Ireland, where the statutory td® i®12.5%. All income earned abroad, except fevipusly taxed income for U.S. tax
purposes, is considered indefinitely reinvestedunforeign operations and no provision for U.Sethas been provided with respect to such
income. If management determines these overseds are needed for our operations in the U.S., waddMee required to accrue U.S. taxes on
the related undistributed earnings in the periodagament determines the earnings will no longeénéefinitely invested outside the U.S. to
repatriate these funds.

Our business is subject to the risks of earthquakié®, floods and other natural catastrophic evenguch as pandemics, and to interruption
by man-made problemsuch as computer viruses, unanticipated disruptiandocal infrastructure or terrorism, which couldesult in delay:
or cancellations of customer orders or the deployrhef our products.

Our corporate headquarters are located in the BarciBco Bay Area, a region known for seismic atgtihA significant natural disaster,
such as an earthquake, fire, flood or other a@ad, could have a material adverse impact on osinkss, financial condition and results of
operations. As we continue to grow internationdligreasing amounts of our business will be locaefdreign countries that may be more
subject to political or social instability that ddudisrupt operations. Furthermore, some of our pevduct initiatives and business functions
hosted and carried out by third parties that mayubeerable to disruptions of these sorts, manylath may be beyond our control. In
addition, our servers are vulnerable to computersés, break-ins and similar disruptions from uharited tampering with our computer
systems. Unanticipated disruptions in servicesipgea/through localized physical infrastructure,tsas utility or telecommunication outages,
can curtail the functioning of local offices as g critical components of our information systeand adversely affect our ability to process
orders, provide services, respond to customer stg@ad maintain local and global business corttinNiatural disasters that affect the
manufacture of IT products, such as the 2011 flogdh Thailand, can also delay customer spendingusrsoftware, which is often coupled
with customer purchases of new servers and IT systeurthermore, acts of terrorism or war couldseadisruptions in our or our customers’
business or the economy as a whole and diseasermpégicould temporarily sideline a substantial pagur or our customers’ workforce at
any particular time. To the extent that such disons result in delays or cancellations of custoorelers, or the deployment or availability of
our products and services, our revenues would bersely affected.

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

We prepare our consolidated financial statemenée@ordance with accounting principles generalbeated in the United States of
America. These principles are subject to interpiateby the SEC and various bodies formed to intdrand create appropriate accounting
principles and guidance. A change in these prissiplr guidance, or in their interpretations, mayeha significant effect on our reported res
and retroactively affect previously reported result

Risks Related to Our Relationship with EMC

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

As of December 31, 2012 , EMC owned 41,050,000eshaef our Class A common stock and all 300,000¢0@0es of our Class B
common stock, representing 79.6% of the total antlihg shares of common stock or 97.@Pthe voting power of outstanding common stc
The holders of our Class A common stock and ous€CBacommon stock have identical rights, prefersmeel privileges except with respec
voting and conversion rights, the election of dioes, certain actions that require the consenblifdrs of Class B common stock and other
protective provisions as set forth in our certifecaf incorporation. Holders of our Class B commnstatk are entitled to 10 votes per share of
Class B common stock on all matters except foethetion of our Group Il directors, in which cakey are entitled to one vote per share, and
the holders of our Class A common stock are edtitbeone vote per share of Class A common stock.hididers of Class B common stock,
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voting separately as a class, are entitled to 8@%i 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 tifhese are our Group | directors. Subject to agiytsi of any series of preferred stock to elect
directors, the holders of Class A common stockthecholders of Class B common stock, voting toge#isea single class, are entitled to elect
our remaining directors, which at no time will lzs$ than one director-our Group Il director(s). @xdingly, the holders of our Class B
common stock currently are entitled to elect 8 wf @ directors.

If EMC transfers shares of our Class B common stockny party other than a successor-in-intereatsubsidiary of EMC prior to a
distribution to its stockholders under Section 85%he Internal Revenue Code of 1986, as amend&bgadistribution”), those shares will
automatically convert into Class A common stockdiidnally, if, prior to a 355 distribution, EMC'awnership falls below 20% of the
outstanding shares of our common stock, all outtanshares of Class B common stock will autom#gicanvert to Class A common stock.
Following a 355 distribution, shares of Class B ocwon stock may convert to Class A common stockéhstonversion is approved by
VMware stockholders after the 355 distribution. Borlong as EMC or its successor-in-interest beiadly owns shares of our common stock
representing at least a majority of the votes ledtito be cast by the holders of outstanding vaosiiogk, EMC will be able to elect all of the
members of our board of directors.

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

» the composition of our board of directors amtdotigh our board of directors, any determinatiothwespect to our business plans and
policies;

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

* our acquisition or disposition of ass

» our financing activitie:

« certain changes to our certificate of incorporg

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

« determinations with respect to enforcementgitits we may have against third parties, includiity) vespect to intellectual property
rights;

» the payment of dividends on our common stock:
» the number of shares available for issuance unatestock plans for our prospective and existing leyges

Our certificate of incorporation and the mastensaction agreement entered into between us and iBEM@hnection with our initial public
offering (“IPO”) also contain provisions that require that as &M C beneficially owns at least 20% or more ofdhéstanding shares of ¢
common stock, the prior affirmative vote or writteonsent of EMC (or its successor-in-interesthasholder of the Class B common stock is
required (subject in each case to certain exceptionorder to authorize us to:

» consolidate or merge with any other en

» acquire the stock or assets of another entity aegx of $100 millior

* issue any stock or securities except to our sudrs@li or pursuant to our employee benefit p
» establish the aggregate annual amount of sharesaydssue in equity awart

» dissolve, liquidate or wind us t

» declare dividends on our sto

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

e amend, terminate or adopt any provision inconsistéth certain provisions of our certificate of axporation or bylaw.

If EMC does not provide any requisite consent alfmaus to conduct such activities when requestedywil not be able to conduct such
activities and, as a result, our business and perading results may be harmed. EMC's voting cdranal its
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additional rights described above may discouragestictions involving a change of control of usluding transactions in which holders of
Class A common stock might otherwise receive a pranior their shares over the then-current markieep EMC is not prohibited from
selling a controlling interest in us to a third fyaand may do so without the approval of the had#rour Class A common stock and without
providing for a purchase of any shares of Clasemroon stock held by persons other than EMC. Acoatgli shares of Class A common
stock may be worth less than they would be if EMcCribt maintain voting control over us nor have ddelitional rights described above.

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

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

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

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

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

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

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

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

Our proposed commitment to launch the Pivotal Iritive with EMC may not prove successful.

In December 2012, we launched the Pivotal Initatiith EMC, pursuant to which both companies ptandmmit technology, people and
programs to focus on Big Data and Cloud Applicatdatforms. The Pivotal Initiative is led by PaubMz, Chief Strategy Officer of EMC al
VMware's former Chief Executive Officer, and is exped to include most employees and resources mgrkithin EMC's Greenplum and
Pivotal Labs organizations, and our vFabric (inolgdSpring and Gemfire), Cloud Foundry and Cetasoizations, as well as related efforts.
While we and EMC have announced our intention tomidt to this initiative, there is no assurance thatwill be able to agree upon our
commitment on reasonable terms with EMC. If welarable to reach agreement, then we might not leetalbealize the potential value we
believe is possible through uniting these assatsoflingly, it is possible that the Pivotal Initie may not be implemented as planned, or tha
timing could be delayed. Should the initiative hariched, its ability to operate successfully vatjuire, among other factors:

» the ability to successfully integrate technologynfrboth us and EMt
« the ability to create offerings for which theresigstable demand in the marketple
« the ability to have an effective go-tearket practice

« the ability to differentiate offerings developedth initiative from competitor
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» the ability to have adequate financial resourcdand its operation

In the event the initiative is not successful, anyestment in the initiative we hold could becommpaired, which could have a material
adverse impact on our results of operations arahfiral condition. Further, funding requirementstfo initiative could adversely impact our
financial condition and detract from our abilityftond alternative strategies.

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

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

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

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

Although we have entered into a tax sharing agreethwith EMC under which our tax liabilities effectiely will be determined as if we we
not part of any consolidated, combined or unitagxtgroup of EMC Corporation and/or its subsidiaries/e nonetheless could be held liable
for the tax liabilities of other members of theseogips.

We have historically been included in EMC’s condated group for U.S. federal income tax purposesyell as in certain consolidated,
combined or unitary groups that include EMC Corgioraand/or certain of its subsidiaries for statd focal income tax purposes. Pursuant to
our tax sharing agreement with EMC, we and EMC gadhyewill make payments to each other such thah wespect to tax returns for any
taxable period in which we or any of our subsidiarare included in EMC'’s consolidated group for.UJeBeral income tax purposes or any
other consolidated, combined or unitary group ofE&EMorporation and/or its subsidiaries, the amotitdxes to be paid by us will be
determined, subject to certain adjustments, agimd each of our subsidiaries included in suckadated, 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 ouuia@gpn by EMC, and expect to
continue to be included in such consolidated gifonperiods in which EMC owns at least 80% of thi&lk voting power and value of our
outstanding stock. Each member of a consolidatedpyduring any part of a consolidated return yegointly and severally liable for tax on
the consolidated return of such year and for afbgaguently determined deficiency thereon. Similarlysome jurisdictions, each member of a
consolidated, combined or unitary group for stkiteal or foreign income tax purposes is jointly aederally liable for the state, local or
foreign income tax liability of each other membétte consolidated, combined or unitary group. Adagly, for any period in which we are
included in the EMC consolidated group for U.S efedl income tax purposes or any other consolidatguhpined or unitary group of EMC
Corporation and/or its subsidiaries, we could bbl& in the event that any income tax liability virsurred, but not discharged, by any other
member of any such group.

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

Disputes may arise between EMC and us in a nunftemeas relating to our ongoing relationships,udahg:
» labor, tax, employee benefit, indemnification ariteo matters arising from our separation from E

» employee retention and recruiti

* business combinations involving

» our ability to engage in activities with certainacimel, technology or other marketing partr
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» sales or dispositions by EMC of all or any portadrits ownership interest in
» the nature, quality and pricing of services EMC agieed to provide us or we have agreed to praeidMC;
« arrangements with third parties that are exclusipt@ EMC;

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

» hbusiness opportunities that may be attractive tb BMC and us; ar
e product or technology development or marketingvites or customer agreements which may requiretimsent of EM(

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

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

Our CEO and some of our directors own EMC commonck, restricted shares of EMC common stock or egtvards to acquire EMC
common stock and some of our directors hold managetrpositions with EMC, which could cause confliat§ interests that result in our
not acting on opportunities we otherwise may have.

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

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

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

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

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

» that a majority of our board of directors consitindependent directo

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

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

» for an annual performance evaluation of the nonmgadnd governance committee and compensation ctie®

While we have voluntarily caused our Compensatiwh @orporate Governance Committee to currentlydmeposed entirely of
independent directors in compliance with the rezients of the New York Stock Exchange, we are emtired to maintain the independent
composition of the committee. As a result of our akthe “controlled company” exemptions,
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holders of our Class A common stock will not have $ame protection afforded to stockholders of conigs that are subject to all of the New
York Stock Exchange corporate governance requirémen

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

The financial information covering the periods umaéd in this Annual Report on Form 10-K does nakssarily reflect what our financial
condition, results of operations or cash flows wdduhve been had we been a completely independtityt during those periods. In certain
geographic regions where we do not have an egtebliegal entity, we contract with EMC subsidiafi@ssupport services and EMC
personnel who are managed by us. The costs inchyr&MC on our behalf related to these employeegassed on to us and we are charg
mark-up intended to approximate costs that woulctHmeen charged had we contracted for such semwitiesn unrelated third party. These
costs are included as expenses in our consolidtateinents of income. Additionally, we and EMC ayegin intercompany transactions,
including agreements regarding the use of EMC'scamdntellectual property and real estate, agredsnegarding the sale of goods and
services to one another, and an agreement for EMEsell our products and services to third pamstamers. Accordingly, our historical
financial information is not necessarily indicativewhat our financial condition, results of opévas or cash flows will be in the future if and
when we contract at arm’s length with independeintitparties for the services we have receivedamcently receive from EMC. In the year
ended December 31, 2012, we recognized revenug26df0 million and as of December 31, 2012, $1&dilBon of revenues were included
unearned revenues from such transactions with EMGuo financial statements. For additional inforimat see “Managemergt'Discussion ar
Analysis of Financial Condition and Results of Ggiems” and our consolidated financial statementsrzotes thereto.

Risks Related to Owning Our Class A Common Stock

The price of our Class A common stock has fluctuatgubstantially in recent years and may fluctuaighstantially in the future.

The trading price of our Class A common stock hastfiated significantly since our IPO in August Z0Bor example, between
January 1, 2012 and January 31, 2013, the closading price of our Class A common stock was veratile, ranging between $76.48 and
$114.62 per share. Our trading price could fluetsatbstantially in the future due to the factosxdssed in this Risk Factors section and
elsewhere in this Annual Report on Form 10-K.

Substantial amounts of Class A common stock am hyebur employees, EMC and Cisco, and all of tteges of our Class B common
stock, which may be converted to Class A commockstpon request of the holder, are held by EMCr&haf Class A common stock held
EMC (including shares of Class A common stock thight be issued upon the conversion of Class B comstock) are eligible for sale
subject to the volume, manner of sale and othéricgens of Rule 144 of the Securities Act of 1938 amended (the “Securities Act”), which
allows the holder to sell up to the greater of %W outstanding Class A common stock or our faeek average weekly trading volume
during any threemnonth period and following the expiration of theantractual restrictions. Additionally, EMC possessegistration rights wi
respect to the shares of our common stock thatdsh If EMC chooses to exercise such rights,dte sf the shares that are registered would
not be subject to the Rule 144 limitations. If gnéicant amount of the shares that become elidiineesale enter the public trading markets in
a short period of time, the market price of oursSla common stock may decline.

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

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

The trading market for our Class A common stock kgl influenced by the research and reports ththtstry or securities analysts may
publish about us, our business, our market or ompetitors. If any of the analysts who may covechange their recommendation regarding
our stock adversely, or provide more favorabletidarecommendations about our competitors, owlksprice would likely decline.

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

Provisions in our certificate of incorporation amdaws will have the effect of delaying or prevagtia change of control or changes in oul
management. These provisions include the following:
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» the division of our board of directors into tarelasses, with each class serving for a stagdlered-year term, which would prevent
stockholders from electing an entirely new boardicéctors at any annual meeting;

« the right of the board of directors to elect a dlioe to fill a vacancy created by the expansiothefboard of director

» following a 355 distribution of Class B commdnck by EMC to its stockholders, the restrictioatth beneficial owner of 10% or
more of our Class B common stock may not vote inedaction of directors unless such person or gadap owns at least an
equivalent percentage of Class A common stock taid approval of our board of directors prior ¢gj@iring beneficial ownership of
at least 5% of Class B common stock;

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

» the requirement for advance notice for nominatfonglection to the board of directors or for prejpmy matters that can be acted u
at a stockholders’ meeting;

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

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

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

« amend certain provisions of our bylaws or certificaf incorporatior

» make certain acquisitions or dispositic

» declare dividends, or undertake a recapitalizatioliguidation

» adopt any stockholder rights plan, “poison pdli’other similar arrangeme

* approve any transactions that would involve agee consolidation, restructuring, sale of subsadiy all of our assets or any of our
subsidiaries or otherwise result in any persomtityeobtaining control of us or any of our subsiigs; or

» undertake certain other actic

In addition, we have elected to apply the provisiohSection 203 of the Delaware General Corpandtew. These provisions may
prohibit large stockholders, in particular thosenavg 15% or more of our outstanding voting stoc&nf merging or combining with us. These
provisions in our certificate of incorporation doyglaws and under Delaware law could discouragentiaigakeover attempts and could reduce
the price that investors might be willing to pay $hares of our common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES
As of December 31, 2012 , we owned or leased ttibties described below:

Approximate

Location Sq. Ft.® Principal Use(s)
Palo Alto, CA owned: 1,458,001 (2) Executive and administrative offices, sales and
leased 184,00( marketing, R&D and data center

North and Latin American region (excluding leased 712,000 (3) Administrative offices, sales and marketing,

Palo Alto, CA) R&D and data center

Asia Pacific region leased 930,00( Administrative offices, sales and marketing,
R&D and data center

Europe, Middle East and Africa region leased 334,00( Administrative offices, sales and marketing,

R&D and data center
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(1) Of the total square feet owned or leased,@pprately 1,016,000 square feet were under construas of December 31, 2012

(2) Represents all of the right, title and intéfmerchased in a ground lease covering the propertyimprovements located at VMware’s Palo
Alto, California campus.

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

In 2011, VMware purchased all of the right, titledanterest in a ground lease covering the proprtyimprovements located adjacent to
VMware’s existing Palo Alto, California campus %225.0 million . Concurrent with the closing of tihensaction, VMware entered into an
amended and restated ground lease for the newnyapeich expires in 2046 . VMware will possess title to the interest and buildings
during the duration of the lease. Upon terminatibthe lease, all title will revert to the lessAs of December 31, 2012 , 544,000 square feet
remained under construction at this campus. See §db the consolidated financial statements fah&r information.

We believe that our current facilities, includifps$e under construction at our expanded headgsiaater suitable for our current emplo
headcount and will sustain us through 2013, buintend to add new facilities or expand existinglfties as we add employees and expanc
operations. We believe that suitable additionaludystitute space will be available as needed toraswdate expansion of our operations.

ITEM 3. LEGAL PROCEEDINGS

See Note L to the consolidated financial statemieniart 11, Item 8 of this Annual Report on For@K for a description of legal
proceedings. See also the risk factor entitled W&y become involved in litigation that may adveyssfect us” in Part |, Item 1A of this
Annual Report on Form 10-K for a discussion of ptité risks to our results of operations and firiahcondition that may arise from legal
proceedings.

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

The names of executive officers and their ages &gloruary 13, 2013, are as follows:

Name Age  Position(s)

Patrick P. Gelsinger 51 Chief Executive Officer and Director

Carl M. Eschenbach 46 President and Chief Operating Officer

Jonathan C. Chadwick a7 Chief Financial Officer and Executive Vice Presitlen

Rangarajan (Raghu) Raghuram 50 Executive Vice President, Cloud Infrastructure Mahagement

S. Dawn Smith 49 Senior Vice President, General Counsel, Chief Canpé Officer and Secretary

Patrick P. Gelsingerhas been the Chief Executive Officer and a DireofofMware since September 1, 2012. Prior to jainifMware,
he served as President and Chief Operating OffieddiC Information Infrastructure Products at EMCrfr&eptember 2009 to August 2012.
Mr. Gelsinger joined EMC from Intel Corporationdasigner and manufacturer of advanced integratgthlliechnology platforms, where he
was Senior Vice President and Co-General Managkttelf Corporation's Digital Enterprise Group fr@®05 to September 2009 and served a
Intel's Senior Vice President, Chief Technologyi€zff from 2002 to 2005. Prior to this, Mr. Gelsin¢gd Intel's Desktop Products Group.

Carl M. Eschenbachwas appointed Chief Operating Officer and Co-Pr#icdf VMware in April 2012 and became Presidemt @hief
Operating Officer in December 2012. Mr. Eschenbi@ath previously served as VMware's Co-Presidentidbuer Operations from January
2011 to April 2012 and as VMware's Executive Vicestdent of Worldwide Field Operations from May 8@0 January 2011. Prior to joining
VMware in 2002, he was Vice President of North AiceeiSales at Inktomi from 2000 to 2002. He alsal valrious sales management posit
with 3Com Corporation, Lucent Technologies Inc. &MiC.

Jonathan C. Chadwickjoined VMware as Chief Financial Officer and ExécetVice President on November 5, 2012. Mr. Chaévhiad
previously served as the Chief Financial Office&f/pe, a provider of Internet-based voice commatioa, since March 2011, and as a
Corporate Vice President of Microsoft Corporatidmcs its acquisition of Skype in October 2011. hadwick joined Skype from McAfee,
antivirus software and computer security comparhene he was the Executive Vice President and Glimeincial Officer from June 2010 until
February 2011, when McAfee was acquired by Intef@Gmtion. From 1997 to 2010, Mr. Chadwick heldigas finance roles at Cisco
Systems, a networking equipment company. At Cistto,Chadwick served as Senior Vice President, Cl&lobal Customer Markets from
July 2009 to June 2010, Senior Vice President, @atp Controller and Principal Accounting Officesrh June 2007 until July 2009, Vice
President, Corporate Controller and Principal Acttimg Officer from September 2006 to June 2007 \dicé President, Corporate Finance &
Planning from February 2001 to September 2006.@Wadwick currently serves on the board of F5 Nekaoinc., an application delivery
networking company.

Rangarajan (Raghu) Raghuramhas served as VMware's Executive Vice Preside@atfid Infrastructure and Management since April
2012. Mr. Raghuram joined VMware in 2003 and hdd haultiple product management and marketing rdi&is.Raghuram served as Senior
Vice President and General Manager, Cloud Infratine and Management, Virtualization and CloudfBtais, and Enterprise Products, from
December 2009 through March 2012. Mr. Raghuramiposly served as Vice President of VMware's SeBuginess Unit and of Product and
Solutions Marketing from September 2003 throughddgzer 2009. Prior to VMware, Mr. Raghuram held pidnanagement and marketing
roles at Netscape and Bang Networks.

S. Dawn Smithhas been the Senior Vice President, General Coansebecretary at VMware since September 2009 aief C
Compliance Officer since August 2010. Prior to joqVMware, she was a partner at Morrison & FoerktéP, a law firm, since January 2008
and served as an attorney since 2005. Prior tingiMorrison & Foerster LLP, she was an attorneWwison Sonsini Goodrich & Rosati P.C.
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ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOC KHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

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

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

Market Prices

High Low
Year ended December 31, 2012
First Quarter $ 113.7¢  $ 80.1¢
Second Quarter 118.7¢ 82.5¢
Third Quarter 103.0: 79.4¢
Fourth Quarter 99.5¢ 81.5(
Year ended December 31, 2011
First Quarter $ 97.61 $ 74.0¢
Second Quarter 102.7: 77.7¢
Third Quarter 111.4¢ 76.7(
Fourth Quarter 104.3¢ 74.6¢
Holders

We had 58 holders of record of our Class A comntooks and one holder of record, EMC CorporationM®&), of our Class B common
stock as of February 13, 2013.

Dividends

Subsequent to our initial public offering in Aug28t07, we have not declared or paid cash dividendsur common stock. We currently
do not anticipate declaring any cash dividendfiénforeseeable future. Any future determinatioddolare cash dividends will be made at the
discretion of our board of directors, subject te tionsent of the holders of our Class B commorkgtacsuant to our certificate of
incorporation. Holders of our Class A common stanll our Class B common stock will share equalla @er share basis in any dividend
declared on our common stock by our board of darsct

Recent Sales of Unregistered Securities

None.

Issuer Purchases of Equity Securities

Issuer purchases of Class A common stock duringjtiaeter ended December 31, 2012:

Approximate Dollar

Total Number of Shares Value of Shares That May
Purchased as Part of Publicly Yet Be Purchased Under the
Announced Plans or Publicly Announced Plans
Total Number of Average Price Paid Per Programs or Programs
Shares Purchased (1) Share (1) 4) (2)(3)(4)
October 1 — October 31, 2012 1,346,89: % 86.7¢ 873,61 $ 301,179,45
November 1 — November 30, 2012 1,482,29: 87.2¢ 932,07. 469,904,31
December 1 — December 31, 2012 886,21( 92.97 21,95( 467,942,90
3,715,39 88.4% 1,827,63 467,942,90

(1) Includes 1,887,761 shares repurchased by BEM&pén market transactions. In 2010, EMC annouacg&dck purchase program of
VMware's Class A common stock to maintain its apprate level of ownership in VMware over the lomgrh. Inclusion of EMC's
purchases in the above table does not indicateEti&t is deemed to be an “affiliated
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(2)

(3)
(4)

purchaser” with respect to the VMware stock repasehprogram discussed in the following footnoter& purchased by EMC remain
issued and outstanding.

In February 2012, VMware’s Board of Directaengthorized the repurchase of up to $600.0 millibWMware’s Class A common stock
through the end of 2013 . In November 2012, VMv&B®ard of Directors authorized the repurchasepdbuan additional $250.0 million
of VMware's Class A common stock through the eng#f4 . VMware's Class A common stock has beenpamdin the future be,
purchased pursuant to our stock repurchase audtiors, from time to time, in the open market agotlgh private transactions, subject to
market conditions. We are not obligated to purcteaseshares under our stock repurchase prograne@ub applicable laws, repurcha:
under our stock repurchase program may be madehttgnes and in such amounts as we deem apprepfia¢ timing of any repurcha:
and the actual number of shares repurchased vgéirtton a variety of factors, including VMware’sc price, cash requirements for
operations and business combinations, corporateenudatory requirements and other market and enanoonditions. Purchases under
our stock repurchase program can be discontinuadyatime that we feel additional purchases arevaotanted.

Represents the amounts remaining in the VMwareksepurchase authorizatio

Amounts do not include potential purchases by E
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Stock Performance Graph

The graph below compares the cumulative total $tolcler return on our Class A common stock withabmulative total return on the
S&P 500 Index and the S&P 500 Systems Softwarexifiolethe period beginning on December 31, 200@ugh December 31, 2012,
assuming an initial investment of $100. Historigalle have not declared or paid cash dividendsusrcommon stock, while the data for the
S&P 500 Index and the S&P 500 Systems Softwarexladsume reinvestment of dividends.

Comparison of Cumulative Five Year Total Return

$150
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w T

$0 T T T T
12/31/07 12/31/08 12/31/09 12/31/10 12/31/11 12/31/12

+VMware, Inc. mS&P 500 Index aS&P 500 Systems Software Index

Base
Period
12/31/2007  12/31/2008  12/31/2009  12/31/2010  12/31/2011  12/31/2012
VMware, Inc. $ 100.0C $ 27.81 % 49.8¢ $ 104.6: $ 97.8t $ 110.77
S&P 500 Index 100.0( 63.0( 79.61% 91.6¢ 93.61 108.5¢
S&P 500 Systems Software Index 100.0( 62.4¢ 94.3¢ 98.8¢ 89.0¢ 102.6:

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

filing.
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ITEM 6. SELECTED FINANCIAL DATA

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

For the Year Ended December 31,

2012 2011 2010 2009 2008

Summary of Operations:

Revenues:

License $ 2,086,990 $ 1,841,160 $ 1,401,420 $ 1,029,44. $ 1,178,14
Services 2,518,05 1,925,92 1,455,91! 994,49! 702,88!

Total revenues $ 4,60504 $ 3,767,099 $ 2,857,34 $ 202393 $ 1,881,02

Operating income 871,94 735,17 427,99: 219,29! 312,52!

Net income 745,70: 723,93t 357,43¢ 197,09¢ 290,13:

Net income per weighted average share,

basic, for Class A and Class B $ 178 $ 172 % 087 $ 05C $ 0.7t

Net income per weighted average share

diluted, for Class A and Class B $ 1.7z $ 1.6¢ $ 0.8 $ 0.4¢ $ 0.7¢

Weighted average shares, basic, for

Class A and Class B 426,65¢ 421,18t 409,80! 394,26 385,06

Weighted average shares, diluted, for

Class A and Class B 433,97: 431,75( 423,44t 399,77t 397,18!

December 31,
2012 2011 2010 2009 2008

Balance Sheet Data:
Cash, cash equivalents and short-term
investments? $ 4,630,83 $ 4,512,200 $ 3,323,664 $ 2,513,822 $ 1,840,81
Working capital® 3,159,80! 3,276,26! 2,508,50: 1,888,43 1,510,33
Total assets 10,596,39 8,680,80! 6,797,31 5,066,98 3,839,20!
Total unearned revenues 3,460,56! 2,708,411 1,860,009 1,325,29: 869,98
Long-term obligations 450,00( 450,00( 450,00( 450,00( 450,00(
Stockholders’ equity 5,739,98. 4,770,28. 3,808,44. 2,742,95. 2,070,06
Cash Flow Data:
Net cash provided by operating activit $ 1,89752 $ 202563 $ 1,17438 $ 98561t $ 800,13:
Free cash flow® 1,663,06! 1,795,54: 1,042,69. 882,24: 608,53!

(1) In 2012, VMware acquired all of the outstargd@apital stock of Nicira, Inc. (“Nicira”) for $199.6 million , net of cash acquired,
consisting of $1,083.0 million in cash and $16.@iom for the fair value of assumed equity attriddito pre-combination services. See

Note B to the consolidated financial statementdudaher information

(2) In 2012, VMware changed its methodology fdcuakating free cash flows. Free cash flows, a n@¥AB financial measure, are now
defined as net cash provided by operating acts/l#ss capital expenditures. The amounts preséntéd table above have been recast to
reflect the change in methodology. See Item 7 of Bd'Management’s Discussion and Analysis of &icial Condition and Results of

Operations—Non-GAAP Financial Measures” for furthdormation.
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ITEM 7. MANAGEMENT’ S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

All dollar amounts expressed as numbers in this MO&xcept share and per share amounts) are iromslli

Overview

We are the leader in virtualization infrastructacdutions utilized by organizations to help tramsfahe way they build, deliver and
consume information technology (“IT”) resources.r@timary source of revenues is from the licensind support of these solutions to
organizations of all sizes and across numeroussinds. The benefits of our solutions to our cugtsinclude substantially lower IT costs,
cost-effective high availability across a wide rargd applications and a more automated and resgigstems infrastructure capable of
responding dynamically to variable business demands

We pioneered the development and application dfi@iization technologies with x86 server-based aating, separating application
software from the underlying hardware. Since themhave introduced a broad and proven suite afalitation technologies that address a
range of complex IT problems that include cost apérational inefficiencies, facilitating accestoud computing capacity, business
continuity, and corporate end-user computing demie@agement. In 2012, we articulated a visionterdoftware-defined data center
(“SDDC"), where increasingly infrastructure is valized and delivered as a service, and the cootithis data center is entirely automated by
software. To further this vision, in the third qtearof 2012, we released the VMware vCloud Suiteictvis the first integrated solution
designed to meet the requirements of the SDDC b\immpindustry-standard hardware and running compuagtworking, storage and
management functions in the data center as softdefined services.

Our solutions are based upon our core virtualipatézhnology and are organized into two main produaups: Cloud Infrastructure and
Management and End-User Computing. The Cloud Itifreire and Management product group is based apofiagship virtualization
platform, VMware vSphere. VMware vSphere not ondgaluples the entire software environment fromritdeanlying hardware infrastructure
but also enables the aggregation of multiple senstorage infrastructures and networks into shpoets of resources that can be delivered
dynamically, securely and reliably to applicati@ssneeded. The Cloud Infrastructure and Managegrenp also encompasses the VMware
vCloud Suite and various Cloud Management solutibasare optimized to work with vSphere environtseand are designed to simplify and
automate management of dynamic cloud infrastrusttirat enable enterprises to build, manage andretéotheir own private clouds. Our
End-User Computing product group has solutionsgiesl to enable a user-centric approach to persongbuting, ensuring secure access to
applications and data from a variety of deviceslandtions, and addresses the needs of IT depatdrogrdelivering existing endser assets
a managed service.

We also offer Cloud Application Platform soluticioshelp organizations build, run and manage ents@pplications in public, private or
hybrid clouds optimized for vSphere. In Decembet2@ve launched the Pivotal Initiative with EMC @oration (“EMC”), our majority
stockholder, pursuant to which both companies marommit technology, people and programs. ThetBIvaitiative is focused on Big Data
and Cloud Application Platforms. Big Data, whictaiprimary contributor to the pace of overall dgitawth, refers to the large repositories of
corporate and external data, including unstructiméatmation created by new applications, sociatimend other web repositories.

We have developed a multi-channel distribution nhéalexpand our presence and reach various segroktits market. We derive a
significant majority of our sales from our indiresgtles channel, which includes distributors, resgllsystem vendors and systems integrators.
Sales to our channel partners often involve thisxs bf distribution: a distributor, a reseller aamdend-user customer. Our sales force works
collaboratively with our channel partners to intwod them to end-user customer accounts and newggpertunities. As we expand
geographically, we expect to continue to add aoldéti channel partners.

We expect to grow our business by building longrteelationships with our customers through the idof enterprise license
agreements (“ELAS"). ELAs are comprehensive voldicense offerings offered both directly by us ahbtigh certain channel partners that
provide for multi-year maintenance and supportistalinted prices. Under a typical ELA, a portionttef revenues is attributed to the license
revenues and the remainder is primarily attribtitesioftware maintenance revenues. In additioninitiel maintenance period is typically
longer for ELASs than for other types of licenseesaELAs enable us to build long-term relationshiith our customers as they commit to our
virtual infrastructure solutions in their data anst ELAs also provide a base from which to sedlitwhal products, such as our application
platform products, our end-user computing prodaats our cloud infrastructure and management pred&ttAs comprised between one-
guarter and one-third of our overall sales duri6g2and 2011, with the balance represented by @Bl A, or transactional business. In
2012, our overall sales growth rate declined coegbéo 2011, with the growth rate in transactiormdds lower than the growth rate in ELAS. In
2013, we intend to also focus our selling and miamgesfforts to improve the growth rate of our tsantional business.
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In January 2013, we announced a realignment o$wategy to refocus our resources and investmergsgport of three growth priorities
that focus on our core opportunities as a providesrtualization technologies that simplify IT mafstructure: the software-defined data center,
the hybrid cloud and end-user computing. For th®G6DPwe plan to continue to invest in the developtzerd delivery of innovations in
networking, security, storage and management asowenue to roll out and enhance the features of/@loud Suite. For the hybrid cloud we
plan to focus on expanding our capabilities with partners to deliver enterprise-class cloud ses/tbat are complementary to private clouds
in order to enhance our customer's flexibility o mpplications on and off premise, as they choosa compatible, high-quality, secure and
resilient hybrid cloud platform. For end-user cottiipg, we plan to enhance our offerings to enahletaal workspace for both existing PC
environments and emerging mobile devices in a seenterprise environment.

We also announced a business plan to streamlinepmrations, subject to compliance with applicadiml obligations, to rationalize our
portfolio and scale back investments in some avéasir business that we do not believe are dirgellgted to our core growth opportunities.
The plan includes the elimination of approximat@d@ positions and personnel, which is expecteddalt in a charge in the range of $70 to
$80. Any such proposals in countries outside thitedrStates will be subject to a review of effia@gnresources and performance.
Additionally, we are planning an exit of certainds of business and consolidation of facilitiesiciwtare expected to result in a charge in the
range of $20 to $30. The plan is expected to bepteted by the end of 2013. Finalization of the phatbe subject to local information and
consultation processes with employee represensaifivequired by law. The total charge resultingnfrthis plan is expected to be between $9(
and $110, with total cash expenditures associattdtie plan expected to be in the range of $880f. Despite these changes, we expect our
total headcount to increase during 2013 by apprateiy 1,000 as we continue to make key investmergapport of our long-term growth
objectives. Our plan to exit certain lines of besis resulted from an evaluation of our businegdsumuary 2013. At the end of 2012, we had
performed an impairment test and determined threaa#isets associated with these certain lines aidaswere not impaired.

We continue to see substantial market opportuniti€®13 and beyond to deliver software innovatitira bring agility, efficiency and
choice to our customers, while simplifying the adtructure and IT experience for them. Howevercureently expect our rate of year-over-
year growth in both total revenues and licensemegs to decline during the first half of 2013 doeséveral factors, including a diffict
macroeconomic environment, the lack of large déslswe anticipate will close in the first quartér2013 as compared to the first quarter of
2012 and our business plan to streamline our dpestwhich we expect to have a short-term negatigact on our revenues. We currently
expect stronger growth in the second half of 2043 ws the first half of 2013 on a year-over-yeamgarison basis. During 2013, we expect to
continue to manage our resources prudently, whilking key investments in support of our long-temovgh objectives.

Results of Operations

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

We classify our revenues into two categoriesjicense revenues and services revenues. See d#tocounting Policies” for further
information regarding the accounting for our reveu

Our current financial focus is on long-term revegoawth to generate free cash flows to fund oua@smon of industry segment share and
to evolve our virtualization-based products foradegnters, end-user devices and cloud computiogdhra combination of internal
development and acquisitions. See “Non-GAAP Firandieasures” for further information on free calkiwk. In evaluating our results, we
also focus on operating margin excluding certaipegises which are included in our total operatirfgeaeses calculated in accordance with
GAAP. The expenses excluded are stbaked compensation, the net effect of the amadizaind capitalization of software development g
and certain other expenses consisting of amontizaif acquired intangible assets, employer payaaks on employee stock transactions and
acquisition-related items. We believe these measwféect our ongoing business in a manner thatalimeaningful period-to-period
comparisons. We are not currently focused on dieont-operating margin expansion, but rather ondtimg at appropriate rates to support our
growth and priorities in what may be a substantialbre competitive environment.
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Revenue:
Our revenues in the years ended 2012 , 2011 ar2l\®8fe as follows:

For the Year Ended

December 31, 2012 vs. 2011 2011 vs. 2010
2012 2011 2010 $ Change % Change $ Change % Change
Revenues:
License $ 2087 $ 1,841 $ 1,401 $ 245.¢ 13% $ 439.¢ 31%
Services:
Software maintenance 2,153.( 1,640.¢ 1,217.( 512.¢ 31 423.¢ 35
Professional services 365.( 285.F 238.¢ 79.5 28 46.€ 20
Total services 2,518.( 1,925.¢ 1,455.¢ 592.1 31 470.C 32
Total revenues $ 4605( $ 3767. $ 28570 $ 837.C 22 9 909.¢ 32
Revenues:
United States $ 2228¢ $ 1,824 $ 1452° $ 404. 22% $ 371t 26%
International 2,376.¢ 1,942.¢ 1,404.¢ 433t 22 538.: 38
Total revenues $ 4605( $ 3,767.. $ 2,857.0 $ 837 22 8 909.¢ 32

In both 2012 and 2011 , we saw growth in licens services revenues, and growth in the United State internationally, as compared
with their respective prior years.

License Revenues

License revenues in both 2012 and 2011 increasedodeontinued demand for our product offeringse iritreases in license revenues
yearover year were primarily due to growth in our Gldafrastructure and Management product group, whicreased 13.4% in 2012 and
31.9% in 2011 . The Cloud Infrastructure and Mamnagygt product group is based upon our flagship &iization platform, vSphere, and also
encompasses our vCloud Suite and various Cloud §#anmant solutions, which are optimized to work wiphere environments. Despite the
yearover-year increases in license revenues, we anmegna slowing in the rate of license revenue grolath in 2012 and anticipated into
2013. We attribute this to a variety of factorgliming challenges in the macroeconomic environpiasth across the U.S. and internationally
in Europe, as well as a slowing in the number oAElgreater than $10 that were closed towards tleo€A012 and are expected in the first
half of 2013.

Services Revenues

In 2012 and 2011, software maintenance revenuesfitehfrom strong renewals, multi-year softwardntenance contracts sold in
previous periods, and additional maintenance cotstrsold in conjunction with new software licenages. In each year presented, customers
bought, on average, more than 24 months of sugparmaintenance with each new license purchasddhwie believe illustrates our
customers’ commitment to VMware as a core elemétiiair data center architecture and hybrid clodtegy.

In 2012 and 2011, professional services revenugsased as growth in our license sales and indthlise led to additional demand for
professional services. As we continue to investunpartners and expand our ecosystem of thirdspaicfessionals with expertise in our
solutions to independently provide professionavisess to our customers, we do not expect our psafesl services revenues to constitute an
increasing component of our revenue mix. As a tesuhis strategy, our professional services rexeecan vary based on the delivery channel.
used in any given period as well as the timingrafagyements.

Revenue Growth in Constant Currency

We invoice and collect in the Euro, the British Rduthe Japanese Yen and the Australian Dollawéir tespective regions. As a result,
our total revenues are affected by changes inahe\of the U.S. Dollar against these currenciesrdler to provide a comparable framework
for assessing how our business performed exclutimgffect of foreign currency fluctuations, managat analyzes year-over-year revenue
growth on a constant currency basis. Since we tperigh the U.S. Dollar as our functional currenggearned revenues for orders booked in
currencies other than the U.S. Dollar are conveartedU.S. Dollars at the exchange rate in effecttfie month in which each order is booked
and remain at their historical rate when recogningal revenue. We calculate constant currency @anbe revenues recognized during the
current period that were originally booked in caies other than U.S. Dollars by comparing the argle rates used to recognize
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revenue in the current period against the exchaaigs used to recognize revenue in the comparabiedp In 2012 , the year-over-year growth
in license revenues measured on a constant curbersiy was 15% compared with 13% as reported. 14, 20e year-over-year growth in
license revenues measured on a constant curresig/was 30% compared with 31% as reported. We toaloulate constant currency on
services revenues, which include software maintemaevenues and professional services revenues.

Unearned Revenues

Our unearned revenues as of December 31, 2012 ecehiber 31, 2011 were as follows:

December 31,

2012 2011
Unearned license revenues $ 462.7 $ 389.2
Unearned software maintenance revenues 2,755.( 2,133t
Unearned professional services revenues 242.¢ 185.%
Total unearned revenues $ 3,460.t $ 2,708.¢

The complexity of our unearned revenues has ineckaser time as a result of acquisitions, an expdmtoduct portfolio and a broader
range of pricing and packaging alternatives. ABetember 31, 2012 , total unearned revenues irenldas28% from December 31, 2011 .
This increase was primarily due to growth in unedreoftware maintenance revenues, attributablertgmwing base of maintenance
contracts. As of December 31, 2012 , 87% of ol imbearned revenues are expected to be recogmaitzdaly.

Unearned license revenues are either recognizablyatecognized upon delivery of existing or fetyproducts or services, or will be
recognized ratably upon delivery of future produmtservices. Future products include, in somes;asgmerging products that are offered as
part of product promotions where the purchasenafxdsting product is entitled to receive a promiodl product at no additional charge. We
regularly offer product promotions as a strategyrtprove awareness of our emerging products. T@xtent promotional products have not
been delivered and vendor-specific objective ewegfiVSOE”") of fair value cannot be establishea, tavenue for the entire order is deferred
until such time as all product delivery obligatidreve been fulfilled. Increasingly, unearned li@ersvenue may also be recognized ratably,
which is generally due to a right to receive undjeztfuture products or a lack of VSOE of fair walon the software maintenance element of
the arrangement. At December 31, 2Q12e ratable component represented over halfeofdtal unearned license revenue balance. The ar
of total unearned license revenues may vary oveogedue to the type and level of promotions @fterthe portion of license contracts sold
with a ratable recognition element, and when praoned products are delivered upon general avaitgblUnearned software maintenance
revenues are attributable to our maintenance otisteand are recognized ratably, typically over gefram one to five years with a weighted-
average remaining term at December 31, 2012 ofoxppately 1.9 years . Unearned professional sesviegenues result primarily from
prepaid professional services, including trainigugd are recognized as the services are deliveredalieve that our overall unearned revenue
balance improves predictability of future revenagd that it is a key indicator of the health anggh of our business.

Operating Expenses

Information about our operating expenses for tteyended 2012 , 2011 and 2010 is as follows:

For the Year Ended December 31, 2012

Capitalized
Core Software Other Total

Operating Stock-Based Development Operating Operating

Expenses (1) Compensation Costs, net Expenses Expenses
Cost of license revenue $ 927 $ 21 % 706 $ 71€ $ 237.(
Cost of services revenue 450.¢ 28.2 — 5.5 484.%
Research and development 778.¢ 210.¢ — 10.C 999.2
Sales and marketing 1,477.¢ 149.¢ — 17.C 1,644.¢
General and administrative 314.1 48.1 — 5.€ 367.¢
Total operating expenses $ 3,114.. % 438.7 % 706 9 109.7 $ 3,733.:
Operating income $ 871.¢

Operating margin 18.%
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For the Year Ended December 31, 2011

Capitalized
Core Software Other Total
Operating Stock-Based Development Operating Operating
Items (1) Compensation Costs, net ltems Items
Cost of license revenue $ 74 3 1€ $ 84.7 $ 46.z $ 207.¢
Cost of services revenue 384.¢ 23.¢ — 6.3 414.¢
Research and development 661.¢ 174.% (74.0) 12.€ 775.1
Sales and marketing 1,222.¢ 95.% — 15.¢ 1,334.:
General and administrative 256.2 40.z — 4.1 300.5
Total operating expenses $ 2,600.. $ 3352 % 107 $ 852 $ 3,031.¢
Operating income $ 735.2
Operating margin 19.5%
For the Year Ended December 31, 2010
Capitalized
Core Software Other Total
Operating Stock-Based Development Operating Operating
Expenses (1) Compensation Costs, net Expenses Expenses
Cost of license revenue $ 524 % 1.7 $ 99t $ 23¢ $ 177.
Cost of services revenue 292.: 18.t — 5.t 316.:
Research and development 537.¢ 164.¢ (60.7) 11t 653.(
Sales and marketing 931.7 73.1 — 8.5 1,013.:
General and administrative 230.1 34.C — 5.2 269.:
Total operating expenses $ 2,044.0 % 2917 % 38 % 54€ $ 2,429..
Operating income $ 428.(
Operating margin 15.(%

(1) Core operating expenses is a non-GAAP findameeasure that excludes stock-based compensatiomet effect of the amortization and
capitalization of software development costs anthaeother expenses from our total operating egpsrtalculated in accordance with
GAAP. The other operating expenses excluded aretaaiion of acquired intangible assets, employarpll taxes on employee stock
transactions and acquisition-related items. Oue operating expenses reflect our business in a endhat allows meaningful period-to-
period comparisons. Our core operating expenseseaoaciled to the most comparable GAAP measuotal‘bperating expenses,” in the
table above. See “Non-GAAP Financial Measures'fdother information.

Our operating margin on total operating expensese@dsed to 18.9% in 2012 from 19.5% in 2011 . Téwrehsén our operating margin |
2012 compared with 2011 primarily related to tharyever-year decrease in capitalized software dgveént costs, partially offset by the year
over-year increase in our revenues, which outpeeihcrease in our core operating expenses. Qeratipg margin on total operating
expenses increased to 19.5% in 2011 from 15.09% 10 2 The increase in our operating margin in 2€drhpared with 2010 primarily related
to the increase in our revenues, which outpacethtireases in our expenses.

Core Operating Expenses

The following discussion of our core operating exges and the components comprising our core opgraxipenses highlights the factors
that we focus on when evaluating our operating imaagd operating expenses. The increases or desrgasperating expenses discussed in
this section do not include changes relating toksttased compensation, the net effect of the aratitn and capitalization of software
development costs and certain other expenses, whitsist of amortization of acquired intangiblestssemployer payroll taxes on employee
stock transactions and acquisition-related items.

Core operating expenses increased by $513.4 ori2Q@%l2 compared with 2011 and increased by $58627% in 2011 compared with
2010 . As quantified below, these increase s weneapily due to increases in employee-related egpsnwhich include salaries and benefits,
bonuses, commissions, and recruiting and trairand,which increased largely as a result of increas@eadcount. Our headcount as of
December 31, 2012 was approximately 13,800, condpaith approximately 11,200 as of December 31, 284d compared with
approximately 9,000 as of December 31, 2010. Theseases in headcount were driven by strategicdiibusiness growth and business
acquisitions. A portion of our core operating exges) primarily the cost of personnel to delivehtgcal support on our products and
professional services, marketing, and research
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and development, are denominated in foreign curesrand are thus exposed to foreign exchangelwatiétions. Core operating expenses
benefited by $53.6 in 2012 and were negatively ictgxdiby $48.2 in 2011 as compared with their retspeprior years due to the effect of
fluctuations in the exchange rates between the DoBar and other currencies.

Cost of License Revenues

Our core operating expenses for cost of licensemees principally consist of the cost of fulfillntef our software and royalty costs in
connection with technology licensed from third-gastoviders. The cost of fulfilment of our softveaincludes IT development efforts,
personnel costs, product packaging and relatecheadrassociated with the physical and electrorieatg of our software products.

Core operating expenses for cost of license reveimeeeased by $17.8 or 24% in 2012 compared vifti Aand by $22.4 or 43% in 2011
compared with 2010 . The increase s were due teases of $8.0 and $7.6 in 2012 and 2011 , respégtfor IT development costs.
Additionally, cost of license revenues increasedé#y and $11.3 in 2012 and 2011 , respectivelyanly related to royalty and licensing
costs for technology licensed from third-party pdevs that is used in our products.

Cost of Services Revenues

Our core operating expenses for cost of servicaesnges primarily include the costs of personnelratated overhead to deliver technical
support for our products and to provide our prdtess services.

Core operating expenses for cost of services reaemereased by $65.8 or 17% in 2012 compared2@i , and by $92.5 or 32% in
2011 compared with 2010 . The increase in 2012psiazarily due to growth in employee-related exparaed travel and entertainment
expenses of $61.4, which was largely driven byamental growth in headcount to support increaseeinges. Additionally, our third-party
professional services costs increased by $17.6otage technical support and professional servix@narily in connection with increased
demand for services. These increases in 2042 partially offset by a decrease of $8.0 dutéocompletion of certain IT development proj
and the positive impact of fluctuations in the exwye rate between the U.S. Dollar and foreign ogres of $9.1. The increase in 2011 was
primarily due to growth in employee-related expense$48.3, which was largely driven by incremeugtawth in headcount, as well as an
increase in expenses of $16.2 for IT developmestiscé\dditionally, our third-party professional ees costs increased by $13.1 to provide
technical support and professional services prignariconnection with increased services revenk&gtuations in the exchange rate between
the U.S. Dollar and foreign currencies also conted $9.4 to the overall increase in costs of ses/revenues.

Research and Devel opment Expenses

Our core operating expenses for research and develat (“R&D”) expenses include the personnel ahated overhead associated with
the R&D of new product offerings and the enhancedroéour existing software offerings.

Core operating expenses for R&D increased by $14618% in 2012 compared with 2011 , and by $124.23% in 2011 compared with
2010 . The increase s were primarily due to grawttmployee-related expenses of $105.5 and $922012 and 2011 , respectively, which
were primarily driven by incremental growth in headnt from strategic hiring and business acquiséidn 2012 and 2011, facility-related
expenses of $11.5 and $9.1, respectively, furtbetributed to the year-over-year increases. Addily, the positive impact of $9.5 from
fluctuations in the exchange rate between the DdHlar and foreign currencies partially offset thereases in 2012 .

Sales and Marketing Expenses

Our core operating expenses for sales and markexipgnses include personnel costs, sales comnssaiahrelated overhead associated
with the sale and marketing of our license andisesvofferings, as well as the cost of product thes. Sales commissions are generally e:
and expensed when a firm order is received fronttistpomer and may be expensed in a period othertlleaperiod in which the related
revenue is recognized. Sales and marketing expamseiclude the net impact from the expensesriadiand fees generated by certain
marketing initiatives, including our annual VMwortdnferences in the U.S. and Europe.

Core operating expenses for sales and marketimgaaed by $255.0 or 21% in 2012 compared with 2@&ht by $291.2 or 31% in 2011
compared with 2010 . The increase in 2012 was piiyndue to growth in employee-related expense$2if3.8, driven by incremental growth
in headcount and by higher commission expensedlimeteased sales volumes, as well as an incré&&0d in the costs of marketing
programs. The increases in 2012 were partiallyettly the positive impact of $28.9 from fluctuasadn the exchange rate between the U.S.
Dollar and foreign currencies. The increase in 2@a% primarily due to growth in employee-relategenses of $168.8, driven by incremental
growth in headcount and by higher commission expeiu® to increased sales volumes. Additionallycthets of marketing programs increa
by $33.3 and travel and entertainment expenseaserktby $18.0 in support of our expanding markedssales efforts. The negative impact of
$30.5 from fluctuations in the exchange rate betwtee U.S. Dollar and foreign currencies furthemtcbuted to the increase.
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General and Administrative Expenses

Our core operating expenses for general and admgitiiee expenses include personnel and relatecheaercosts to support the overall
business. These expenses include the costs assbwaiighh our finance, human resources, IT infrastmecand legal departments, as well as
expenses related to corporate costs and initiatimdsacilities costs.

Core operating expenses for general and adminigraicreased by $57.9 or 23% in 2012 compared 26thl , and by $26.1 or 11% in
2011 compared with 2010 . The increase in 2012psiagarily due to an increase of $24.3 related tpleyee-related expenses mostly due to
incremental growth in headcount. General and adinative expenses also increased in 2012 due itccegase of $14.3 in corporate expenses
including contributions to our charitable foundatidlso contributing to the increase in expense2iih?2 were equipment and depreciation
expenses of $11.6 to support increased headcodrTasecurity initiatives and increased contractosts of $11.2 related to IT security
initiatives. The increase in 2011 was primarily do@n increase of $27.5 related to employee-mlexpenses primarily due to incremental
growth in headcount.

Stock-Based Compensation
Stock-based compensation in the years ended 22021,and 2010 was as follows:

For the Year Ended December 31,

2012 2011 2010
Stock-based compensation, excluding amounts cigeithl $ 438.7 $ 3352 $ 291.
Stock-based compensation capitalized — 12.4 10.¢
Total stock-based compensation expense $ 438.7 $ 347.¢ $ 302.¢

Total stock-based compensation was $438.7 in 2@827.6 in 2011, and $302.6 in 2010 , representiag-over-year increases of $91.1
and $45.0 , respectively. In 2011 and 2010 , wétalzgped $12.4 and $10.9 , respectively, of stoekdrl compensation to our software
development projects. No costs were capitalize2Dib2 for software development projects. The inaeadotal stock-based compensation
expenses in 2012 compared with 20dds primarily due to an increase of $112.4 for aewards issued to our existing employees, as welh
increase of $38.8 for awards made to new emplogégiag VMware in 2012. Additionally, total stockabed compensation expense increase
by $45.7 in 2012 in connection with our acquisitafrNicira in August 2012. Partially offsetting #®increase was a decrease of $96.0 rel:
to grants that became fully vested over the paat ye

The increase in stock-based compensation experZg¥ihover 2010 was primarily due to an increas&7df3 from new awards issued to
our existing employees both in the second halfddf®and the second quarter of 2011, as well asaaase of $32.9 for awards made to new
employees joining VMware in 2011. These increaseepartially offset by a decrease of $71.7 prilpaealated to fully vested grants.

Stock-based compensation is recorded to each apgeatpense category based upon the function ofitiy@oyee to whom the stock-
based compensation relates and fluctuates basedthpealue and number of awards granted. Compengzhilosophy varies by function,
resulting in different weightings of cash incensweersus equity incentives. As a result, functiaith larger cash-based components, such as
sales commissions, will have comparatively lowecktbased compensation than other functions.

As of December 31, 2012 , the total unamortizedvaiue of our outstanding equity-based awards hgldur employees was $945.4 , and
is expected to be recognized over a weighted-aegoagod of approximately 1.6 years.

Capitalized Software Development Costs, Net

Development costs of software to be sold, leasedtheerwise marketed are subject to capitalizabieginning when the product’s
technological feasibility has been establishedemting when the product is available for generglase. Judgment is required in determining
when technological feasibility is established, asdur business, products and go-to-market strditegy evolved, we have continued to
evaluate when technological feasibility is estdi#id Following the release of vSphere 5 and thepcehensive suite of cloud infrastructure
technologies in the third quarter of 2011, we dateed that our go-to-market strategy had changeu fingle solutions to product suite
solutions. As a result of this change in strategy the related increased importance of interojiléyalbetween our products, the length of time
between achieving technological feasibility andeyahrelease to customers significantly decreagédexpect our products to be available for
general release soon after technological feasilfibiis been established. Given that we expect therityaof our product offerings to be suites
or to have key components that interoperate withotluer product offerings, the costs incurred sgheat to achievement of technological
feasibility are expected to be immaterial in futpegiods. In 2012 and the fourth quarter of 204l software development costs related to
product offerings were expensed as incurred ané wetuded in R&D expenses on the accompanyingalmaed statements of income. In
2011 and 2010, we capitalized $86.4 (including.8$1# stock-based
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compensation) and $71.6 (including $10.9 of stoakenl compensation), respectively, of costs fodewelopment of software products.
Capitalized software development costs increaseildy7 in 2011 compared with 2010 primarily du@moincrease in costs associated with
products that had reached technological feasibilitgluding vSphere 5. The change in our go-to-reskrategy and resulting decrease in the
length of time between technological feasibilityoafr products and the date those products areadaifor general release to customers did n¢
materially impact the amount of software develophuasts we capitalized in 2011.

Future changes in our judgment as to when techigabfgasibility is established, or additional chas in our business, including our go-
to-market strategy, could materially impact the antmf costs capitalized. For example, if the léngfttime between technological feasibility
and general availability were to increase in therk; the amount of capitalized costs would likelgrease. Additionally, a transition to offeri
software as a service instead of via a license ayresult in an increased level of software edipétion.

In 2012, 2011 and 2010 , amortization expense frapitalized software development costs was $7888l,7 and $99.5respectively. Th
decrease in amortization of software developmestsdo 2012 compared with 2011 and 2011 compar#d2@G10 was primarily due to both
the timing of new product releases and the compiedf amortization for other product releases,udgig different versions of vSphere.
Amortization expense from capitalized software demeent costs is included in cost of license reesnon our accompanying consolidated
statements of income. In future periods, we expactamortization expense from capitalized softweelopment costs to decline as these
costs are expected to be recorded as R&D experisewased given our current go-to-market strategy.

Other Operating Expenses

Other operating expenses consist of intangible timation and employer payroll tax on employee stiwaksactions, which are recorded tc
each individual line of operating expense on owoagpanying consolidated statements of income. Aalditly, other operating expenses
include acquisition-related items, which are reedrth general and administrative expense on ownigcstatement.

Other operating expenses in the years ended 22021, and 2010 were as follows:

For the Year Ended December 31,

2012 2011 2010
Intangible amortization $ 92.C $ 64.¢ $ 34.¢
Employer payroll tax on employee stock transactions 13.¢ 18.¢ 16.2
Acquisition-related items 3.8 2.3 3.2
Total other operating expenses $ 109.7 % 85.2 % 54.€

Other operating expenses increased $24.4 in 2042 2011 and $30.7 in 2011 from 2010. The increa2912 was primarily due to an
increase in intangible amortization of $27.4 réaglfrom new acquisitions, which was primarily reded to cost of license revenues on our
accompanying consolidated statement of income.iftrease was partially offset by a decrease of Bdebnployer payroll taxes on employee
stock transactions, which was attributable to aetese in the number of awards exercised, soldsiedeThe increase in other operating
expenses in 2011 was primarily due to addition@rigible amortization of $29.8 resulting from nesguaisitions, of which $22.3 was recorded
to costs of license revenues on our income statemen

Investment Income

Investment income increased by $10.4 to $26.6 ¥2Zom $16.2 in 2011 and increased by $9.5 toZik62011 from $6.6 in 2010 .
Investment income consists of interest earned sh,@ash equivalents and short-term investmenhbasapartially offset by the amortization
of premiums paid on fixed income securities. Inhb2012 and 2011 as compared with their respectioe years, investment income increased
due to increased balances invested in our fixednrecportfolio and higher yields.

Other Income (Expense), Net

Other expense , net of $0.7 in 2012 changed byr&bipared with other income , net of $47.0 in 200ther income , net of $47.0 in
2011 changed by $61.2 from other expense , net4P4n 2010 . The changes in 2012 compared wifli 20hd in 2011 compared with 2010
were primarily due to a $56.0 gain recognized @ngéile of our investment in Terremark Worldwide, in 2011.
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Income Tax Provision

Our effective tax rate was 16.5%, 8.9%, and 14.882012, 2011, and 2010, respectively. The effed@x rate in 2012 was higher than
2011 primarily due to the federal research crediich expired at the end of 2011 and was unavailabR012. The rate was also negatively
impacted by a greater proportion of earnings inUt., which are taxed at a higher rate than orniegs in foreign jurisdictions. The effective
tax rate in 2011 was lower than 2010 primarily tlua shift in the mix of income before tax from tHeS. to international jurisdictions with
lower tax rates compared to the U.S. rate, paytifset by a relative reduction in the benefitnfréhe federal research credit.

In January 2013, the United States Congress rédivejcenacted an extension of the federal researetiit through December 31, 2013.
As a result, we expect that our income tax prowigar the first quarter of 2013 will include aniesited discrete tax benefit of approximately
$38 reflecting the full year 2012 federal reseanedit. This estimated amount will be finalized2®13. Our 2013 annual estimated effective
tax rate will also include the benefit expectedZ04.3 and accordingly, we expect our 2013 effederate to be lower than the 2012 effec
tax rate.

Our rate of taxation in foreign jurisdictions isMer than the U.S. tax rate. Our international ineasprimarily earned by our subsidiaries
in Ireland, where the statutory tax rate is 12.99.do not believe that any recent or currently etga:developments in non-U.S. tax
jurisdictions are reasonably likely to have a matémpact on our effective tax rate. All incomeamed abroad, except for previously ta
income for U.S. tax purposes, is considered indefinreinvested in our foreign operations and navjsion for U.S. taxes has been provided
with respect to such income.

As of December 31, 2012, our total cash, cash edprits, and short-term investments were $4,630véhath $2,996.7 were held outside
the U.S. Our intent is to indefinitely reinvest euan-U.S. funds in our foreign operations, and@urent plans do not demonstrate a need to
repatriate them to fund our U.S. operations. We pdameet our U.S. liquidity needs through ongaiagh flows generated from our U.S.
operations, external borrowings, or both. We wilizvariety of tax planning strategies in an efforénsure that our worldwide cash is avail:
in the locations in which it is needed. If managatdetermines these overseas funds are neededrfoperations in the U.S., we would be
required to accrue U.S. taxes on the related uitaliséd earnings in the period management detesrthre earnings will no longer be
indefinitely invested outside the U.S. in orderdpatriate these funds.

We have been included in the EMC consolidated gfoup).S. federal income tax purposes, and expecbhtinue to be included in such
consolidated group for periods in which EMC ownteast 80% of the total voting power and value wf @autstanding stock as calculated for
U.S. federal income tax purposes. The percentagetofg power and value calculated for U.S. fedarabme tax purposes may differ from
percentage of outstanding shares beneficially oviayeEMC due to the greater voting power of our €lBcommon stock as compared to our
Class A common stock and other factors. Each mewfteconsolidated 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 determirdididncy thereon. Should EMC's
ownership fall below 80% of the total voting poveervalue of our outstanding stock in any perio@ntive would no longer be included in the
EMC consolidated group for U.S. federal incomeparposes, and thus we would no longer be liabteérevent that any income tax liability
was incurred, but not discharged, by any other negrabthe EMC consolidated group. Additionally, alS. federal income tax would be
reported separately from that of the EMC consoéidajroup.

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

Our future effective tax rate may be affected bghsiactors as changes in tax laws, changes inuginéss, regulations, or rates, changing
interpretation of existing laws or regulations, thmpact of accounting for stock-based compensatimimpact of accounting for business
combinations, changes in our international orgdignashifts in the amount of income before taxnedrin the U.S. as compared with other
regions in the world, and changes in overall leeél®icome before tax.

Our Relationship with EMC

As of December 31, 2012 , EMC owned 41,050,000eshaef Class A common stock and all 300,000,000eshair Class B common stock,
representing 79.6% of our total outstanding shafe®@mmon stock and 97.2&6 the combined voting power of our outstanding ooon stock

Pursuant to an ongoing reseller arrangement wittCEEMC bundles our products and services with EME&lucts and sells them to
end-users. In the years ended December 31, 20021,&hd 2010 , we recognized revenues of $160/2.0%nd $48.5 , respectively, from
such contractual arrangement with EMC. As of Decandd, 2012 and 2011, $149.5 and $105.6 , reseégtof revenues from products and
services sold under the reseller arrangement weheded in unearned revenues.
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In the years ended December 31, 2012 , 2011 andl ,20& recognized professional services revenu&9ni7 , $66.2 and $60.6 ,
respectively, from such contractual agreements BNIC. As of December 31, 2012 and 2011 , $2.9 &nil $respectively, of revenues from
professional services to EMC customers were indudeinearned revenues.

In the years ended December 31, 2012 , 2011 ar@l ,20& recognized revenues of $9.1 , $3.2 and $&4dpectively, from products and
services purchased by EMC for internal use pursteeotir contractual agreements with EMC. As of Deler 31, 2012 and 2011 , $28.4 and
$23.4 , respectively, of revenues from productssardices purchased by EMC for internal use weckided in unearned revenues.

We purchased products and services from EMC for2b4824.3 and $18.4 in the years ended Decemhe&03® , 2011 and 2010,
respectively.

Pursuant to the tax sharing agreement, we have peadeents to EMC and EMC has made payments tohgsfallowing table
summarizes these payments made between us and BN the years ended December 31, 2012 , 20126140 :

For the Year Ended December 31,
2012 2011 2010
Payments from us to EMC $ — 3 121 % 5.1
Payments from EMC to us 19.2 314.t 2.t

Payments between us and EMC under the tax shaghegment primarily relate to our portion of fedéralome taxes on EMC's
consolidated tax return. Payments from us to EM@auily relate to periods for which we had standra federal taxable income, while
payments from EMC to us relate to periods for whighhad a stand-alone federal taxable loss. Theiataohat we either pay to or receive
from EMC for our portion of federal income taxes®MC’s consolidated tax return differ from the amtsuwe would owe on a stand-alone
basis and the difference is presented as a compohstockholders’ equity. In 2012 , the differermetween the amount of tax calculated on a
stand-alone basis and the amount of tax calculzgethe tax sharing agreement was recorded as@adecin stockholders’ equity of $4.4 . In
2011 and 2010, the difference between the amduakaalculated on a stand-alone basis and theiatad tax calculated per the tax sharing
agreement was recorded as an increase in stockboddpiity of $7.8 and $6.5 , respectively.

In certain geographic regions where we do not lzewvestablished legal entity, we contract with ENBssdiaries for support services and
EMC personnel who are managed by us. The costsrattby EMC on our behalf related to these emplsyee passed on to us and we are
charged a mark-up intended to approximate costsibald have been charged had we contracted fdr sevices with an unrelated third
party. These costs are included as expenses icoogplidated statements of income and primariljuishe salaries, benefits, travel and rent.
Additionally, EMC incurs certain administrative ¢®®n our behalf in the U.S. that are also recostedxpenses in our consolidated statemer
of income. The total cost of the services provitteds by EMC as described above was $106.3 , $8216566.4 in the years ended
December 31, 2012, 2011 and 2010 , respectively.

In the years ended December 31, 2012, 2011 andl ,2P4.7 , $3.9 and $4.1 , respectively, of inteexpense was recorded related to the
note payable to EMC and included in interest expevith EMC on our consolidated statements of incobw interest expense as a separate,
stand-alone company may be higher or lower thamtheunts reflected in the consolidated financiateshents.

In the second quarter of 2011, we acquired cedsdrts relating to EMC’s Mozy cloud-based dateagmand data center services,
including certain data center assets and a liceneertain intellectual property. EMC retained ovwatgp of the Mozy business and its
remaining assets. EMC continues to be responsitiléozy customers for Mozy products and servicesamiinues to recognize revenue from
such products and services. We entered into aratpeal support agreement with EMC through the @n2012, pursuant to which we took
over responsibility to operate the Mozy servicebehalf of EMC. Pursuant to the support agreemeastsdncurred by us to support EMC’s
Mozy services, plus a mark-up intended to approtentfaird-party costs and a management fee, arebtgsad to us by EMC. On the
consolidated statements of income, in the yearseéicember 31, 2012 and 2011 , such amounts \§&r6 &nd $39.0 , respectively. These
amounts were recorded as a reduction to the casteaurred. As of December 31, 2012 , the operatisapport agreement between us and
EMC was amended such that we will no longer opeltseMozy service on behalf of EMC. Under the anmeent, we will transfer
substantially all employees that support Mozy sersito EMC and EMC will purchase certain assets fus in relation to transferred
employees. The termination of service and relatuster of employees and sale of assets is artgtifga be substantially completed during the
first quarter of 2013.

In 2010, we acquired certain software product tetdgy and expertise from EMC'’s lonix IT managemiemsiness for cash consideration
of $175.0 . EMC retained the lonix brand and wilhtinue to offer customers the products acquireddyypursuant to an ongoing reseller
agreement between EMC and us. During the yearsddddeember 31, 2011 and 2010, $14.4 and $10¢pectively, of contingent amounts
were paid to EMC. These payments were recordedt/dransactions and
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were offsets to the initial capital contributiomfin EMC. As of December 31, 2011, all contingegments under the agreement had been
made.

From time to time, we and EMC enter into agreememtllaborate on technology projects. In the gearded December 31, 2012 , 2011
and 2010, we received $6.5, $2.3 and $2.3eawvely, from EMC for EMC's portion of expensetated to such projects.

Effective September 1, 2012, Pat Gelsinger succePdel Maritz as Chief Executive Officer of VMwaRrior to joining us, Pat Gelsing
was the President and Chief Operating Officer of@EMformation Infrastructure Products. Paul Marémains a board member of VMware
and took on the role of Chief Strategy Officer ¢i€. With the exception of a long-term incentive foemance award from EMC that Pat
Gelsinger agreed to cancel in consideration ofva performance stock unit award from VMware, botlulPdaritz and Pat Gelsinger retained
and continue to vest in their respective equityraaahat they held as of September 1, 2012. Stasked compensation related to Pat
Gelsinger's EMC awards will be recognized on oursmidated statements of income over the awardsanging requisite service periods.
Stock-based compensation related to Paul Marittsvdre awards will be recognized as an expense b EM

As of December 31, 2012 , we had $67.9 net due &M, which consisted of $111.5 due from EMC, @difioffset by $43.6 due to
EMC. As of December 31, 2011 , we had $73.8 netficre EMC, which consisted of $101.4 due from EMp@rtially offset by $27.6 due to
EMC. These amounts resulted from the related geatysactions described above. Additionally, we &at income tax payable due to EM(
$31.9 and $3.3 as of December 31, 2012 and 20lithwiere included in accrued expenses and otheuoronsolidated balance sheets.
Balances due to or from EMC which are unrelatehtoobligations are generally settled in cash wis0 days of each quarter-end. The timing
of the tax payments due to and from EMC is govellmethe tax sharing agreement with EMC.

In December 2012, we launched the Pivotal Initatiith EMC, pursuant to which both companies ptanodmmit technology, people and
programs.

By nature of EMC’s majority ownership of us, theamts we recorded for our intercompany transacticitts EMC may not be
considered arns’'length with an unrelated third party. Therefdre financial statements included herein may noessarily reflect our financi
condition, results of operations and cash flowsWwadengaged in such transactions with an unretaiedi 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

At December 31, 2012 and 2011 , we held cash, @asivalents, and short-term investments as follows:

December 31,

2012 2011
Cash and cash equivalents $ 1,609.0 $ 1,955.¢
Short-term investments 3,021 2,556.
Total cash, cash equivalents and short-term inverstsn $ 4,630.( $ 4,512

As of December 31, 2012 , we held a diversifiedfptio of money market funds and fixed income sée@s totaling $4,194.3 . Our fixed
income securities were denominated in U.S. Dobaud consisted of highly liquid debt instrumentshaf U.S. government and its agencies,
U.S. municipal obligations, and U.S. and foreigrpooate debt securities. We limit the amount of @amestic and international investments
with any single issuer and any single financiatitnson, and also monitor the diversity of the tfolio, thereby diversifying the credit risk.
Within our portfolio, we held $40.6 of foreign gomenent and agencies securities, $10.4 of whichdeasned sovereign debt, at December 31
2012. These sovereign debt securities had an averagdé cating of AAA and were predominantly from CdaaNone of the securities deer
sovereign debt were from Greece, Ireland, ItalyfiRm@l or Spain.

As of December 31, 2012 , our total cash, cashvatpnts and short-term investments were $4,636f8vhich $2,996.7 was held outside
the U.S. If these overseas funds were needed fasparations in the U.S., we would be requiredderae and pay U.S. taxes on related
undistributed earnings to repatriate these fundsveaver, our intent is to indefinitely reinvest auon-U.S. earnings in our foreign operations
and our current plans do not demonstrate a neegptdriate them to fund our U.S. operations.

We expect to continue to generate positive castisflivom operations in 2013 and to use cash gentbgt@perations as our primary
source of liquidity. We believe that existing castd cash equivalents, together with any cash geteham operations will be sufficient to
meet normal operating requirements for at leashéhé twelve months. While we believe our existiggh and cash equivalents and cash to b
generated by operations will be sufficient to nemetnormal operating
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requirements, our overall level of cash needs neaiyripacted by the number and size of acquisitioisimvestments we consummate and the
amount of stock we buy back in 2013. Should we ireqadditional liquidity, we may seek to arrangéténancing or enter into credit
facilities.

Our cash flows for 2012 , 2011 and 2010 were devi!:

For the Year Ended December 31,

2012 2011 2010
Net cash provided by (used in):
Operating activities $ 1,897 % 2,025t $ 1,174.
Investing activities (2,034.9) (1,611.0) (2,261.9
Financing activities (209.9) (87.9) 230.1
Net increase (decrease) in cash and cash equisalent $ (346.9) $ 326.71 $ (857.9)

Operating Activities

Cash provided by operating activities is driveroby net income, adjusted for non-cash items andgdmin assets and liabilities. Non-
cash adjustments include depreciation and amddizadtock-based compensation, excess tax beffirefitsstockbased compensation and o
adjustments.

Cash provided by operating activities decreasefilt3g.1 to $1,897.5 in the 2012 from $2,025.6 in120The decrease was primarily
driven by the timing of tax payments we receiveahfrEMC under the tax sharing agreement. Underatksharing agreement, EMC is
obligated to pay us an amount equal to the taxfiigg@erated by us and we are obligated to pay EM@mount equal to the tax expense
generated by us that EMC may recognize in a giwam gn its consolidated tax return. In 2012, weirad $19.3 from EMC under the tax
sharing agreement, but in 2011 we benefited froemit receipt of $302.3, which included amountmarily related to refunds received for
both the 2011 and 2010 tax years. In future perisgsexpect to be in a net payable position to EMC.

In 2012, cash provided by operating activities lfiée from increases in cash collections drivergbgwth in sales to our customers and
was negatively impacted by increases in our coegaimg expenses, primarily due to headcount. i22ihcreases in cash collections from
customers outpaced the increases in our core apgtpenses. Additionally, the excess tax beffigfih stock-based compensation decrease
by $86.4 in 2012, which positively impacted ourlcasovided by operating activities. This change wasarily due to changes in the market
value of our stock and the number of equity awasdscised, sold or vested.

Cash provided by operating activities increase®&fy1.2 to $2,025.6 in 2011 from $1,174.4 in 201k Increase in operating cash flows
for 2011 was primarily the result of an increaseash collections from customers driven by straadgsvolumes. In addition, we benefited
from the net receipt of $302.3 from EMC relatednttome taxes. During 2010, there were no signifieemounts collected from or paid to
EMC under the tax sharing agreement. The net reo&$302.3 in 2011 primarily related to refundsew®ed for both the 2011 and 2010 tax
years. The increase in cash collections and thefliérom the collection of the income tax receileatvas partially offset by increases in «
core operating expenses, primarily related to imenetal headcount from strategic hiring and busiaesggiisitions.

In evaluating our liquidity internally, we focus tong-term, sustainable growth in free cash flowsrdrailing twelve months periods,
which we consider to be a relevant measure ofaug-term progress. We define free cash flows, a@AAP financial measure, as net cash
provided by operating activities less capital exjpirmes. See “Non-GAAP Financial Measures” for éiddial information.

Our free cash flows for 2012 , 2011 and 2010 wermbdows:

For the Year Ended December 31,

2012 2011 2010
Net cash provided by operating activities $ 1,897 $ 2,025t $ 1,174.
Capital expenditures (234.5 (230.7) (131.9)
Free cash flows $ 1,663.( $ 1,795 $ 1,042.°

Free cash flows decreased by $132.5 or 7% to $06682012 from $1,795.5 in 2011 . The decrease pvanarily due to a decrease of
$283.0 for net amounts we received from EMC unldert&x sharing agreement as described above. €bisake was partially offset by the ne
benefit received from increased sales and relaisl collections that outpaced our growth in opegatixpenses. Free cash flows increased by
$752.8 or 72% to $1,795.5 for 2011 from $1,042.2040 . The
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increase was primarily due to increased saleselated cash collections that outpaced our growthperating expenses. Additionally, we
benefited from the net receipt of $302.3 from EM®@ler the tax sharing agreement in 2011.

Investing Activities

Cash used in investing activities is generallyilaatable to the purchase of fixed income secutitiesiness acquisitions, and capital
expenditures. Cash provided by investing activitgsrimarily attributable to the sales or matestof fixed income securities.

Total fixed income securities of $3,188.7 , $2,668nd $2,101.9 were purchased in 2012 , 2011 abd 2@spectively. All purchases of
fixed income securities were classified as casfiaws from investing activities. We classified teéavestments as short-term investments on
our consolidated balance sheets based upon theergitthe security and their availability for usecurrent operations or for other purposes,
such as business acquisitions and strategic ineggtnThese cash outflows were partially offsetdsh inflows of $2,782.3 , $1,790.8 and
$516.3in 2012, 2011 and 2010, respectively, @salt of the sales and maturities of fixed incameurities. Activity in the fixed income
portfolio increased each year primarily from inaed cash and cash equivalent and short-term ineestoalances available for investment,
including a reallocation of funds from cash equeves to fixed income securities.

We did not capitalize any development costs fotvemfe to be sold, leased, or otherwise market@Dir? as compared to $74.0 and $64.1
of costs capitalized in 2011 and 2010 , respegtivadllowing the release of vSphere 5 and the celmpmsive suite of cloud infrastructure
technologies in the third quarter of 2011, we dateed that our go-to-market strategy had changea fingle solutions to product suite
solutions. As a result of this change in strategy the related increased importance of interojiléyalbetween our products, the length of time
between achieving technological feasibility andeyahrelease to customers significantly decreased.

In 2012 , 2011 and 2010 , we paid $1,344.2 , $388d6$293.0 , respectively, for business acquistid he increase in 2012 is primarily
related to the acquisition of Nicira which was coeted in the third quarter of 2012 and included)838,0 of cash consideration. Refer to Note
B to the consolidated financial statements fortfertinformation. Business acquisitions are an irtggdrelement of our strategy and we expect
to continue to consider additional strategic bussngcquisitions in the future.

In 2011, we closed an agreement to purchase #ileofight, title and interest in a ground leaseetimg the property and improvements
located adjacent to our existing Palo Alto, Catifarcampus for $225.0. Based upon the respectivediues, $73.9 of the purchase price was
included within additions to property and equipmemtd the remaining $151.1 paid and attributethi¢éantangible assets was separately
disclosed within net cash used in investing adéigibn the consolidated statement of cash flowkerRe Note G to the consolidated financial
statements for further information. Our renovatidrthe new property will be a multi-year projecthvcapital investment extending into future
periods.

In the second quarter of 2011, we sold our investrimeTerremark Worldwide, Inc. for $76.0.
Financing Activities

Proceeds from the issuance of our Class A comnuark $tom the exercise of stock options and the Ipase of shares under the VMware
Employee Stock Purchase Plan (“ESPP”) were $258337.6 and $431.3 in 2012, 2011 and 2010, réispbc

In 2012 , 2011 and 2010, as part of our sharerchpse programs, we repurchased and retired sbiaoes Class A common stock as
shown below (table in millions, except per shar@amts):

For the Years Ended December 31,

2012 2011 2010
Aggregate purchase price $ 467.5 $ 526.:. $ 338.t
Class A common shares repurchased 5.1 6.C 4.¢
Weighted-average price per share $ 91.1C $ 88.31 $ 68.9¢

From time-to-time, stock repurchases may be madsupnt to the stock repurchase authorizations ém oparket transactions or privately
negotiated transactions as permitted by secut#igs and other legal requirements. We are not atdifjto purchase any shares under our ¢
repurchase programs. The timing of any repurchasdshe actual number of shares repurchased vpériton a variety of factors, including
our stock price, cash requirements for operatioshaisiness combinations, corporate and regulasopyirements and other market and
economic conditions. Purchases can be discontiatuady time that we feel that additional purchasesnot warranted. As of December 31,
2012 , the authorized amount remaining availabiedpurchase was $467.9 . This amount is authofareeepurchases through the end of
2014.
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There were additional cash outflows of $133.1 ,3&82nd $86.2 in 2012 , 2011 and 2010 , respeygfitelcover tax withholding
obligations in conjunction with the net share satitnt upon the vesting of restricted stock unitsrastricted stock. Additionally, the excess
tax benefit from stock-based compensation was $138224.5 and $223.4 in 2012 , 2011 and 201(pedively, and is shown as a reduction
to cash flows from operating activities and an&ase to cash flows from financing activities. Tkaryover-year changes in the repurchase of
shares to cover tax withholding obligations anddkeess tax benefit from stock-based compensati@d12 and 2011 were primarily due to
changes in the market value of our stock and timebeu of awards exercised, sold or vested.

Future cash proceeds from issuances of common atatkhe excess tax benefit from stock-based cosapiem and future cash outflows
to repurchase our shares to cover tax withholdbiiggations will depend upon, and could fluctuaigngicantly from period-tgperiod based o
the market value of our stock, the number of awasdscised, sold or vested, the tax benefit redla®d the tax-affected compensation
recognized.

To date, inflation has not had a material impacbonfinancial results.
Note Payable to EM(

As of December 31, 2012, $450.0 remained outstgnalina note payable to EMC, with interest payabigrrly in arrears. In June 2011,
we and EMC amended and restated the note to eitiendaturity date of the note to April 16, 2015 amdnodify the principal amount of the
note to reflect the outstanding balance of $450h@. interest rate continues to reset quarterlyteads an interest rate of the 90-day LIBOR
plus 55 basis points.

Non-GAAP Financial Measures

Regulation S-K Item 10(e), “Use of Non-GAAP Finaaldleasures in Commission Filings,” defines andpribes the conditions for use
of non-GAAP financial information. Our measurescofe operating expenses and free cash flows eaehtheedefinition of a non-GAAP
financial measure.

Core Operating Expenses

Management uses the non-GAAP measure of core amgtpenses to understand and compare operasalig@cross accounting
periods, for internal budgeting and forecastingppses, for short- and long-term operating plansatoulate bonus payments and to evaluate
our financial performance, the performance of adiiidual functional groups and the ability of opons to generate cash. Management
believes that by excluding certain expenses tlanat reflective of our ongoing operating resudtse operating expenses reflect our business
in a manner that allows for meaningful period-teipe comparisons and analysis of trends in ourrmss.

We define core operating expenses as our totahtipgrexpenses excluding the following componentsch we believe are not reflective
of our ongoing operational expenses. In each das#e reasons set forth below, management baithat excluding the component provides
useful information to investors and others in ustherding and evaluating our operating results ahdé prospects in the same manner as
management, in comparing financial results acrossunting periods and to those of peer companidsabhetter understand the long-term
performance of our core business.

»  Sock-based compensation. Stock-based compensation is generally fixed atithe the stock-based instrument is granted and
amortized over a period of several years. Althosigick-based compensation is an important aspebheafompensation of our
employees and executives, the expense for thedaie of the stock-based instruments we utilize gy little resemblance to the
actual value realized upon the vesting or futurrese of the related stock-based awards. Furthesrmoalike cash compensation, the
value of stock options is determined using a comfdemula that incorporates factors, such as margktility, that are beyond our
control. Additionally, in order to establish therfaalue of performance-based stock awards, whietatso an element of our ongoing
stock-based compensation, we are required to gpgdyment to estimate the probability of the extenwvhich performance objectives
will be achieved.

« Amortization and capitalization of software development costs. Capitalized software development costs encompagssatization of
development costs and the subsequent amortizatitve @apitalized costs over the useful life of gmeduct. Amortization and
capitalization of software development costs cay gsanificantly depending upon the timing of pratiureaching technological
feasibility and being made generally available. dfitknot capitalize software development costs eelad product offerings during
2012. In future periods, we expect our amortizaégpense from previously capitalized software dgwelent costs to steadily decline
as previously capitalized software developmentscbetome fully amortized. For additional informatisee “Results of Operations -
Capitalized Software Development Costs, Net” above.

e Other expenses. Other expenses excluded are amortization of aadjintangible assets, employer payroll taxes on eyga stock
transactions and other acquisition-related itenegiaRding the amortization of acquired intangible
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assets, we generally allocate a portion of thetase price of an acquisition to intangible asseitsh as intellectual property, which is
subject to amortization. The amount of employerpkyaxes on stock-based compensation is depermteatr stock price and other
factors that are beyond our control and do notetate to the operation of the business. Additignaiie amount of an acquisition’s
purchase price allocated to intangible assetstaterm of its related amortization can vary sigaifitly and are unique to each
acquisition. Acquisition-related items include direosts of acquisitions, such as transaction fgkigh vary significantly and are
unique to each acquisition. We also do not acduiienesses on a predictable cycle.

Free cash flows

In evaluating our liquidity internally, we focus tong-term, sustainable growth in free cash flowsrdrailing twelve month periods,
which we consider to be a relevant measure ofaug-term progress. In 2012, we changed our metbggdbr calculating free cash flows,
which is reflected in the amounts presented fopetlods, to be defined as GAAP operating cashdl®ss capital expenditures. We include
impact from capital expenditures on property andiggent because these expenditures are also coegittebe a necessary component of ou
operations and therefore part of our core operakpenses. Management uses free cash flows assaraed financial progress in our
business, as it balances operating results, cashgaaent and capital efficiency. We believe thet ftash flows provides useful informatiol
investors and others as it allows for meaningfuiqueto-period comparisons of our operating caskvi for analysis of trends in our business.
Additionally, we believe that it provides investausd others with an important perspective on thewarhof cash that we may choose to use fo
strategic acquisitions and investments, the re@selof shares, operations and other capital exjpeesli

Limitations on the use of No-GAAP financial measures

A limitation of our non-GAAP financial measuresaafre operating expenses and free cash flows ighbgitdo not have uniform
definitions. Our definitions will likely differ fron the definitions used by other companies, inclggieer companies, and therefore
comparability may be limited. Thus, our non-GAAPaseres of core operating expenses and free cash $loould be considered in addition
to, not as a substitute for, or in isolation framgasures prepared in accordance with GAAP. Additlpnin the case of stock-based
compensation, if we did not pay out a portion ahpensation in the form of stock-based compensaitiahrelated employer payroll taxes, the
cash salary expense included in costs of revemuesgerating expenses would be higher which wofitbour cash position. Further, the
non-GAAP measure of core operating expenses htsrcémitations because it does not reflect &is of income and expense that affect ou
operations and are reflected in the GAAP measutetalf operating expenses.

We compensate for these limitations by reconcitioge operating expenses to the most comparable GiaRcial measure. Management
encourages investors and others to review our ¢iahimformation in its entirety, not to rely onyasingle financial measure and to view our
non-GAAP financial measures in conjunction with thest comparable GAAP financial measures.

See “Results of Operations—Operating Expensesd f@conciliation of the noGAAP financial measure of core operating expenséle
most comparable GAAP measure, “total operating eseg,” for the years ended December 31, 2012 ,,20112010.

See “Liquidity and Capital Resources” for a recbation of free cash flows to the most comparablAB measure, rfiet cash provided k
operating activities,” for the years ended Decendier2012 , 2011 and 2010.

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

We enter into agreements in the ordinary courdmusiness with, among others, customers, distrisutesellers, system vendors and
systems integrators. Most of these agreementsreegsito indemnify the other party against thirdeypalaims alleging that one of our products
infringes or misappropriates a patent, copyriglilémark, trade secret or other intellectual prypéght. Certain of these agreements require
us to indemnify the other party against certaiinetarelating to property damage, personal injunthe acts or omissions by us and our
employees, agents or representatives.

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

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

We have agreed to indemnify our directors and exexofficers, to the extent legally permissiblgamst all liabilities reasonably incurr
in connection with any action in which such indivad may be involved by reason of such individuahbe
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or having been a director or officer. Our by-lawsl @harter also provide for indemnification of airectors and officers to the extent legally
permissible, against all liabilities reasonablyurred in connection with any action in which suctividual may be involved by reason of such
individual being or having been a director or exeeuofficer. We also indemnify certain employedsonprovide service with respect to
employee benefits plans, including the memberb@ftdministrative Committee of the VMware 401(kailand employees who serve as
directors or officers of our subsidiaries.

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

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

Contractual Obligations

We have various contractual obligations impactinglmuidity. The following represents our contnaat obligations as of December 31,
2012:

Payments Due by Period

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

Note payable to EM®& $ 450.C $ — % 450.C $ —  $ —
Operating leas€?d 757.] 54.¢ 90.C 65.¢ 547..
Other agreement3 67.1 17.7 25.€ 7.1 16.7
Sub-Total 1,274.. 72.% 565.€ 72.4 563.¢
Uncertain tax position® 156.(

Total $ 1,430.:

(1) The note is due and payable in full on April 16120however, we can pay down the note at an ealditx in full or in part at our electic
(2) Our operating leases are primarily for office spacd land around the wor
(3) Consisting of various contractual agreements, whiclude commitments on the lease for our Washimglata center facilit

(4) As of December 31, 2012, we had $156.0 of ciemment net unrecognized tax benefits. We are blet® provide a reasonably reliable
estimate of the timing of future payments relatinghese obligations.

Critical Accounting Policies

Our consolidated financial statements are basaterelection and application of accounting prilesmenerally accepted in the United
States of America that require us to make estinamtdsassumptions about future events that affecahounts reported in our financial
statements and the accompanying notes. Futureseandttheir effects cannot be determined with cepaTlherefore, the determination of
estimates requires the exercise of judgment. Acesllts could differ from those estimates, and sugh differences may be material to our
financial statements. We believe that the critaaounting policies set forth below may involveighler degree of judgment and complexity in
their application than our other significant accingp policies and represent the critical accounpodicies used in the preparation of our
financial statements. If different assumptions amditions were to prevail, the results could beernally different from our reported results.
Our significant accounting policies are presentétiv Note A, “Overview and Basis of Presentatiotnour consolidated financial statements
appearing in this Annual Report on Form 10-K.

Revenue Recognitio

We derive revenues from the licensing of software ieelated services. We recognize revenues wheugagiwe evidence of an
arrangement exists, delivery has occurred, thes galee is fixed or determinable, and collectililg probable. Determining whether and when
some of these criteria have been satisfied ofteolies assumptions and judgments that can hawgnéisant impact on the timing and amount
of revenue we report.
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We recognize license revenues from the sale ofvaodt licenses when risk of loss transfers, whideiserally upon electronic shipment.
We primarily license our software under perpeticarises through our channel of distributors, resglisystem vendors, systems integrator:
our direct sales force. To the extent we offer podghromotions and the promotional products areypbtivailable and VSOE of fair value
cannot be established, the revenue for the entiter s deferred until such time as all producigdiions have been fulfilled. We defer
revenues relating to products that have shippe&ddat channel until our products are sold throumtihe next tier of the channel. We estimate
and record reserves for products that are notteobdigh the channel based on historical trends@ledant current information. For software
sold by system vendors that is bundled with thandivare, unless we have a separate license agreaieh governs the transaction, revenue
is recognized in arrears upon the receipt of bipdoyalty reports. The accuracy of our reservegddp on our ability to estimate the product
sold through the channels and could have a sigmificnpact on the timing and amount of revenue epert.

We offer rebates to certain channel partners, whietrecognized as a reduction of revenue atnie tthe related product sale is
recognized. When rebates are based on the senpageeof actual sales, we recognize the costseafahates as a reduction of revenue when
the underlying revenue is recognized. In cases eviedrates are earned if a cumulative level of salashieved, we recognize the cost of the
rebates as a reduction of revenue proportionalgézh sale that is required to achieve the tafget.estimated reserves for channel rebates
and sales incentives are based on channel parawtusil performance against the terms and conditibtize programs, historical trends and
value of the rebates. The accuracy of these reséovehese rebates and sales incentives depenalsr @bility to estimate these items and
could have a significant impact on the timing antbant of revenue we report.

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

Our services revenues consist of software maintmngrofessional services and software as a sesulggcriptions. Software as a service
subscriptions were not material in any period pness We recognize software maintenance reventaslyaover the contract period.
Typically, our software maintenance contract pesicehge from one to five years. Professional sesvieclude design, implementation and
training. Professional services are not considess@ntial to the functionality of our products hesaservices do not alter the product
capabilities and may be performed by customerst@rosendors. Professional services engagemerfarped for a fixed fee, for which we ¢
able to make reasonably dependable estimates gfga®toward completion are recognized on a pramatt performance basis based on hi
and direct expenses incurred. Professional sereisgagements that are on a time and materials &@&siecognized based upon hours incu
Revenues on all other professional services engaggsnare recognized upon completion. Softwaresgs\ace revenues are recognized ratabl
over the subscription period. If we were to chaagg of these assumptions or judgments regardingemwices revenues, it could cause a
material increase or decrease in the amount ohtevéhat we report in a particular period.

Our software products are typically sold with s@fter maintenance services. VSOE of fair value fftiwage maintenance services is
established by the rates charged in stand-aloes shkoftware maintenance contracts. Our softwayducts may also be sold with
professional services. VSOE of fair value for pssfenal services is based upon the standard ra&etarge for such services when sold
separately. The revenues allocated to the softli@mese included in multiple-element contracts espnt the residual amount of the contract
after the fair value of the other elements has lkstermined.

Our multiple element arrangements typically fatbione or more of the following categories:

« Arrangements including undelivered elementsafbich VSOE of fair value has been established. Reedor those undelivered items
is recognized ratably over the service period,sathe services are delivered. Revenue allocattbtdelivered elements is recognized
upfront;

» Arrangements including specified product eleradat which VSOE of fair value cannot be establishiEhe entire arrangement fee is
deferred until either VSOE of fair value is estabéd or the specified products are delivered;

» Arrangements including undelivered elements auith/SOE of fair value that are not essential ®ftimctionality of the delivered
products where all of the undelivered elementsiativered ratably over time. Revenue for the ergirangement fee is recognized
ratably, once the services have commenced, ovdotigest delivery period;

» Arrangements including undelivered elements auith/SOE of fair value that are not essential ®ftmctionality of the delivered
products where one or more of the elements ardeliMered ratably over time. The entire arrangenfiemts deferred until VSOE of
fair value is established or only elements thatdelevered ratably over time remain. At
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such time, a pro-rated share of revenue is recedrimmediately with any remaining fee recognizadbly over the longest remaining
ratable delivery period.

Customers under software maintenance agreemengsitited to receive updates and upgrades on a-&hdsif-available basis, as well as
various types of technical support based on thel lefvsupport purchased. In the event specifiaiest or functionalities, entitlements or the
release number of an upgrade have been annountedthielivered, and customers will receive thagrage as part of a current software
maintenance contract, a specified upgrade is deemadied. As a result of the specified upgradejyebrevenues are deferred on purchases
made after the announcement date until deliveth@ipgrade for those purchases that include threrdwersion of the product subject to the
announcement. The amount and elements to be défeeedependent on whether the company has ebthNsSOE of fair value for the
upgrade. VSOE of fair value of these upgradestabéished based upon the price set by managemenhade a history of selling such
upgrades on a stand-alone basis. We are requirckteise judgment in determining whether VSOEtexs each undelivered element based
on whether our pricing for these elements is sigffity consistent with the sale of these elementa stand-alone basis. Our determination of
VSOE is based on an analysis of the sales of adyuts, primarily maintenance and professionalisesvon a stand-alone basis. However,
judgment is required in assessing whether fluabnatin sales prices represent anomalies or whetegrroduct pricing is changing on a m
consistent basis. This determination could causaterial increase or decrease in the amount ohrevéhat we report in a particular period.

For multiple-element arrangements that containnsoft and norsoftware elements such as our software as a seswirseription offering:
we allocate revenue to software or software-relatethents as a group and any non-software elerseptgately based on the selling price
hierarchy. We determine the relative selling pfmeeach deliverable using VSOE of selling pridet, éxists, or third-party evidence (“TPE")
of selling price. If neither VSOE nor TPE of sefliprice exist for a deliverable, we use our beitnade of selling price (“BESP”) for that
deliverable. Once revenue is allocated to softwargftware-related elements as a group, it follbiggoric software accounting guidance.
Revenue is then recognized when the basic revesnagnition criteria are met for each element.

The objective of BESP is to determine the pricevtsith we would transact a sale if the product ovise were sold on a stand-alone basis
We determine BESP by considering our overall pgabjectives and market conditions. At this time, wse BESP to determine the relative
selling price of our license elements and softveera service elements based upon rates chargethimiplti-element and stand-alone
arrangements. If we modify our pricing practicesghe future, this could result in changes in reaselling prices. Additionally, as our go-to-
market strategies evolve, we may modify our prigingctices in the future, which could result inetpes in relative selling prices, including
both VSOE and BESP.

Asset Valuatior

Asset valuation includes assessing the recordeg\ailcertain assets, including accounts receivaier intangible assets and goodwill.
We use a variety of factors to assess valuatiopemiging upon the asset. Accounts receivable aleatea based upon the creditworthiness of
our customers, historical experience, the age®fdleivable and current market and economic donditShould current market and econao
conditions deteriorate, our actual bad debt expenskl exceed our estimate. Whenever indicatopt#ntial impairment are present, our
analysis of potential impairment involves judgmiengrouping our intangible assets based on thea&geeriod during which the assets will
be utilized, forecasted cash flows, changes inrnteldgy and customer demand. Changes in judgmenasipof these factors could materially
impact the value of the asset. As we operate osinbss in one operating segment and one repomtiftgour goodwill is assessed at the
consolidated level for impairment in the fourth gaaof each year or more frequently if eventsitargges in circumstances indicate that the
asset might be impaired. The assessment is perfolbpneomparing the market value of our reporting tmits carrying value.

Accounting for Income Taxe:

In calculating our income tax expense, managenuelgment is necessary to make certain estimatepidgchents for financial statement
purposes that affect the recognition of tax assedkliabilities.

In order for us to realize our deferred tax asseésmust be able to generate sufficient taxablermein those jurisdictions where the
deferred tax assets are located. We record a vahuatowance to reduce our deferred tax assetsst@amount that is more likely than not to be
realized. We consider future market growth, foremdgarnings, future taxable income, and prudethfeasible tax planning strategies in
determining the need for a valuation allowancehievent we were to determine that we would nattide to realize all or part of our net
deferred tax assets in the future, an adjustmethietaleferred tax assets would be charged to egrivinthe period in which we make such
determination. Likewise, if we later determine thias more likely than not that the net deferrad assets would be realized, we would reverse
the applicable portion of the previously provideduation allowance.
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We calculate our current and deferred tax provikiased on estimates and assumptions that couét #liéfim the actual results reflected in
income tax returns filed during the subsequent.y&djustments based on filed returns are generaliprded in the period when the tax return:
are filed.

The amount of income tax we pay is subject to auajtfederal, state and foreign tax authoritiedctvimay result in proposed assessm
Our estimate of the potential outcome for any uladertax issue is highly judgmental. We believe tha have adequately provided for any
reasonably foreseeable outcome related to thesemnatiowever, our future results may include fabe or unfavorable adjustments to our
estimated tax liabilities in the period the assessgare made or resolved, audits are closed an stiagutes of limitation on potential
assessments expire. Additionally, the jurisdictionghich our earnings or deductions are realizeg differ from our current estimates. As a
result, our effective tax rate may fluctuate sigmifhtly on a quarterly basis.

We do not provide for a U.S. income tax liability ondistributed earnings of our foreign subsid&riehe earnings of non-U.S.
subsidiaries, which reflect full provision for ndhS. income taxes, are indefinitely reinvestedan-.S. operations or will be remitted
substantially free of additional tax. If these meas funds are needed for our operations in the WeSwvould be required to accrue and pay
U.S. taxes on related undistributed earnings tatrigie these funds. However, our intent is to fimitely reinvest our non-U.S. earnings in our
foreign operations and our current plans do notalesirate a need to repatriate them to fund our dp8rations. We will meet our U.S.
liquidity needs through ongoing cash flows genetdtem our U.S. operations, external borrowingshath. We utilize a variety of tax
planning strategies in an effort to ensure thatvearidwide cash is available in locations in whitls needed.

Income taxes are calculated on a separate taxnrbasis, although we are included in the consaidizx return of EMC. The difference
between the income taxes payable that is calcutatexiseparate return basis and the amount achaithto EMC pursuant to our tax sharing
agreement with EMC is presented as a componertdifianal paid-in capital.

Capitalized Software Development Costs

Development costs of software to be sold, leasedtheerwise marketed are subject to capitalizatheginning when the product's
technological feasibility has been establishedemting when the product is available for generglase. Judgment is required in determining
when technological feasibility is established aaaar business, products and go-to-market strdtagg evolved, we have continued to
evaluate when technological feasibility is estdigid Following the release of vSphere 5 and thepcehensive suite of cloud infrastructure
technologies in the third quarter of 2011, we dateed that VMware's go-torarket strategy had changed from single solutiomsd@duct suit
solutions. As a result of this, and the relatedaeased importance of interoperability between agadpcts, the length of time between achie\
technological feasibility and general release ®tamers significantly decreased. For future relgase expect our products to be available for
general release soon after technological feasilfiis been established. Given that we expect therityaof our product offerings to be suites
or to have key components that interoperate withotiuer product offerings, the costs incurred sgbsat to achievement of technological
feasibility are expected to be immaterial in futpegiods. In 2012, all software development costeevexpensed as incurred.

Our R&D expenses and amounts that we have cagitbéiz software development costs may not be cofvlpamour peer companies due
to differences in judgment as to when technolodieasibility has been reached or differences igijment regarding when the product is
available for general release. Additionally, futehenges in our judgment as to when technologézdibility is established, or additional
changes in our business, including our go-to-maskategy, could materially impact the amount cfts@apitalized. For example, if the length
of time between technological feasibility and gaehewvailability was to increase again in the futuhe amount of capitalized costs would lik
increase. Additionally, a transition to offeringftseare as a service instead of via a license msy ®@sult in an increased level of software
capitalization.

Generally accepted accounting principles requireuahamortization expense of capitalized softwarestbpment costs to be the greater o
the amounts computed using the ratio of currendgrevenue to a product’s total current and argtieih revenues, or the straight-line method
over the product’'s remaining estimated economé lifo date, we have amortized these costs usingtthightline method as it is the greatel
the two amounts. The costs are amortized over 28 tmonths, which represent the product’s estimateshomic life. The ongoing assessmen
of the recoverability of these costs requires atarsible judgment by management with respect taiceeiternal factors such as anticipated
future revenue, estimated economic life, and chaumgeoftware and hardware technologies. Mateifédrénces in amortization amounts co
occur as a result of changes in the periods ovéghahie actually generate revenues or the amounesvehues generated.
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ITEM 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Foreign Exchange Risk

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

International revenues as a percentage of totehess were 51.6% , 51.6% and 49.2% in 2012 , 20d2@10 , respectively. We invoice
and collect in the Euro, the British Pound, thealegse Yen and the Australian Dollar in their reipecegions. Additionally, a portion of our
operating expenses, primarily the cost of persotmdeliver technical support on our products aradgssional services, sales and sales su
and research and development, are denominateddigfiocurrencies, primarily those currencies inchhive also invoice and collect. Revenue:
resulting from selling in local currencies and sascurred in local currencies are exposed to oreixchange rate fluctuations which can a
our operating income. As exchange rates vary, dpgranargins may differ materially from expectasoiVe calculate the foreign currency
impact on our revenues and operating expense aiffarence between amounts translated at cuesaritange rates and the same amounts
translated at prior-period exchange rates.

License revenues were negatively impacted by $2ill®n in 2012 and benefited by $24.7 million i02L due to fluctuations in the
exchange rates between the U.S. Dollar and fomigrencies as compared with the same periods ipribeyear. Given that we began to
invoice and collect in currencies other than th8.Wollar during the second quarter of 2009, wenatteable to calculate a full year-over-year
impact of foreign currency fluctuations on our newes for 2010. Additionally, core operating exparsenefited by $53.6 million in 2012 and
were negatively impacted by $48.2 million and $4illion in 2011 and 2010 , respectively, due taflations in the exchange rates.

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

Cash Flow Hedging Activities. To mitigate our exposure to foreign currency flations resulting from operating expenses denontriate
certain foreign currencies, we entered into foreigmency forward contracts starting in the fougttarter of 2011. We typically enter into cash
flow hedges semi-annually with maturities of sixntits or less. As of December 31, 2012 and 2044 had foreign currency forward contre
to purchase approximately $9.3 million and $47.lliom , respectively, in foreign currency. The faalue of these forward contracts was
immaterial as of December 31, 2012 and 2011 .

Balance Sheet Hedging Activities. We enter into foreign currency forward contracthi¢olge a portion of our net outstanding monetary
assets and liabilities against movements in ceftagign exchange rates. Our foreign currency feda@ntracts are traded on a monthly basis
with a typical contractual term of one month. Adefcember 31, 2012 and 2011 , we had outstandimgfd contracts with a total notional
value of $439.8 million and $324.1 million , respeely. The fair value of these forward contracessmmaterial as of December 31, 2012 an
2011.

Sensitivity Analysis. There can be no assurance that our hedging aeswitill adequately protect us against the riske@ated with foreig!
currency fluctuations. A hypothetical adverse fgreturrency exchange rate movement of 10% woul@ hesulted in a potential loss of $40.8
million in fair value of our foreign currency fornghcontracts used in both the cash flow hedgingtmidnce sheet hedging activities as of
December 31, 2012 . This sensitivity analysis djards any potentially offsetting gain that may beogiated with the underlying foreign-
currency denominated assets and liabilities thabhedge.

This analysis also assumes a parallel adverseditdft foreign currency exchange rates againstit& Dollar; however, foreign currency
exchange rates do not always move in such a mamteactual results may differ materially. We do exoter into speculative foreign exchange
contracts for trading purposes. See Note F to ¢timsaidated financial statements for further infation.

Interest Rate Risk
Fixed Income Securities

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

Our primary objective for holding fixed income setias is to achieve an appropriate investmentrretonsistent with preserving princiy
and managing risk. At any time, a sharp rise iargst rates or credit spreads could have a masehi@rse impact on the fair value of our fixed
income investment portfolio. Hypothetical changemierest rates of 50 basis points and 100 basiggpwould have changed the fair value of
our fixed income investment portfolio as of Decembg, 2012 by $21.5 million and $42.9 million , pestively. This sensitivity analysis
assumes a parallel shift of all interest rates;dwaw, interest rates do not always move in sucla@n@r and actual results may differ materi
We monitor our interest rate and credit risk, inldhg our credit exposures to specific rating catexgoand to individual issuers. There were no

60




Table of Contents

impairment charges on our cash equivalents and fixeome securities during 2012 . These instrumargsiot leveraged and we do not enter
into speculative securities for trading purpose® Notes D and E to the consolidated financiaéstahts for further information.

Note Payable to EM(

As of December 31, 2012, $450.0 million was oudtiag on our consolidated balance sheet for the payable to EMC. The interest rate
on the note payable was 0.91% as of December 3P, 20.92% as of December 31, 2011 and 0.84% Bgoémber 31, 2010 . In 2012, 2011
and 2010, $4.7 million , $3.9 million and $4.1 i , respectively, of interest expense was reednelated to the note payable.

The note may be repaid, without penalty, at angtim the second quarter of 2011, we and EMC anteadd restated the note to extend
the maturity date of the note to April 16, 2015 amdnodify the principal amount of the note to eeflthe outstanding balance of $450.0
million . The amended agreement continues to beantarest rate of the 90 -day LIBOR plus 55 basisits, with interest payable quarterly in
arrears. The interest rate on the note resetseglyasind is determined on the two business days pwithe first day of each fiscal quarter. If the
interest rate on the note payable were to chan@éasis points from the December 31, 2012 rateaaadming no additional repayments on
the principal were made, our annual interest exp@rmild change by $4.5 million.

Equity Price Risk

During 2011, we sold our investment in Terremarkridieide, Inc., which was acquired by Verizon. Asesult of the sale of our
investment, we no longer have investments in ecagtyurities that expose us to market risk assatiatén publicly traded equity securities.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Stockholders and Board of Directors of VMa&ydnc.:

In our opinion, the consolidated financial statetadisted in the accompanying index present fairyall material respects, the financial
position of VMware, Inc. and its subsidiaries acBmber 31, 2012 and 2011, and the results of tipeirations and their cash flows for each of
the three years in the period ended December 3P, 20conformity with accounting principles gendgralccepted in the United States of
America. In addition, in our opinion, the financsahtement schedule listed in the accompanyingxipdesents fairly, in all material respects,
the information set forth therein when read in cotion with the related consolidated financiatestaents. Also in our opinion, the Company
maintained, in all material respects, effectiveinal control over financial reporting as of Decem®1, 2012, based on criteria established in
Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSO). The
Company's management is responsible for thesedigmlestatements and financial statement schedotanéintaining effective internal control
over financial reporting and for its assessmeithefeffectiveness of internal control over finahcgporting, included in Management's Report
on Internal Control over Financial Reporting appegaunder Iltem 9A. Our responsibility is to expregénions on these financial statements
the financial statement schedule, and on the Coyp'parternal control over financial reporting basedour integrated audits. We conducted
our audits in accordance with the standards oPtitdic Company Accounting Oversight Board (Unitedt&s). Those standards require tha
plan and perform the audits to obtain reasonalderaace about whether the financial statementbegef material misstatement and whether
effective internal control over financial reportimgis maintained in all material respects. Our ausfithe financial statements included
examining, on a test basis, evidence supportingutieunts and disclosures in the financial statespaissessing the accounting principles use
and significant estimates made by management,aldating the overall financial statement preséomatOur audit of internal control over
financial reporting included obtaining an undersiag of internal control over financial reportirgsessing the risk that a material weakness
exists, and testing and evaluating the design aedating effectiveness of internal control basedhenassessed risk. Our audits also included
performing such other procedures as we considezeéssary in the circumstances. We believe thadwdits provide a reasonable basis for ou
opinions.

A company's internal control over financial repagtis a process designed to provide reasonableasgsuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegenerally accepted accounting princip
A company's internal control over financial repagtincludes those policies and procedures thakefitain to the maintenance of records ths
reasonable detail, accurately and fairly refleettiansactions and dispositions of the assetseofdmpany; (ii) provide reasonable assurance
that transactions are recorded as necessary tatg@aparation of financial statements in accor@anwith generally accepted accounting
principles, and that receipts and expenditureb®ttbmpany are being made only in accordance witioaizations of management and
directors of the company; and (iii) provide readwaassurance regarding prevention or timely detectf unauthorized acquisition, use, or
disposition of the company's assets that could havaterial effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢tmisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeénaate because of changes in condition
that the degree of compliance with the policieprocedures may deteriorate.

/sl PricewaterhouseCoopers LLP
San Jose, California
February 27, 2013
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VMware, Inc.
CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share amounts)

Revenues:
License
Services
Total revenues
Operating expenses (1):
Cost of license revenues
Cost of services revenues
Research and development
Sales and marketing
General and administrative
Operating income
Investment income
Interest expense with EMC
Other income (expense), net
Income before income taxes
Income tax provision
Net income

Net income per weighteaverage share, basic for Class A and C

B

Net income per weighted-average share, dilute€Cfass A and

Class B
Weighted-average shares, basic for Class A and®@as
Weighted-average shares, diluted for Class A aad<B

(1) Includes stock-based compensation as follows:
Cost of license revenues
Cost of services revenues
Research and development
Sales and marketing
General and administrative

The accompanying notes are an integral part oftimsolidated financial statements.
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For the Year Ended December 31,

2012 2011 2010
$  2,086,99 1,841,16! 1,401,42.
2,518,05 1,925,92 1,455,91!
4,605,04 3,767,00! 2,857,34:
237,02 207,39 177,45¢
484,29 414,58 316,25
999,21 775,05: 652,96t
1,644,84' 1,334,341 1,013,28.
367,71 300,54 269,38
871,94 735,17 427,99
26,55 16,157 6,63:
(4,65¢) (3,906) (4,069)
(732) 46,991 (14,18:)
893,11 794,41 416,37
147,41: 70,47 58,93¢
$ 745,70; 723,93 357,43
$ 1.7¢ 1.72 0.87
$ 1.72 1.6¢ 0.8¢
426,65t 421,18 409,80
433,97 431,75( 423,44¢
$ 2,07: 1,60€ 1,65¢
28,22( 23,38¢ 18,47¢
210,37 174,26« 164,43!
149,87¢ 95,68¢ 73,14¢
48,10 40,20¢ 33,97¢
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VMware, Inc.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands)

For the Year Ended December 31,

2012 2011 2010
Net income $ 745,70. $ 723,93t $ 357,43¢
Other comprehensive income:
Changes in market value of available-for-sale sgear
Unrealized gains, net of taxes of $2,950, $944%haA39 4,811 1,54( 15,34
Reclassification of gains realized during the pebrivet of taxe
of $(232), $(12,220) and $(102) (37¢) (19,939 (269)
Net change in market value of available-for-saluséies 4,43: (18,399 15,07:
Changes in market value of effective foreign cuckeforward
exchange contracts:
Unrealized gains (losses), net of taxes of $1, Xséhd $0 23 (62) —
Reclassification of losses realized during thequkrnet of
taxes of $17, $0 and $0 44 — —
Net change in market value of effective foreignreaocy forward
exchange contracts 67 (62) —
Total other comprehensive income (loss) 4,50( (18,459 15,07:
Total comprehensive income, net of taxes $ 750,20: $ 705,47 $ 372,51:

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

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

ASSETS

Current assets:

Cash and cash equivalents

Short-term investments

Accounts receivable, net of allowance for doub#fttounts of $4,267 and $3,794

Due from EMC, net

Deferred tax asset

Other current assets
Total current assets
Property and equipment, net
Other assets, net
Deferred tax asset
Intangible assets, net
Goodwill

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:

Accounts payable

Accrued expenses and other

Unearned revenues
Total current liabilities
Note payable to EMC
Unearned revenues
Other liabilities

Total liabilities

Commitments and contingencies (see Note L)
Stockholders’ equity:

Class A common stock, par value $.01; authoriz88®000 shares; issued and outstanding
128,688 and 123,610 shares

Class B convertible common stock, par value $.0th@rized 1,000,000 shares; issued and
outstanding 300,000 shares

Additional paid-in capital
Accumulated other comprehensive income
Retained earnings
Total stockholders’ equity
Total liabilities and stockholders’ equity

December 31,

December 31,

2012 2011
$ 160932 $  1,95575
3,021,51; 2,556,45
1,150,901 882,85
67,93 73,79¢

179,43( 128,47

90,93t 80,43¢
6,120,03" 5,677,77;
664,66 525,49

128,70: 154,23

103,00: 156,85!

731,85: 407,37
2,848,131 1,759,08!

$ 1059639 $  8,680,80:
$ 89,56: $ 49,74’
674,744 587,65
2,195,92 1,764,10'
2,960,23. 2,401,501
450,00 450,00
1,264,63" 944,30
181,53¢ 114,71
4,856,41 3,910,52

1,287 1,23¢

3,00( 3,00(

3,431,71 3,212,26.

5,67¢ 1,17¢

2,298,30: 1,552,60!
5,739,98 4,770,28,

$ 1059639 $  8,680,80:

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

For the Year Ended December 31,

Operating activities:
Net income $
Adjustments to reconcile net income to net caskigeal by operating activities:
Depreciation and amortization
Stock-based compensation, excluding amounts cixeithal
Excess tax benefits from stock-based compensation
Gain on sale of Terremark investment
Other
Changes in assets and liabilities, net of acqaisiti
Accounts receivable
Other assets
Due to/from EMC, net
Accounts payable
Accrued expenses
Income taxes receivable from EMC
Income taxes payable
Deferred income taxes, net
Unearned revenues

Net cash provided by operating activities

Investing activities:

Additions to property and equipment
Purchase of leasehold interest (see Note G)
Capitalized software development costs
Purchases of available-for-sale securities
Sales of available-for-sale securities
Maturities of available-for-sale securities
Sale of strategic investments

Business acquisitions, net of cash acquired
Transfer of net assets under common control
Other investing

Net cash used in investing activities

Financing activities:

Proceeds from issuance of common stock

Repurchase of common stock

Excess tax benefits from stock-based compensation

Shares repurchased for tax withholdings on vestfgstricted stock

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of the gherio

Cash and cash equivalents at end of the period $

Supplemental disclosures of cash flow information:

Cash paid for interest $
Cash paid (refunded) for taxes, net

Non-cash items:

Changes in capital additions, accrued but not paid $
Changes in tax withholdings on vesting of restdc#ock, accrued but not paic
Fair value of stock options assumed in acquisition

The accompanying notes are an integral part oftimsolidated financial statements.

2012 2011 2010
74570. $ 723,930 $ 357,43
354,86¢ 315,87 260,55
425,99 335,15 291,69
(138,139 (224,50)) (223,45

— (56,000) —
2,35¢ 21,42( 13,08
(267,639 (263,361 (77,12)
(112,260) (75,879 (79,43)
5,86¢ (18,37() (28,509)
23,69: (16,519 8,881
21,99' 115,02 120,88
19,48 269,25 2,50¢
138,50 79,18: 89,43¢
(74,06() (19,669 (56,949)
751,15¢ 840,08: 495,38;

1,897,52. 2,025,63: 1,174,38
(234,45Y) (230,09) (131,69Y)

— (151,08)) —
— (73,999 (64,149

(3,188,68) (2,667,88) (2,101,90)

1,880,54' 816,35 389,25
901,74 974,41 127,05

— 78,51 2,64¢
(1,344,21) (303,61() (292,97()
— (22,39) (185,58()
(49,55 (31,18) (4,599

(2,034,62) (1,610,97) (2,261,94)
253,15¢ 337,61t 431,30
(467,53)) (526,209 (338,52)
138,13 224,50 223,45°
(133,10)) (123,78) (86,179
(209,339) (87,869 230,05°
(346,43)) 326,79 (857,491)

1,955,75! 1,628,96! 2,486,46.

1,609,32. $ 195575 $  1,628,96!

6,77: $ 5,806 $ 6,19¢
55,76¢ (268,95)) 23,42¢
36,56: $ 11,73¢  $ (1,339

2,34¢ (1,870 _
16,62 — —
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VMware, Inc.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(in thousands)

Class B
Class A Convertible - Accumulated
Common Stock Common Stock Additional Other
Paid-in Retained Comprehensive Stockholders’
Shares Par Value Shares Par Value Capital Earnings Income Equity
Balance, January 1, 2010 102,78 $  1,02¢ 300,000 $ 3,000 $ 226312 $ 471,23 $ 4562 $  2,742,95
Proceeds from issuance of common stock 17 0g. 171 — — 432,07: — — 432,241
Repurchase and retirement of commot
stock (4,909) (49 — — (338,479 — — (338,52)
Issuance of restricted stock, net of
cancellations 2,99¢ 30 — — (30) — — —
Shares repurchased and retired or
withheld for tax withholdings on vesting
of restricted stock (1,25¢) (13 — — (87,047 — — (87,060)
Stock-based compensation _ _ _ _ 302,92: _ _ 302,92:
Excess tax benefits from stock-based
compensation — — — — 218,88 — — 218,88:
Credit from tax sharing arrangement (see
Note K) — — — — 7,231 — — 7,231
Total other comprehensive income — — — — — — 15,07 15,07:
Capital contribution from EMC, net (see
Note B) — — — — 157,28t — — 157,28t
Net income = = = = = 357,43t — 357,43
Balance, December 31, 2010 116,70 1,167 300,00( 3,00( 2,955,97. 828,67! 19,635 3,808,44:
Proceeds from issuance of common st 10,61+ 10€ _ — 337,51 — — 337,61t
Repurchase and retirement of common
stock (5,959 (59 — — (526,14 — — (526,207
Issuance of restricted stock, net of
cancellations 3,56( 35 — — (35) — — —
Shares repurchased and retired or
withheld for tax withholdings on vesting
of restricted stock (1,31) (23) — — (121,909 — — (121,91)
Stock-based compensation _ _ _ _ 344,28: — — 344,28
Excess tax benefits from stock-based
compensation — — — — 222,80t — — 222,80t
Credit from tax sharing arrangement (s
Note K) — — — — 7,79¢ — — 7,79¢
Total other comprehensive loss — — — — — — (18,459 (18,45
Capital distribution to EMC, net (see
Note B) — — — — (8,019 — — (8,019
Net income — — — — — 723,93 — 723,93
Balance, December 31, 2011 123,61( 1,23¢  300,00( 3,00 3,212,26.  1,552,60 1,17¢ 4,770,28;
Proceeds from issuance of common stock 7,49t 75 _ — 253,08: — _ 253,15
Issuance of stock options in acquisition _ _ _ — 16,62t — — 16,62t
Repurchase and retirement of common
stock (5,137 (52) — — (467,48) — — (467,539
Issuance of restricted stock, net of
cancellations 4,387 44 — — (44) — — _
Shares repurchased and retired or withheld
for tax withholdings on vesting of restricted
stock (1,677) (17) — — (135,42 — — (135,44)
Stock-based compensation — _ _ — 420,11 — — 420,11
Excess tax benefits from stock-based
compensation — — — — 136,98t — — 136,98t
Amounts due from tax sharing arrangem
(see Note K) — — — — (4,419 — — (4,419
Total other comprehensive income _ — — — — — 4,50( 4,50(
Net income — — — — — 745,70; - 745,70;
Balance, December 31, 2012 128,68! $ 1,287 300,00 $ 3,000 $ 343L711 $229830 $ 567¢ $ 5,739,98

The accompanying notes are an integral part oftinsolidated financial statements
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A. Overview and Basis of Presentation
Company and Background

VMware, Inc. (“VMware” or the “Company”) is the ldar in virtualization infrastructure solutions i#dd by organizations to help them
transform the way they build, deliver and consunfermation technology (“IT”) resources. VMware'stualization infrastructure solutions,
which include a suite of products designed to @elar software-defined data center, run on industapdard desktop computers and servers
support a wide range of operating system and agifiit environments, as well as networking and gmiafrastructures.

Accounting Principles

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

Basis of Presentatiol

VMware was incorporated as a Delaware corporatiok®98, was acquired by EMC Corporation (“EM@1)2004 and conducted its init
public offering of VMware’s Class A common stockAagust 2007. As of December 31, 2012 , EMC hofgimeximately 79.6% of VMware’
outstanding common stock, including 41.1 milliomsts of VMware’s Class A common stock and all of Wade’s Class B common stock.
VMware is a majority-owned and controlled subsigiaf EMC, and its results of operations and finahposition are consolidated with EMC’
financial statements. VMware and EMC engage irraaimpany transactions, including agreements reggittie use of EMC’s and VMware’s
intellectual property and real estate, agreememarding the sale of goods and services to onda@nand an agreement for EMC to resell
VMware's products and services to third party costes. In geographic areas where VMware has nadblegiad its own subsidiaries, VMware
contracts with EMC subsidiaries for support sersiaad for personnel who are managed by VMware. thadilly, beginning in the second
quarter of 2011 and extending through the end @220 Mware incurred costs to operate the Mozy seran behalf of EMC. These costs, [
a mark-up to approximate third-party costs and aagament fee, were reimbursed to VMware by EMC.Nszte N to the consolidated
financial statements for further information regagdintercompany transactions between VMware andCEM

Management believes the assumptions underlyingdhsolidated financial statements are reasonaloeeier, the amounts recorded for
VMware's intercompany transactions with EMC may hetconsidered arm’s length with an unrelated thady by nature of EMC’s majority
ownership of VMware. Therefore, the financial sta¢sts included herein may not necessarily refleetfinancial condition, results of
operations and cash flows had VMware engaged ih saosactions with an unrelated third party dugafigeriods presented. Accordingly,
VMware’s historical financial information is not cessarily indicative of what the Compasyinancial condition, results of operations ansh
flows will be in the future if and when VMware coatts at arns length with unrelated third parties for the seegithe Company receives fri
and provides to EMC.

Prior period financial statements have been reifiedto conform to current period presentation.
Principles of Consolidatior

The consolidated financial statements include tw@ants of VMware and its subsidiaries. All intarguany transactions and balances
between VMware and its subsidiaries have been rdited. All intercompany transactions with EMC ie ttonsolidated statements of cash
flows will be settled in cash, and changes in tlm@ent intercompany balances are presented as parent of cash flows from operating
activities.

Use of Accounting Estimates

The preparation of financial statements in confeymiith generally accepted accounting principleguiees management to make estim
and assumptions that affect the reported amourdss#ts and liabilities, the reported amounts\#raes and expenses during the reporting
periods, and the disclosure of contingent lialeifitat the date of the financial statements. Eséisnate used for, but not limited to, capitalized
software development costs, trade receivable vialuatertain accrued liabilities, useful lives dfefd assets and intangible assets, valuation o
acquired intangibles, revenue reserves, incomestateck-based compensation and contingenciesaA@sults could differ from those
estimates.

Revenue Recoghnitio

VMware derives revenues from the licensing of safevand related services. VMware recognizes reewhen persuasive evidence o
arrangement exists, delivery has occurred, thes galee is fixed or determinable, and collectigilg probable.
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)

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

License revenues
VMware recognizes revenues from the sale of sofiiaenses when risk of loss transfers, which isegally upon electronic shipment.

VMware licenses most of its software under pergdicenses through its channel of distributorsetiess, system vendors, systems
integrators and through its direct sales force. \ékvalso licenses certain software products orbscsiption basis. To the extent VMware
offers product promotions and the promotional patslare not yet available and vendor-specific dbhjeevidence (“VSOE”) of fair value
cannot be established, the revenue for the entiter s deferred until such time as all producigstions have been fulfilled. Revenues relating
to products that have shipped into a channel dexréel until the products are sold through to teetiier of the channel. For software sold by
system vendors that is bundled with their hardwanéess the Company has a separate license agreefmeh governs the transaction, reve
is recognized in arrears upon the receipt of bigdoyalty reports.

For all sales, VMware uses one of the followingdmstitute evidence of an arrangement:

» apurchase order or equival

» alicense agreement and a purchase order or egot

» alicense agreement which includes language teaddheement also serves as the purchase or
e a master agreement and a binding royalty re

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

VMware's return policy only allows product returfes a refund in very limited circumstances. In didh, certain distributors and resellers
may rotate stock when new versions of a producteeased. VMware estimates future product retatrike time of sale based on historical
return rates. Returns have not been material ® dat

VMware offers rebates to certain channel partiéfisen rebates are based on a set percentage of saliess VMware recognizes the
amount of the rebates as a reduction of revenues wte underlying revenue is recognized. When eslate earned only if a cumulative level
of sales is achieved, VMware recognizes the amoliiite rebates as a reduction of revenues propaidtiofor each sale that is required to
achieve the target.

VMware also offers marketing development fundsedain channel partners. VMware records the amofitite marketing development
funds, based on the maximum potential liabilityaagduction of revenues at the time the underly@vgnue is recognized. The difference
between the maximum potential liability recorded #éme actual amount paid out has not been materite.

Services revenues

Services revenues consist of software maintengmoégssional services, and software as a serviegcsiptions. VMware recognizes
software maintenance revenues ratably over theactriteriod, which typically ranges from one toefiyears. Professional services include
design, implementation and training. Professioralises are not considered essential to the fumality of VMware’s products as these
services do not alter the product capabilitiesrmag be performed by customers or other vendordeBsimnal services engagements perfor
for a fixed fee, for which VMware is able to malkeasonably dependable estimates of progress towargletion, are recognized on a
proportional performance basis based on hours madtéxpenses incurred. Professional servicesgamgants that are on a time and materials
basis are recognized based upon hours incurreceriRes on all other professional services engagesnaeatrecognized upon completion.
Software as a service revenues are recognizedyatadx the subscription period.

Multiple-element arrangements

VMware software products are typically sold witlita@re maintenance services. VSOE of fair valuesfiftware maintenance services is
established by the rates charged in stand-aloes skoftware maintenance contracts. VMware soéwaoducts may also be sold with
professional services. VSOE of fair value for pesienal services is based upon the standard réegave charges for such services when !
separately. VMware perpetual software products beagold with products licensed on a subscripti®idh®/SOE of fair value for subscription
license products is established by the rates chamgstand-alone sales of subscription license yetsd The revenues allocated to the software
license included in

70




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

multiple-element contracts represent the residomeduant of the contract after the fair value of tlleeo elements has been determined.
VMware's multiple element arrangements typicallyifdo one or more of the following categories:

» Arrangements including undelivered serviceswbich VSOE of fair value has been established. Regdor those services is
recognized ratably over the service period, ohasservices are delivered. Revenue allocated tddlneered software license elements
is recognized upfront;

» Arrangements including specified software licensenents for which VSOE of fair value cannot be esaed. The entire arrangemt
fee is deferred until either VSOE of fair valueei&ablished or the specified software license etésnare delivered;

» Arrangements including undelivered elements auith/SOE of fair value that are not essential ®ftmctionality of the delivered
products where all of the undelivered elementsiativered ratably over time. Revenue for the ergirangement fee is recognized
ratably, once delivery has commenced, over thedsidelivery period;

» Arrangements including undelivered elements auith/SOE of fair value that are not essential ®ftmctionality of the delivered
products where one or more of the undelivered etésnare not delivered ratably over time. The ergtirangement fee is deferred until
VSOE of fair value is established or only elemehtt are delivered ratably over time remain. Atrstime, a prarated share of reven
is recognized immediately with any remaining feeognized ratably over the longest remaining ratdblesery period.

Customers under software maintenance agreemengsitited to receive updates and upgrades on a-&hdsif-available basis, as well as
various types of technical support based on thel lefssupport purchased. In the event specifiaiiest or functionality, entitlements, or the
release number of an upgrade have been annountedttielivered, and customers will receive thagrage as part of a current software
maintenance contract, a specified upgrade is deemadied. As a result of the specified upgradejyebrevenues are deferred on purchases
made after the announcement date until deliveth@ipgrade for those purchases that include threrdwersion of the product subject to the
announcement. The amount and elements to be défaeedependent on whether the company has ebthisSOE of fair value for the
upgrade. On occasion, VSOE of fair value of thgagrades is established based upon the price saahggement. VMware has a history of
selling such upgrades on a stand-alone basis.

For multiple-element arrangements that containnsoft and non-software elements such as VMwaretwa as a service
subscription offerings, VMware allocates revenusdfiware or software-related elements as a gradpaay non-software elements separately
based on the selling price hierarchy. The relagsiéing price for each deliverable is determineigi¥/ SOE of selling price, if it exists, or
third-party evidence (“TPE") of selling price. leither VSOE nor TPE of selling price exist for divkrable, VMware's best estimate of selling
price (“BESP”) is used for that deliverable. Oneganue is allocated to software or software-relatethents as a group, it follows historic
software accounting guidance. Revenue is then rézed when the basic revenue recognition critaganaet for each element.

The objective of BESP is to determine the priclsith VMware would transact a sale if the producservice were sold on a stand-alone
basis. VMware determines BESP by considering iesall/pricing objectives and market conditions tiis time, VMware uses BESP to
determine the relative selling price of its licemsements and software as a service elements bgsedrates charged in both mudtement an
stand-alone arrangements.

Unearned revenues include unearned software maimterfees, license fees, and professional serféess See Note | for further
information.

Foreign Currency Translation

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

Cash and Cash Equivalents and Short-Term Investnmgent

VMware invests a portion of its excess cash pritpami money market funds, highly liquid debt instrants of the U.S. government and its
agencies, U.S. municipal obligations, and U.S.fangign corporate debt securities. VMware classifi#h highly liquid investments with
maturities of 90 days or less from date of purctesseash equivalents and all highly liquid investtaavith maturities of greater than 90 days
from date of purchase as short-term investmentswsliMd classifies its investments as available-féte-9aMware may sell these securities at
any time for use in current operations or for oh@moses, such as consideration for acquisitiodss&rategic investments. Consequently,
VMware may or may not hold
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securities with stated maturities greater thanwe/ehonths until maturity. As a result, VMware ciéiss its investments, which include
securities with maturities beyond twelve monthsg@asent assets in the accompanying consolidatlcthba sheets.

VMware carries its fixed income investments, aslaglits equity investments in public companies lave readily determinable fair
values, at fair value and reports unrealized gaitslosses on these investments, net of estimatearovisions or benefits, in accumulated
other comprehensive income, a component of stodensl equity. VMware periodically evaluates whetteclines in fair values of its
investments below their cost basis are other-tearpbrary. This evaluation consists of several tptale and quantitative factors, including
VMware’s ability and intent to hold the investmemitil a forecasted recovery occurs, as well asdagjine in the investment quality of the
security and the severity and duration of the uimed loss. Unrealized losses that are determiadzktother than temporary, as well as real
gains and losses, are recorded to VMware’s cormelitistatements of income. Realized gains anddasséhe sale of fixed income securities
issued by the same issuer and of the same typketeamined using the first-in first-out (“FIFO”) rived.

In addition, VMware has restrictions on certaintcamounts pursuant to the terms of various agresméMware includes this restricted
cash in other current and other lotegm assets in the accompanying consolidated balsimeets. The amount of restricted cash was netial
in any period presented.

Allowance for Doubtful Accounts

VMware maintains an allowance for doubtful accodntsestimated probable losses on uncollectibl®ants receivable. The allowance
is based upon the creditworthiness of VMware’'saugrs, historical experience, the age of the red¥évand current market and economic
conditions. Uncollectible amounts are charged ajdhe allowance account.

Property and Equipment, Ne

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

Buildings Term of underlying land lease

Land improvements 15 years

Furniture and fixtures 5 years

Equipment and software 2 years or useful life, not to exceed 20 years
Leasehold improvements Lease term, not to exceed 20 years

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

Internal-Use Software Development Costs

VMware capitalizes costs associated with interrss-software systems during the application devedopstage. Capitalization of costs
begins when the preliminary project stage is coteglemanagement has committed to funding the praged it is probable that the project
be completed and the software will be used to perfihe function intended. Management applies judgriredetermining if such criteria have
been met. Capitalization ceases at the point ichvtfie project is substantially complete and islydar its intended purpose. The capitalized
amounts are included in property and equipmentpnéhe consolidated balance sheets and amortizgdive useful life of the software,
beginning when the asset is placed into servicetQelated to preliminary project activities ams$pimplementation activities are expensed a
incurred.

Research and Development and Capitalized Softwaex&opment Cosl

Development costs of software to be sold, leasedtheerwise marketed are subject to capitalizabieginning when the product’s
technological feasibility has been establishedemting when the product is available for generglase. Judgment is required in determining
when technological feasibility is established, asdhe Company’s business, products and go-to-rstiieéegy have evolved, management ha
continued to evaluate when technological feasybititestablished. Following the release of vSpteaad the comprehensive suite of cloud
infrastructure technologies in the third quarte011, management determined that VMware’s go-tdkaetastrategy had changed from single
solutions to product suite solutions. As a restiths change in strategy, and the related incig@sportance of interoperability between
VMware’s products, the length of time between awinig technological feasibility and general relettsseustomers significantly decreased. For
future
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releases, management expects VMware’s products &véilable for general release soon after teclgimbfeasibility has been established.

Future changes in management’s judgment as to v@dohmological feasibility is established, or aduitl changes in VMware’s business,
including its go-to-market strategy, could matdyiahpact the amount of costs capitalized. For epianif the length of time between
technological feasibility and general availabilitgre to increase again in the future, the amounapitalized costs would likely increase.

Generally accepted accounting principles requireuahamortization expense of capitalized softwaestbpment costs to be the greater o
the amounts computed using the ratio of currendgrevenue to a product’s total current and argtienh revenues, or the straight-line method
over the product’s remaining estimated economé lifo date, VMware has amortized these costs tkagtraight-line method as it is the
greater of the two amounts. The costs are amortized 18 to 24 months, which represent the prodwegtimated economic life. The ongoing
assessment of the recoverability of these costsnejconsiderable judgment by management withexdp certain external factors such as
anticipated future revenue, estimated economicdifiel changes in software and hardware technolodieterial differences in amortization
amounts could occur as a result of changes inéhiegs over which VMware actually generates reverarahe amounts of revenues gener:

Unamortized software development costs were $34I®mand $104.9 million as of December 31, 2012l ecember 31, 2011,
respectively, and are included in capitalized safemdevelopment costs, net and other on the caolased balance sheets.

For the year ended December 31, 2012 , all softdevelopment costs related to product offeringsevexpensed as incurred and were
included in R&D expenses on the accompanying casesteld statements of income. For the years endedrbiger 31, 2011 and 2010,
VMware capitalized $86.4 million (including $12.4lfon of stock-based compensation) and $71.6 omll{including $10.9 million of stock-
based compensation), respectively, of costs inddtethe development of software products. Theseumts were excluded from R&D
expenses on the accompanying consolidated statemkincome. Amortization expense from capitaliaetbunts was $70.6 million , $84.7
million and $99.5 million for the years ended Detem31, 2012 , 2011 and 2010 , respectively. Ammatittn expense is included in cost of
license revenues on the consolidated statemeimsahe.

Business Combination

For business combinations, VMware recognizes thetifiable assets acquired, the liabilities assumaed any non-controlling interests in
an acquiree, which are measured based on the @mquiate fair value. Goodwill is measured asdieess of consideration transferred over
the net amounts of the identifiable tangible andrigible assets acquired and the liabilities assluaméhe acquisition date.

VMware uses significant estimates and assumptionkiding fair value estimates, to determine thevalue of assets acquired and
liabilities assumed and the related useful livethefacquired assets, when applicable, as of thiméss combination date. When those estir
are provisional, VMware refines them as necessaring the measurement period. The measurementdoisribe period after the acquisition
date, not to exceed one year, in which VMware nmather new information about facts and circumstatitasexisted as of the acquisition date
to adjust the provisional amounts recognized. Meamant period adjustments are applied retrospdgtifenaterial. All other adjustments are
recorded to the consolidated statements of income.

Businesses acquired from EMC are accounted forbasimess combination between entities under contootrol. VMware includes the
results of operations of the acquired businessdenzommon control, if material, in the period ofjaisition as if it had occurred at the
beginning of the period and also retrospectivejystd the financial statement information presefdegrior years to reflect the business as
had been acquired at the beginning of the finameaibd presented. VMware recognizes the net agselesr common control at EMC's carry
values as of the date of the transfer and recbelslifference between the carrying value and tlsh cansideration as an equity transaction.

Costs to effect an acquisition are recorded in gdraand administrative expenses on the consolidsti@géments of income as the expense:
are incurred.

Intangible Assets and Goodwi

Intangible assets from business combinations, dttzar goodwill, are amortized over their estimaisdful lives, which range fro® years
up to 12 years , during which the assets are eggeotcontribute to future cash flows. In the yearded December 31, 2012 , 2011 and 2010
VMware amortized $92.0 million , $64.6 million af84.8 million , respectively, for intangible assktsn business combinations.
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VMware reviews intangible assets for impairment méwver events or changes in business circumstandiesie that the carrying amounts
of the assets may not be fully recoverable orttauseful lives of these assets are no longeioappte.

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

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

Derivative Instruments

Derivative instruments and hedging activities asagsured at fair value and reported as currentsagedtcurrent liabilities on the
consolidated balance sheets, as applicable.

In order to manage VMware’s exposure to foreigmeney fluctuations, VMware enters into foreign eurcy contracts to hedge a portion
of VMware’s net outstanding monetary asset andlifgipositions. These foreign currency forward tragts are generally traded on a monthly
basis, with a typical contractual term of one manfiese forward contracts are not designated dgifg instruments under applicable
accounting guidance and therefore are adjustegitedlue through other income (expense), neténcttnsolidated statements of income.

Starting in the fourth quarter of 2011, VMware eatkinto forward contracts which it designated ashcflow hedges to manage the
volatility of cash flows that relate to operatingpenses denominated in certain foreign currendies.cash flow hedges are generally traded
semi-annually, have maturities of six months os lasd are adjusted to fair value through accumdilatieer comprehensive income, net of tax,
on the consolidated balance sheets. When the yimtpdxpense transaction occurs, the gains or $o@sehe forward contract are subseque
reclassified from accumulated other comprehensigere to the related operating expense line itetharconsolidated statements of income.

The Company does not enter into speculative foreigimmange contracts for trading purposes. See Nuighe consolidated financial
statements for further information.

Advertising

Advertising costs are expensed as incurred. Adsirgiexpense was $37.0 million , $19.6 million 1&.7 million in 2012 , 2011 and
2010, respectively.

Income Taxes

Income taxes as presented herein are calculatadseparate tax return basis, although VMware isideel in the consolidated tax returr
EMC. Deferred tax assets and liabilities are recogghfor the expected future tax consequencesaitethat have been included in the
financial statements or tax returns. Deferred &pets and liabilities are determined based oniffesehce between the tax basis of assets anc
liabilities and their reported amounts using endtée rates in effect for the year in which thdetfiénces are expected to reverse. Tax credits
are generally recognized as reductions of incom@tavisions in the year in which the credits ariBee measurement of deferred tax assets i
reduced by a valuation allowance if, based upoiilabla evidence, it is more likely than not thateoor all of the deferred tax assets will not
be realized.

VMware does not provide for a U.S. income tax lioon undistributed earnings of VMware’s foreigabsidiaries. The earnings of non-
U.S. subsidiaries, which reflect full provision foon-U.S. income taxes, are currently indefiniteliynvested in non-U.S. operations or will be
remitted substantially free of additional tax.Heése overseas funds are needed for its operatidhe U.S., VMware would be required to
accrue and pay U.S. taxes on related undistribeseaings to repatriate these funds. However, VMiganeent is to indefinitely reinvest its
non-U.S. earnings in its foreign operations and \@®is current plans do not demonstrate a needtdriate them to fund its U.S. operations.

The difference between the income taxes payahiecasivable that is calculated on a separate rétasis and the amount actually paid to
or received from EMC pursuant to VMware’s tax shgragreement is presented as a component of atlipaid-in capital. See Note K for
further information.

Earnings Per Share

Basic net income per share is calculated usingviighted-average number of shares of VMware's comatock outstanding during the
period. Diluted earnings per share are calculasitfjuthe weighted-average number of common shisrasding the dilutive effect of equity
awards as determined under the treasury stock hetidware has two classes of common stock, ClaasdClass B common stock. For
purposes of calculating earnings per share, VMwags the two-class method. As both classes shasathe rights in dividends, basic and
diluted earnings per share are the same for batses.
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Concentrations of Risks

Financial instruments, which potentially subject Whte to concentrations of credit risk, consist gipally of cash and cash equivalents,
short-term investments and accounts receivableh Gasleposit with banks may exceed the amountsofrance provided on such deposits.
These deposits may be redeemed upon demand. VMleares cash, cash equivalents and short-term imeass primarily in money market
funds and fixed income securities and limits theant of investment with any single issuer and angls financial institution. VMware holds
a diversified portfolio of money market funds amndtl income securities, which primarily consistvafious highly liquid debt instruments of
the U.S. government and its agencies, U.S. muniolgiggations, and U.S. and foreign corporate dauurities. VMware’s fixed income
investment portfolio is denominated in U.S. dollansl consists of securities with various maturities

VMware monitors the counterparty risk for adequditersification amongst the financial institutiomslding the funds. VMware also
monitors counterparty risk to financial institutiowith which VMware enters into derivatives to emsthat these financial institutions are of
high credit quality.

VMware held $40.6 million of foreign government aagkencies securities, $10.4 million of which wasrded sovereign debt, at
December 31, 2012 . These sovereign debt secundigsn average credit rating of AAA and were pneidantly from Canada. None of the
securities deemed sovereign debt were from Gréetand, Italy, Portugal or Spain.

VMware provides credit to distributors, reselleand certain end-user customers in the normal cafrisasiness. Credit is generally
extended to new customers based upon a creditati@iuCredit is extended to existing customerg8am ongoing credit evaluations, prior
payment history and demonstrated financial stagbilit

As of December 31, 2012 , three distributors actedifor 19% , 16% and 11% of VMware’s accounts inedse balance. As of
December 31, 2011 , three distributors accounte@@®o , 16% and 11% of VMware’s accounts receivaalance.

One distributor accounted for 15% , 15% and 13%ewénues in 2012 , 2011 and 2010 , respectivety aaother distributor accounted for
12%, 11% , and 10% of revenues in 2012 , 20112840 , respectively. A third distributor accounfed10% and 11% of revenues in 2011
and 2010 , respectively.

Accounting for Stocl-Based Compensation

VMware utilizes the Black-Scholes option-pricing debto determine the fair value of VMware’s stogkion awards. The Black-Scholes
model includes assumptions regarding dividend giedokpected volatility, expected term and risk-irgerest rates. These assumptions reflect
the Company’s best estimates, but these itemsvauahcertainties based on market and other conditoitside of the Company’s control.
VMware restricted stock unit awards, including perfiance stock unit (“PSU”) awards, are valued basethe Company’s stock price on the
date of grant. For those awards expected to vésthwonly contain a service vesting feature, VMweageognizes compensation cost on a
straight-line basis over the awards’ requisite iserperiods. Liability-classified awards are reaatdt fair value in accrued expenses and othe
on the consolidated balance sheets with chanded imalue relating to the vested portion of theaasivrecorded as stock-based compensation
on the consolidated statements of income.

VMware's PSUs will vest if certain employee spectdi VMware designated performance targets aresgeti If minimum performance
thresholds are achieved, each PSU award will comnvter VMware's Class A common stock at a defiretibrdepending on the degree of
achievement of the performance target designatezhbly individual award. If minimum performance #ivelds are not achieved, then no
shares will be issued under that PSU award. Baged the expected levels of achievement, stock-besegbensation is recognized on a
straight-line basis over the PSUSs' requisite serpieriods. The expected levels of achievementemesessed over the requisite service period
and, to the extent that the expected levels ofeaeiment change, stock-based compensation is adijstiee period of change and recorded in
the statement of income and the remaining unrezegrstock-based compensation is recorded oveethaining requisite service period.

New Accounting Pronouncemen

In February 2013, the Financial Accounting Standd@dard (“FASB”) issued Accounting Standards Updéte 2013-02, Reporting of
Amounts Reclassified Out of Accumulated Other Cazhpnsive Income (“ASU 2013-02"). ASU 2013-02 regsiicompanies to present
information about reclassification adjustments fraceumulated other comprehensive income in theanitial statements or footnotes. ASU
2013-02 is effective for fiscal periods beginnirfteaDecember 15, 2012. VMware does not expecatiaption of ASU 2013-02 to impact its
consolidated financial statements.

In June 2011, the FASB issued Accounting Standdpittate No. 2011-05, Presentation of Comprehensieenhe (“ASU 2011-05"). ASU
2011-05 eliminated the option to report other caghpnsive income and its components in the stateofient
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changes in equity. Comprehensive income must beepted in one continuous statement of compreheigioene or two separate consecutive
statements. In December 2011, the FASB issued amdment to ASU 2011-05 that defers the requirertteptesent reclassification
adjustments out of accumulated other comprehemsogeme on the face of the consolidated statemeimooime. VMware adopted this
accounting standard update, as amended, on Jahu2@y 2, and presents comprehensive income in éacoe with the requirements of the
standard in this Annual Report on Form 10-K.

B. Business Combinations, Goodwill and Intangible 8sets, Net

Business Combination

The results of operations of the acquired busirgedsecribed below have been included in VMwarefsobtidated financial statements
from the dates of purchase or transfer, as appécab

With the exception of Nicira, Inc. (“Nicira”), pfmrma results of operations have not been presexgdide results of the acquired
businesses were not material, individually or ia #igygregate, to VMware’s consolidated results efatons for all periods presented.

Fiscal Year 2012

Acquisition of Nicira, Inc.

On August 24, 2012, VMware acquired all of the tariding capital stock of Nicira, a developer oftaafre-defined networking solutions.
This acquisition expands VMware’s product portfdlioprovide a suite of software-defined networkaagabilities.

The aggregate consideration was $1,099.6 milliogt of cash acquired, including cash of $1,083lianiand the fair value of assumed
equity attributed to pre-combination services db.$1million . The Agreement and Plan of Merger goveg the transaction provides for
$100.0 million of the purchase price to be plagedscrow for a period of one year following the pdetion of the merger for indemnification
of claims. Additionally, VMware assumed all of Nigis unvested stock options and restricted stot¢ktanding at the completion of the
acquisition. The fair value of the assumed equitgrals for post-combination services was $152.4ioniland was not included in the
consideration transferred. The $152.4 million isggecognized over the awards' remaining requssteice periods, which extend through the
first half of 2016.

In accordance with the merger agreement, the asbumeested stock options converted into 1.1 milstatk options to purchase VMwe
Class A common stock. The weighted-average actprisitate fair value of the stock options was detreth using the Black-Scholes option
pricing model with the following weighted-averagesamptions: i) market price of $92.21 per shardchvivas the closing price of VMware’s
Class A common stock on the acquisition datepeeted term of 2.7 years; iii) risk-free interegte of 0.3% ; iv) annualized volatility of
35.7% ; and v) no dividend yield. The weighted-ager acquisition-date fair value per share of tlsemed stock options was $88.39 . The
assumed restricted stock converted into 0.6 miklibares of restricted VMware Class A common stdble fair value of the restricted stock
was based on the acquisition-date closing prick9@t21 per share for VMware’s Class A common stock.

As of December 31, 2012 , the accounting for th@rBliacquisition had not been finalized due to [egitems related to open tax returns,
which are to be filed in the third quarter of 20B&sed on a preliminary assessment, VMware recgrdmdsional amounts for these items in
its consolidated financial statements as of Decer@be2012 . During the measurement period, VMwaag record adjustments to the
provisional amounts recorded. No goodwill is expddb be deductible for tax purposes.

The following table summarizes the allocation @& ttonsideration to the fair value of the tangibid atangible assets acquired and
liabilities assumed on August 24, 2012 (table oudands):

Intangible assets $ 334,60(
Goodwill 905,14(
Total intangible assets acquired 1,239,741
Deferred tax liabilities, net (78,24°)
Income taxes payable (61,006
Other acquired liabilities, net of acquired assets (863%)
Total liabilities assumed (140,116
Fair value of intangible assets acquired and aétlities assumed $ 1,099,62.
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Amounts in the table above were adjusted in thetfioguarter of 2012 for a reassessment of unrezedrtax benefits related to the Nicira
acquisition. Income taxes payable in the table alpimarily relate to these unrecognized tax bénefhich were classified as a non-current
liability within other liabilities on the consolitied balance sheet at December 31, 2012.

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

Weighted-Average

Useful Lives Fair Value
(in years) Amount
Purchased technology 70 $ 266,00(
Trademarks and tradenames 10.0 20,10¢(
In-process research and development (“IPR&D”) 48,50(
Total intangible assets acquired, net, excludinodgall $ 334,60(

As of December 31, 2012 , the $48.5 millmPR&D shown in the table above was completediantided in purchased technology w
a weighted-average life of 8.0 years .

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

For the Year
Ended December 31,

2012 2011
Pro forma adjusted total revenue $ 4,607,100 $ 3,770,49
Pro forma adjusted net income 686,83: 610,87!
Pro forma adjusted net income per weighted-aveshgee, diluted for Class A
and Class B $ 1.5¢ $ 1.41

Pro forma adjustments primarily include intangibfeortization, stock-based compensation and retatedffects.

Other2012 Business Combinations

In 2012 , VMware completed five business combinatim addition to Nicira. The aggregate considerafor these five acquisitions was
$261.2 million , net of cash acquired. The follogtable summarizes the allocation of the consid®radb the fair value of the tangible and
intangible assets acquired and liabilities assuftadae in thousands):

Intangible assets $ 88,10(
Goodwill 186,53:
Total intangible assets acquired 274,63:
Deferred tax liabilities, net (8,36¢€)
Other acquired liabilities, net of acquired assets (5,059
Total liabilities assumed (13,419
Fair value of tangible and intangible assets aeguémd liabilities assumed $ 261,21«

VMware anticipates that $14.7 million of the gooltiacquired will be deductible for income tax puses.

77




Table of Contents

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

Fiscal Year 2011

In 2011 , VMware completed six business combinatievhich were not material to VMware's consoliddirdncial statements, either
individually or in the aggregate. The aggregatesaeration for these acquisitions was $304.2 mmllimet of cash acquired, and includes cash
of $303.6 million and the fair value of equity agsrassumed attributed to pre-combination servit&9.6 million . The following table
summarizes the allocation of the consideratioméofair value of the tangible and intangible asaetpiired and liabilities assumed (table in
thousands):

Intangible assets $ 104,50(
Goodwill 188,39!
Deferred tax assets, net 23,35!
Total tangible and intangible assets acquired 316,24¢
Other acquired liabilities, net of acquired assets (12,009
Total liabilities assumed (12,00¢)
Fair value of tangible and intangible assets aeguamd liabilities assumed $ 304,24.
Fiscal Year 2010

Business Acgquisitions

In 2010 , VMware completed six business combinatievhich were not material to VMware’s consolidafiedncial statements, either
individually or in the aggregate. The aggregatesa®eration for these acquisitions was $293.0 nmillimet of cash acquired. The following
table summarizes the allocation of the considengtiid to the fair value of the tangible and infateyassets acquired and liabilities assumed
(table in thousands):

Intangible assets $ 114,10(
Goodwill 178,16(
Deferred tax assets, net 18,22(
Total tangible and intangible assets acquired 310,48(
Other acquired liabilities, net of acquired assets (17,510
Total liabilities assumed (17,510
Fair value of tangible and intangible assets aeguénd liabilities assumed $ 292,97(

Transfer of Net Assets Under Common Control

In 2010, VMware acquired certain software prodechhology and expertise from EMC’s lonix informati@chnology (“IT")
management business for cash consideration of @%illion . The acquired software product technglagd expertise complemented
VMware’s existing development efforts and expaniiedCenter product family. EMC retained the lobiband and continues to offer
customers the products acquired by VMware, pursigatiite ongoing reseller agreement between EMCvldare. Additionally, contingent
amounts totaling up to $25.0 million were payabl&MC by the end of the second anniversary ofrtwesfer. These amounts were contingent
on EMC achieving certain revenue milestones. Dutiregyears ended December 31, 2011 and 2010 pgenti consideration of $14.4 million
and $10.6 million , respectively, was paid to EM@ese amounts were recorded as equity transacimhs/ere offsets to the initial capital
contribution from EMC.

The net assets and expertise acquired from EMQiitatesl a business and were accounted for as adastombination between entities
under common control pursuant to generally acceptedunting principles. Accordingly, VMware inclutithe EMC carrying values of the
transferred assets and liabilities as of the dateansfer in its consolidated financial statemeatswell as recorded the excess of the carrying
values over the cash consideration as an equitgdidion. VMware did not revise its historical coliated financial statements as the
historical impact of the acquired net assets wasnaderial to the previously reported financial ifoss, results of operations, or cash flows.
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The following table summarizes the net carryingreal of the tangible and intangible assets anditiabitransferred to VMware and the
capital contribution from EMC, as of the transfaete] and exclude the subsequent contingent coasiaieipaid referenced above (table in

thousands):

Intangible assets
Goodwill
Deferred tax assets, net

Total tangible and intangible assets acquired
Other acquired liabilities, net of other acquiredets
Capital contribution from EMC

Total liabilities assumed and capital received

Tangible and intangible assets acquired and lt&slassumed, and capital received

Intangible Assets, Ne

37,02¢
275,26(
45,73(

358,01
(15,159
(167,86()

(183,019

$

175,00(

The following table summarizes the changes in #reying amount of intangible assets, net, excludjogdwill for the years ended

December 31, 2012 and 2011 (table in thousands):

Balance, beginning of the year

December 31,

Additions to intangible assets related to busimessbinations

Purchase of leasehold interest (see Note G)

Change in accumulated amortization
Other adjustments

Balance, end of the year

2012 2011
$ 407370 $ 210,92
422,70 116,80
— 146,75
(96,277 (67,110
(1,946) —
$ 731,85, $ 407,37

Intangible assets, net, excluding goodwill, as e€&mber 31, 2012 and 2011 consisted of the follg\able in thousands):

2012
Purchased technology

Leasehold interest

Customer relationships and customer lists
Trademarks and tradenames

Other

Total intangible assets, net, excluding goodwiill

N

2011

Purchased technology

Leasehold interest

Customer relationships and customer lists
Trademarks and tradenames

Other

Total intangible assets, net, excluding goodwiill

Weighted-
Average
Useful Lives Gross Carrying Accumulated Net Book
(in years) Amount Amortization Value
6.1 $ 756,55. $ (274,49Y) ¢ 482,05t
34.9 144,81: (6,847 137,96¢
7.3 146,26:¢ (62,97¢) 83,28t
8.0 45,05( (16,65¢) 28,39:
3.0 3,05¢ (2,909 14¢
$ 1,095,73. $ (363,879 $ 731,85.
Weighted-
Average
Useful Lives Gross Carrying Accumulated Net Book
(in years) Amount Amortization Value
51 $ 374,25, $ (203,25) $ 170,99!
34.9 146,75 (2,524 144,23:
7.3 125,96« (45,979 79,98¢
6.3 24,95( (13,65() 11,30(
3.0 3,05¢ (2,199) 85¢
$ 674,97¢ $ (267,60) $ 407,37"
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Based on intangible assets recorded as of Dece3db@012 and assuming no subsequent additionspaiiment of underlying assets, the
remaining estimated annual amortization expensgpgcted to be as follows (table in thousands):

2013 $ 117,71¢
2014 110,21!
2015 100,04t
2016 84,72¢
2017 76,54.
Thereafter 242,60t

Total $ 731,85.
Goodwill

The excess of the consideration for acquisitiores dhve fair values assigned to the assets acqair@diabilities assumed, which represent:
the goodwill resulting from acquisitions, was alited to VMware’s one operating segment. Manageimgigves that the goodwill mainly
represents the synergies expected from combinmdeithnologies of VMware with those of the acquivedinesses, including complementary
products that will enhance the Company’s overaitpict portfolio.

The following table summarizes the changes in #reying amount of goodwill for the years ended 2@hd 2011 (table in thousands):

December 31,

2012 2011
Balance, beginning of the year $ 1,759,08 $ 1,568,60!
Increase in goodwill related to business combimatio 1,091,67. 188,39!
Deferred tax adjustments to purchase price allonaton prior year acquisition (3,550 94¢
Other adjustments to purchase price allocationgrmm year acquisitions 927 1,14(
Balance, end of the year $ 2,848,131 $ 1,759,08!

C. Earnings per Share

Basic net income per share is computed by dividietgncome by the weighted-average number of comshanes outstanding during the
period. Diluted net income per share is computedibigling net income by the weighted-average nunadf@ommon shares outstanding and
potentially dilutive securities outstanding durihg period, as calculated using the treasury stoethod. Potentially dilutive securities
primarily include stock options, unvested restdcstock units, and purchase options under VMwaggiployee stock purchase plan. Securitie:
are excluded from the computations of diluted nebme per share if their effect would be anti-diieit VMware uses the two-class method to
calculate earnings per share as both classes thlgasame rights in dividends, therefore basic aluded earnings per share are the same for
both classes.

The following table sets forth the computationdasic and diluted net income per share for thesyeaded December 31, 2012 , 2011 an
2010 (table in thousands, except per share data):

For the Year Ended December 31,

2012 2011 2010
Net income $ 74570: $ 72393t $ 357,43
Weighted-average shares, basic for Class A ang®as 426,65¢ 421,18 409,80!
Effect of dilutive securities 7,31¢ 10,56: 13,64:
Weighted-average shares, diluted for Class A aad<B 433,97 431,75( 423,44¢
Net income per weighted-average share, basic f83CA and Class B $ 1.78  $ 1.7z % 0.87
Net income per weighted-average share, dilute€fass A and Class B $ 172 $ 1.6¢ $ 0.8

For the years ended December 31, 2012 , 2011 at®l,20ock options to purchase 0.4 million , 0.8iam and 2.9 million shares,
respectively, of VMware Class A common stock werelieded from the diluted earnings per share calmna because
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their effect would have been anti-dilutive. For flears ended December 31, 2012 and 2010 , 2.3mdlnd 0.1 million shares of restricted
stock were excluded from the diluted earnings pares calculations because their effect would hasnlanti-dilutive. For the year ended
December 31, 2011 , no shares of restricted stack excluded from the diluted earnings per shdilzdion.

D. Investments

Investments as of December 31, 2012 and Decemb@031 consisted of the following (tables in thowds):

December 31, 2012

Cost or Unrealized Aggregate

Amortized Cost  Unrealized Gains Losses Fair Value
U.S. Government and agency obligations $ 373,86: $ 1,09 $ 11 $ 374,94!
U.S. and foreign corporate debt securities 1,545,39 6,122 (537) 1,550,98:
Foreign governments and multi-national agency alilgns 40,59 31 (6) 40,61¢
Municipal obligations 972,86° 2,65:¢ (5049) 975,01¢
Asset-backed securities 1,00( — — 1,00(¢
Mortgage-backed securities 78,67¢ 35¢ (82 78,95(
Total investments $ 3,012,39! $ 10,257 $ (1,140 $ 3,021,51

December 31, 2011

Cost or Unrealized Aggregate

Amortized Cost  Unrealized Gains Losses Fair Value
U.S. Government and agency obligations $ 516,79 $ 1,84: % 23) % 518,61
U.S. and foreign corporate debt securities 1,134,00! 1,404 (2,036 1,133,37
Foreign governments and multi-national agency alilbmns 58,45¢ 3G (87) 58,39¢
Municipal obligations 768,28: 1,39¢ (437) 769,24:
Asset-backed securities 27,107 2 (23) 27,08t¢
Mortgage-backed securities 49,77¢ 12¢ (172 49,73¢
Total investments $ 2,554,421 % 480z $ (2,779 $ 2,556,45

Both the realized gains and realized losses orstments were not material for 2012 and 2010 . Dutte year ended December 31, 2011
a realized gain of $56.0 million was recorded imestincome (expense), net for the sale of VMwaire/estment in Terremark Worldwide, Inc.
All other realized gains and losses on investment® not material for the year ended December 311 2 In addition, VMware evaluated its
investments as of December 31, 2012 and 2011 aeddeed that there were no unrealized losseshbatated an other-than-temporary
impairment. Net unrealized gains on VMware's inmesits compose the majority of the accumulated atbmprehensive income balance on

the consolidated balance sheets as of Decemb@032,and 2011 .
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As of December 31, 2012 and 2011 , VMware did @meehinvestments in a material continuous unrealiass! position for twelve months
or greater. Unrealized losses on investments &eoémber 31, 2012 and 2011 , which have been @t lss position for less than twelve
months, were classified by investment categoryHlavs (table in thousands):

December 31, 2012 December 31, 2011
Unrealized Unrealized
Fair Value Losses Fair Value Losses
U.S. Government and agency obligations $ 3485. $ 1) ¢ 50,60: $ (23
U.S. and foreign corporate debt securities 315,60¢ (537) 539,22¢ (2,036
Foreign governments and multi-national agency alilgns 5,49: 5) 43,02¢ (87)
Municipal obligations 259,40: (507) 298,18 (406
Asset-backed securities — — 20,02t (23
Mortgage-backed securities 27,42t (82 32,81° (172
Total $ 642,78. $ (1,136 $ 983,88 $ (2,747

Contractual Maturities

The contractual maturities of investments held eténber 31, 2012 consisted of the following (téblousands):

Amortized Aggregate

Cost Basis Fair Value
Due within one year $ 881,31¢ $ 882,21t
Due after 1 year through 5 years 2,056,13! 2,064,08
Due after 5 years 74,94 75,21(
Total investments $ 3,012,390 $ 3,021,511

E. Fair Value Measurements

Generally accepted accounting principles proviae thir value is an exit price, representing theant that would be received upon the
sale of an asset or paid to transfer a liabilitpimnorderly transaction between market participaigssuch, fair value is a market-based
measurement that is determined based on assumfiansarket participants would use in pricing aged or liability. As a basis for
considering such assumptions, generally acceptsaliating principles established a thtem-value hierarchy, which prioritizes the inputed
in measuring fair value as follows: (Level 1) inpatre quoted prices in active markets for identisakts or liabilities; (Level 2) inputs other
than the quoted prices included within Level 1 tra@ observable for the assets or liabilities,egithirectly or indirectly; and (Level 3)
unobservable inputs for the assets or liabilites/hich there is little or no market data, whichuizes VMware to develop its own assumptic

VMware's Level 1 classification of the fair valueeharchy includes money market funds and certaailable-for-sale fixed income
securities because these securities are valued gsted prices in active markets for identicabéss

VMware's Level 2 classification includes the renden of the available-for-sale fixed income secesitbecause these securities are price
using quoted market prices for similar instrumeartd non-binding market prices that are corroborbtedbservable market data. VMware
obtains the fair values of its Level 2 financiadtiuments based upon fair values obtained froruissody bank. In addition, VMware obtains
fair values of its Level 2 financial instrumentsrfr the asset manager of each of its portfolios. \&vbwalidates the fair value provided by its
custody bank by comparing it against the indepenpigcing information obtained from the asset mamagindependently, the custody bank
and the asset managers use professional pricimgegto gather pricing data which may include gdanarket prices for identical or
comparable instruments, or inputs other than quptees that are observable either directly orrimatly. VMware is ultimately responsible for
the financial statements and underlying estimates.

Additionally, VMware’s Level 2 classification indigs foreign currency forward contracts as the alnanputs for these are based upon
quoted prices and quoted pricing intervals fromligultata sources. The fair value of these contnaets not material for any period presented.
VMware does not have any material assets or ltaslihat fall into Level 3 of the fair value hiechy as of December 31, 2012 and 2011 .
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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 sheets, that wetered to be measured at fair value as of
December 31, 2012 and 2011 (tables in thousands):

December 31, 2012

Level 1 Level 2 Total
Money-market funds $ 1,125241 $ — $ 1,125,24
U.S. Government and agency obligations 249,77 155,17: 404,94«
U.S. and foreign corporate debt securities — 1,568,57' 1,568,57
Foreign governments and multi-national agency alilys — 40,61¢ 40,61¢
Municipal obligations — 975,01¢ 975,01¢
Asset-backed securities — 1,00(¢ 1,00¢
Mortgage-backed securities — 78,95( 78,95(
Total $ 1,375,011 $ 2,819,337 $ 4,194,34

December 31, 2011

Level 1 Level 2 Total
Money-market funds $ 1,34590. % — $ 1,345,90
U.S. Government and agency obligations 170,74« 347,87( 518,61
U.S. and foreign corporate debt securities — 1,143,37 1,143,37
Foreign governments and multi-national agency alilgs — 58,39’ 58,39%
Municipal obligations — 769,24: 769,24:
Asset-backed securities — 27,08t 27,08¢
Mortgage-backed securities — 49,73¢ 49,73¢
Total $ 1,516,64: $ 2,395700 $ 3,912,335

F. Derivative Instruments

VMware conducts business in several foreign cuiesnand has international sales and expenses deatauiin foreign currencies,
subjecting the Company to foreign currency riskitigate this risk, VMware enters into hedgingiaties as described below. The
counterparties to VMware’s foreign currency forwaahtracts are multi-national commercial banks wered to be credit-worthy. VMware
does not enter into speculative foreign exchangeraots for trading purposes.

Cash Flow Hedging Activities

To mitigate its exposure to foreign currency flattans resulting from operating expenses denomihiateertain foreign currencies,
VMware entered into foreign currency forward coatsastarting in the fourth quarter of 2011. The @any designates these forward contract:
as cash flow hedging instruments as the accountiteria for such designation has been met. Thezetbe effective portion of gains or losses
resulting from changes in the fair value of theeddes is initially reported in accumulated othenpeehensive income on the consolidated
balance sheet and is subsequently reclassifidtbteetated operating expense line item in the dateted statements of income in the same
period that the underlying expenses are incurrgdrést charges or “forward points” on VMware’sward contracts are excluded from the
assessment of hedge effectiveness and are redordtter income (expense), net in the consolidatattments of income as incurred.

VMware generally enters into cash flow hedges sammidally with maturities of six months or less.#&$ecember 31, 2012 and 2011 ,
VMware had forward contracts to purchase foreigmency designated as cash flow hedges with a natiédnal value of $9.3 million and47.1
million , respectively. The fair value of thesevi@rd contracts was immaterial as of December 312 2(d 2011 and therefore excluded frc
the fair value tables above. For the years endedmber 31, 2012 and 2011 , all cash flow hedgee w@nsidered effective.

Balance Sheet Hedging Activitie

In order to manage exposure to foreign currenagtdiations, VMware enters into foreign currency fard/contracts to hedge a portion of
its net outstanding monetary assets and liabildggnst movements in certain foreign exchange raigese forward contracts are not
designated as hedging instruments under applieaigieunting guidance, and therefore all changes in

83




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

the fair value of the forward contracts are repbiteother income (expense), net in the consol@tlatatements of income. The gains and losse
on VMware's foreign currency forward contracts gatlg offset the majority of the gains and losssesaiated with the underlying foreign-
currency denominated assets and liabilities thatwdké hedges.

VMware’s foreign currency forward contracts are gatly traded on a monthly basis with a typicaltcactual term of one month. As of
December 31, 2012 and 2011 , VMware had outstarfdimgard contracts with a total notional value dB%.8 million and $324.1 million,
respectively. The fair value of these forward cacts was immaterial as of December 31, 2012 andl 26d therefore excluded from the fair
value tables above.

G. Property and Equipment, Net
Property and equipment, net, as of December 312 ad 2011 consisted of the following (table inubands):

December 31,

2012 2011

Equipment and software $ 636,49' $ 512,75
Buildings and improvements 438,34( 340,59¢
Furniture and fixtures 67,17¢ 61,02:
Construction in progress 97,01¢ 68,70"
Total property and equipment 1,239,02 983,08(
Accumulated depreciation (574,35) (457,59()
Total property and equipment, net $ 664,66¢ $ 525,49

Depreciation expense was $130.9 million , $126 loniand $114.2 million in the years ended Decen8ie 2012 , 2011 and 2010,
respectively.

In the year ended December 31, 2011 , VMware @maeth all of the right, title and interest in a grdlease covering the property and
improvements located adjacent to VMware's exisBap Alto, California campus for $225.0 millioBased upon the respective fair values,
$73.9 million of the purchase price was recoraeproperty and equipment, net on the consolidatdanoe sheet representing the estimated
fair value of the buildings and site improvemefitse remaining $151.1 million of the $225.0 noilli purchase price was for the fair value of
the ground lease and the right to develop additisgaare footage on the parcel. The long-term porif $146.8 million was recorded to
intangible assets, net with the remainder recotdexdher current assets on the consolidated bakimoet.

Concurrent with the closing of the transaction, Vferentered into an amended and restated grousel fi@athe new property which
expires in 2046 . VMware will possess the titlé¢he interest and buildings during the durationhef lease. Upon termination of the lease, title
will revert to the lessor. The $73.9 million ofilaings and site improvements began depreciatingthe $151.1 million of intangible assets
began amortizing from the date they were placemisetvice through 2046 . VMware also entered int@amendment to the ground lease for its
existing campus so that the terms of both leask®®i34 years and 11 months from the closinthefpurchase agreement. Annual rent
payments for the new property will initially be apgimately $6.8 million , and will increase by 3#nnually. VMware is also responsible for
paying all taxes, insurance and other expensessa&geto operate the parcel.

As of December 31, 2012 and December 31, 2011stegarion in progress primarily represented buidiand site improvements related
to VMware’s Palo Alto campus expansion that hadyebteen placed into service.

H. Accrued Expenses and Other

Accrued expenses and other as of December 31,&012011 consisted of the following (table in thands):

December 31,

2012 2011
Salaries, commissions, bonuses, and benefits $ 292,24: % 287,24¢
Accrued partner liabilities 128,86t 124,35¢
Other 253,63° 176,04:
Total $ 674,74t $ 587,65(

84




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

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

I. Unearned Revenues

Unearned revenues as of December 31, 2012 andc@bikisted of the following (table in thousands):

December 31,

2012 2011
Unearned license revenues $ 462,65! $ 389,22!
Unearned software maintenance revenues 2,755,01 2,133,51
Unearned professional services revenues 242,89 185,68:
Total unearned revenues $ 3,460,56! $ 2,708,4L:

Unearned license revenues are either recognizabllyatecognized upon delivery of existing or f@tgroducts or services, or will be
recognized ratably upon delivery of future produmtservices. Future products include, in somes;aseerging products that are offered as
part of product promotions where the purchasenafxdsting product is entitled to receive a promodl product at no additional charge.
VMware regularly offers product promotions as atgtgy to improve awareness of its emerging prodictshe extent promotional products
have not been delivered and VSOE of fair value otbe established, the revenue for the entire asddeferred until such time as all product
delivery obligations have been fulfilled. Unearrieeénse revenue may also be recognized ratablyghwisigenerally due to a right to receive
unspecified future products or a lack of VSOE af ¥alue on the software maintenance element oath@ngement. At December 31, 2012 ,
the ratable component represented over half ofatad unearned license revenue balance. Unearridase maintenance revenues are
attributable to VMware’s maintenance contracts aredrecognized ratably, typically over terms of tméve years with a weighted-average
remaining term at December 31, 2012 of approximdted years. Unearned professional services reeraselt primarily from prepaid
professional services, including training, andraegnized as the services are delivered.

J. Note Payable to EMC

In April 2007, VMware declared an $800.0 milliorvidiend to EMC paid in the form of a note payabléhvwnterest payable quarterly in
arrears and original maturity date of April 20112 August 2007, VMware repaid $350.0 million of thete payable, and as of December 31,
2012 , $450.0 million remained outstanding. In JRG&1, VMware and EMC amended and restated theto@betend the maturity date of the
note to April 16, 2015 and to modify the principahount of the note to reflect the outstanding ba#aof $450.0 million . The interest rate of
the 90 -day LIBOR plus 55 basis points continueset quarterly. For the years ended Decembe2®P, , 2011 and 2010, $4.7 million ,
$3.9 million and $4.1 million , respectively, otémest expense were recorded related to the ngtbfga The note may be repaid prior to the
maturity date without penalty. No repayments ohpipal were made during the years ended Decemh&(3P and 2011 .

K. Income Taxes

The domestic and foreign components of income kghoovisions for income taxes were as follows @ablthousands):

For the Year Ended December 31,

2012 2011 2010
Domestic $ 176,67: $ 112,42: $ 127,29:
International 716,44 681,99( 289,08
Total $ 893,11: & 794,41 $ 416,37!
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VMware’s provision for income taxes consisted a& fbllowing (table in thousands):

For the Year Ended December 31,

2012 2011 2010

Federal:
Current $ 161,27. $ 4277 % 65,79¢
Deferred (70,859 (23,56¢€) (42,159
90,41¢ 19,20¢ 23,63¢

State:

Current 13,24¢ 721 15,49¢
Deferred (7,64)) 11,35:¢ (9,05%)
5,607 12,07 6,441

Foreign:
Current 44,04 41,35 34,59:
Deferred 7,34 (2,159 (5,73%)
51,39( 39,197 28,85’
Total provision for income taxes $ 147,41. $ 70,477 $ 58,93¢

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

For the Year Ended December 31,

2012 2011 2010
Statutory federal tax rate 35.C% 35.C% 35.C%
State taxes, net of federal benefit 0.€% 1.5% 15%
Tax rate differential for international jurisdictis (22.9)% (25.1)% (17.9%
U.S. tax credits (0.2% (6.2)% (8.6)%
Permanent items and other 3.£% 3.7% 3.€%
Effective tax rate 16.5% 8.8% 14.2%

Deferred tax assets and liabilities are recognieeduture tax consequences of differences betvikeercarrying amounts of assets and
liabilities and their respective tax bases usingcead tax rates in effect for the year in whichdfferences are expected to be reversed.

Significant deferred tax assets and liabilitiessisinof the following (table in thousands):

December 31,

Deferred tax assets:
Unearned revenue $
Accruals and other
Stock-based compensation
Tax credit and net operating loss carryforwards

Net deferred tax assets
Valuation allowance

Total deferred tax assets
Deferred tax liabilities:
Property, plant and equipment, net

Intangibles and other assets, net

Total deferred tax liabilities

Total deferred tax assets, net $

2012 2011
210,74: $ 126,27
43,33 54,15(
64,68’ 56,07«
130,13¢ 133,08(
448,89 369,57
(63,95%) (56,577
384,94 313,00:
(51,079 (21,16%)
(54,65() (7,360)
(105,72 (28,527
279,21 $ 284,47
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VMware has U.S. federal net operating loss carwyéods of $130.1 million from acquisitions made si2007 . These carryforwards
expire at different periods through 2031 . Portiohthese carryforwards are subject to annual &tiths. VMware expects to be able to fully
use these net operating losses against future mcaAtwro resulting from acquisitions since 2006 , Wate has state net operating loss
carryforwards of $231.0 million expiring at differteperiods through 2031 . A valuation allowance weaorded to reduce gross deferred tax
assets to an amount VMware believes is more liedy not to be realized. The valuation allowancatisbutable to the uncertainty regarding
the realization of state tax credit carryforwardidfits. VMware has non-U.S. net operating lossescaedits of $14.9 million resulting from a
non-U.S. acquisition in 2009 . These net operdtisges have an unlimited carryforward period. VMevexpects to be able to fully use these
net operating losses against future non-U.S. incéxs®, VMware has non-U.S. net operating lossed%8 million that are subject to a full
valuation allowance as VMware believes it is mdkely than not that ntax benefit will be realized from these losses.sehare primarily fror
a 2009 acquisition.

U.S. income taxes have not been provided on ceutadistributed earnings of non-U.S. subsidiarieapgroximately $2,001.6 million and
$1,560.9 million at December 31, 2012 and 201%peetively, because such earnings are consideisal teinvested indefinitely outside of the
U.S., or will be remitted substantially free of #duhal tax. VMware's rate of taxation in foreigurigdictions is lower than the U.S. tax rate.
VMware's international income is primarily earngd\tMware's subsidiaries in Ireland, where the dtatutax rate is 12.5% . Management
does not believe that any recent or currently etqeedevelopments in non-U.S. tax jurisdictionsragsonably likely to have a material impact
on VMware's effective tax rate. All income earnddaad, except for previously taxed income for UaK.purposes, is considered indefinitely
reinvested in VMware's foreign operations and ravision for U.S. taxes has been provided with resfesuch income.

As of December 31, 2012 , VMware's total cash, eaghivalents, and short-term investments were $48®illion , of which $2,996.7
million was held outside the U.S. VMware's intenta indefinitely reinvest its non-U.S. funds is foreign operations, and VMware's current
plans do not demonstrate a need to repatriate théumd its U.S. operations. VMware plans to méet.S. liquidity needs through cash flows
from operations, external borrowings, or both. VMevatilizes a variety of tax planning strategiesaineffort to ensure that its worldwide cash
is available in the locations in which it is needdéd/Mware determines these overseas funds ardetefor its operations in the U.S., the
Company would be required to accrue U.S. taxehiemalated undistributed earnings in the period \dvevdetermines the earnings will no
longer be indefinitely invested outside the U.Soiider to repatriate these funds. At this timés itot practicable to estimate the amount of tax
that may be payable were VMware to repatriate thasds.

VMware is included in the EMC consolidated groupbS. federal income tax purposes. As of DecerBieP012 , VMware had a net
income tax payable of $31.9 million , which waslimted in accrued expenses and other on its corgeticbalance sheet. This net amount is
primarily comprised of amounts due to and due fEEMC under the tax sharing agreement. VMware haslstdone taxable income for the
year endeDecember 31, 2012 . Under the tax sharing agreewitmEMC, VMware is obligated to pay EMC an amoequal to the tax
liability generated by VMware that EMC will incunats consolidated tax return. VMware will finalitee 2012 federal tax return with EMC in
2013. At December 31, 2011, VMware had a net iretam payable due to EMC of $3.3 million , whichsyaimarily comprised of amounts
due to and due from EMC under the tax sharing ageeé During the year ended December 31, 2012 , BEIE VMware $19.3 milliordue tc
VMware's various state taxable losses for the yeaded December 31, 2011 and 2010 . These lossegvimarily attributable to tax
deductions arising from both non-qualified stockiap exercises and from restricted stock when ésérictions lapsed.

The amounts that VMware either pays to or recefinaa EMC for its portion of federal income taxesBkIC’s consolidated tax return
differ from the amounts VMware would owe on a stafwhe basis and the difference is presented ampanent of stockholders’ equity. In
2012 , the difference between the amount of tasutaled on a stand-alone basis and the amounx abtaulated per the tax sharing agreemer
was recorded as a decrease in stockholders' exfubg.4 million . In 2011 and 2010, the differermween the amount of tax calculated on a
stand-alone basis and the amount of tax calculsethe tax sharing agreement was recorded acegase in stockholders’ equity of $7.8
million and $6.5 million , respectively.

As of December 31, 2012 , VMware had gross unreigzedriax benefits totaling $150.9 million , whickctudes $6.9 million of offsetting
tax benefits. As of December 31, 2011 , VMware gaabs unrecognized tax benefits totaling $85.4iomill which excludes $9.3 million of
offsetting tax benefits. Approximately $143.5 nuHi of VMware’s net unrecognized tax benefits, metuding interest, if recognized, would
reduce income tax expense and lower VMware’s affectix rate in the period or periods recognizdtk Met unrecognized tax benefits,
including interest, of $151.5 million as of DecemB&, 2012 would, if recognized, benefit VMwarefteetive income tax rate. The $151.5
million of net unrecognized tax benefits were dfésd as a non-current liability within other lidities on the consolidated balance sheet. It is
reasonably possible that within the next 12 moatidit resolutions could potentially reduce totalaoognized tax benefits by approximately
$10.1 million . Audit outcomes and the timing oflétsettlements are subject to significant uncatyai
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VMware recognizes interest expense and penaltiageckto income tax matters in the income tax mmiovi. VMware had accrued $6.0
million of interest as of January 1, 2012 and $8illion of interest as of December 31, 2012 asdediavith unrecognized tax benefits. These
amounts are included as components of the $151liBminrecognized tax benefits, net of federal baxefits, at December 31, 2012 and
$86.6 million unrecognized tax benefits, net ofefied tax benefits, at December 31, 2011 . Incomexpense for the year endbdcember 31
2012 included interest of $2.1 million associatethwncertain tax positions.

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

For the Year Ended December 31,

2012 2011 2010
Balance, beginning of the year $ 94,69: $ 109,29: $ 84,97(
Tax positions related to current year:
Additions 12,46: 19,32 27,77
Reductions (3,529 (1,789 —
Tax positions related to prior years:
Additions related to acquisitions completed in 2012 60,41( — —
Additions 19 3,40¢ 7,33¢
Reductions (81%) (9,28)) (9,569
Settlements (33%) (23,399 —
Reductions resulting from a lapse of the statutingfations (4,375 (2,416 (9049
Foreign currency effects (761) (45%) (325)
Balance, end of the year $ 157,76t $ 94,69: $ 109,29«

Due to the increased complexity in internationadrapions, including judgments in determining thprapriate tax jurisdictions for reven
and expense items, the Company’s unrecognizedeagfits will likely increase in 2013 . However, tBempany cannot reasonably estimate
the increase.

VMware is subject to U.S. federal income tax andotss state, local and international income taresumerous jurisdictions. VMware's
domestic and international tax liabilities are sabjto the allocation of revenues and expensesfereht jurisdictions and the timing of
recognizing revenues and expenses. Additionally athount of income taxes paid is subject to VMveargerpretation of applicable tax laws
in the jurisdictions in which it files.

The U.S. federal income tax audit of the EMC coiasdéd group for 2009 and 2010 commenced in 20AMware has income tax audits
in progress in numerous state, local and internatijurisdictions in which it operates. In the VMweénternational jurisdictions, which
comprise a significant portion of its operatiorg years that may be examined vary, with the eanfiear being 2007Based on the outcome
examinations of VMware, the result of the expirataf statutes of limitations for specific jurisdans or the result of ruling requests from
taxing authorities, it is reasonably possible thatrelated unrecognized tax benefits could chémge those recorded in the statement of
financial position. It is possible that one or mofghese audits may be finalized within the newltve months. However, based on the status
examinations, and the protocol of finalizing audit$s not possible to estimate the impact of scishnges, if any, to the previously recorded
uncertain tax positions.

L. Commitments and Contingencies
Litigation

From time to time, VMware is subject to legal, adisirative and regulatory proceedings, claims, detsand investigations in the
ordinary course of business, including claims wéspect to commercial, product liability, intelleat property, employment, class action,
whistleblower and other matters. From time to tivMklware also receives inquiries from governmenttest regarding the compliance of our
contracting and sales practices with applicablelsgmpns. VMware accrues for a liability when itdeth probable that a liability has been
incurred and the amount of the loss can be reagporatimated. Significant judgment is required ottbthe determination of probability and
the determination as to whether a loss is reaspresimable. These accruals are reviewed at lemsteyly and adjusted to reflect the impacts
of negotiations, settlements, rulings, advice galeounsel and other information and events pertgito a particular matter. As of
December 31, 2012 and 2011, the amounts acevaeginot material. To the extent there is a redsleraossibility that the
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losses could exceed the amounts already accruethgament believes that the amount of any suchiadditioss would also be immaterial to
VMware’s consolidated financial position and resuft operations.

Operating Lease Commitments

VMware leases office facilities and equipment undmious operating leases. Facility leases gernyeratlude renewal options. Rent
expense for the years ended December 31, 20121,£812010 was $61.6 million , $56.4 million and$4million , respectively. VMware’s
minimum future lease commitments at December 312 2@re as follows (table in thousands):

2013 $ 54,61¢
2014 49,49¢
2015 40,47
2016 33,54:
2017 31,74¢
Thereafter 547,21:

Total minimum lease payments $ 757,09:

The amount of the future lease commitments afté726 primarily for the ground leases on VMware&ddAlto, California headquarter
facilities, which expire in 2046. As several of VMre’'s operating leases are payable in foreign ouies, the operating lease payments may
fluctuate in response to changes in the exchangéeaween the U.S. dollar and the foreign curesni which the commitments are payable.

Outstanding Obligations
At December 31, 2012 , VMware had various contr@atommitments aggregating $67.1 million .

Guarantees and Indemnification Obligations

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

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

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

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

In connection with certain acquisitions, VMware laggeed to indemnify the former directors and efficof the acquired company in
accordance with the acquired company’ddys and charter in effect immediately prior to #oguisition or in accordance with indemnificai
or similar agreements entered into by the acquicedpany and such persons. VMware typically purchasgail” directors’ and officers’
insurance policy, which should enable VMware toresr a portion of any future indemnification obligas related to the former officers and
directors of an acquired company.
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It is not possible to determine the maximum posdretimount under these indemnification agreemerggathe Company’s limited history
with prior indemnification claims and the uniquetfand circumstances involved in each particidaeement. Historically, payments made by
the Company under these agreements have not hateaiaheffect on the Company’s consolidated resofitoperations, financial position, or
cash flows.

M. Stockholders’ Equity

VMware Class B Common Stock Conversion Rights

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

VMware Equity Plan

In June 2007, VMware adopted its 2007 Equity amgitive Plan (the “2007 Plan”). In May 2009, VMwamended its 2007 Plan to
increase the number of shares available for isgiap0.0 million shares for total shares availdbtassuance of 100.0 million . The number
of shares underlying outstanding equity awards\hitvare assumes in the course of business acarisiire also added to the 2007 Plan
reserve on an as-converted basis. VMware has ass2irhenillionshares, which accordingly have been added to tB@ PGan reserve. Awari
under the 2007 Plan may be in the form of stockoogtor other stock-based awards, including awafdsstricted stock units. The exercise
price for a stock option awarded under the 2007 Blall not be less than 100% of the fair mark&ievaf VMware Class A common stock on
the date of grant. Most options granted under 66 2Plan vest 25% after the first year and thenthipithereafter over the following three
years and expire betwesix and seven years from the date of grant. Sife® 2VMware has not issued new stock options oetsfdhose
assumed in acquisitions. Most restricted stocktgrarade under the 2007 Plan have a three -yeautcyear period over which they vest.
VMware's Compensation and Corporate Governance Ctigerdetermines the vesting schedule for all goaitards. VMware utilizes both
authorized and unissued shares to satisfy all shesaed under the 2007 Plan. At December 31, 26ite were an aggregate of 16.5 million
shares of common stock available for issuance putso future grants under the 2007 Plan.

VMware Stock Repurchase Programs

The following table summarizes stock repurchashaitations in the years ended December 31, 2@021 and 2010amounts in table |
thousands):

Month Authorized Amount Authorized Expiration Date
November 2012 $250,000 End of 2014
February 2012 600,000 End of 2013
February 2011 550,000 End of 2012
March 2010 400,000 End of 2011

Purchases under the February 2011 authorizatioa emmnpleted in the second quarter of 2012. Purshasger the March 2010
authorization were completed in the first quarte?@11.
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From time to time, future stock repurchases magnbde pursuant to the November 2012 and Februarg 20thorizations in open market
transactions or privately negotiated transactieangeamitted by securities laws and other legalirequents. VMware is not obligated to
purchase any shares under its stock repurchaseapregThe timing of any repurchases and the antwaber of shares repurchased will
depend on a variety of factors, including VMwarstsck price, cash requirements for operations aiséthiess combinations, corporate and
regulatory requirements and other market and ecanoomditions. Purchases can be discontinued atiargythat VMware feels additional
purchases are not warranted. All shares repurchaset VMware's stock repurchase programs arescetir

The following table summarizes stock repurchaseiagctn the years ended December 31, 2012 , 201201 0(table in thousands, exct
per share amounts):

For the Years Ended December 31,

2012 2011 2010
Aggregate purchase price $ 467,53¢ $ 526,200 $ 338,52
Class A common shares repurchased 5,132 5,95: 4,90¢
Weighted-average price per share $ 91.1C $ 88.31 $ 68.9¢

The amount of repurchased shares includes commssaitd was classified as a reduction to additipaal-in capital. As of December 31,
2012 , the authorized amount remaining for repwsehaas $467.9 million .

VMware Employee Stock Purchase Plan

In June 2007, VMware adopted its 2007 EmployeekSRaachase Plan (the “ESPP”), which is intendeletqualified under Section 423
of the Internal Revenue Code. A total of 6.4 millshares of VMware Class A common stock were reskfor future issuance. Under the
ESPP, eligible VMware employees are granted optioqeirchase shares at the lower of 85% of theriaitket value of the stock at the time of
grant or 85% of the fair market value at the timiexercise. Options to purchase shares are geyeralhted twice yearly on February 1 and
August 1 and exercisable on the succeeding Jugn8lJanuary 31 , respectively, of each year. A3sgember 31, 2012, 0.6 million shares of
VMware Class A common stock were available for age under the ESPP.

The following table summarizes ESPP activity in yiears ended December 31, 2012 , 2011 and 201@ (tathousands, except per share
amounts):

For the Year Ended December 31,

2012 2011 2010
Cash proceeds $ 69,37: $ 56,96 $ 45,16:
Class A common shares purchased 897 81¢€ 1,51C
Weighted-average price per share $ 77.3¢ % 69.81 $ 29.9(

As of December 31, 2012 , $37.2 million of ESPFhhitldings were recorded as a liability on the ctidated balance sheet for the next
purchase in January 2013 .

VMware and EMC Stock Options

Prior to the adoption of VMware’s 2007 Plan in J2087, eligible VMware employees participated in EMlequity plans. In August
2007, VMware and EMC completed an exchange offablkimg eligible VMware employees to exchange theiions to acquire EMC commu
stock for options to acquire VMware Class A comrstotk. VMware employees who did not elect to exgeatieir EMC options for options
to purchase VMware Class A common stock continugaice their existing grants governed under EMQ@slsplans. Additionally, if an
employee transferred from EMC to VMware had outdtag EMC options at the date of transfer, the elygdoretained their EMC grant which
also continues to be governed under the EMC sttaok Similarly, if an employee transferred from Vidre to EMC had outstanding VMware
options at the date of transfer, the employeeneththeir VMware grant which continues to be goedraonder the VMware stock plan.
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The following table summarizes option activity sintanuary 1, 2010 for VMware and EMC stock opti@hsires in thousands):

VMware Stock Options EMC Stock Options
Weighted- Weighted-
Average Average
Number of Exercise Price Number of Exercise Price
Shares (per share) Shares (per share)

Outstanding, January 1, 2010 41,507 $ 28.3¢ 1,99¢ $ 14.0¢
Options relating to employees transferred to/fraCE net — — 2,19¢ 15.5:
Granted 3,36% 57.6( — —
Forfeited (2,220 30.7¢ (164) 11.4¢
Expired (157) 83.8¢ (199) 55.81
Exercised (15,579 24.7¢ (1,175 10.5:
Outstanding, December 31, 2010 26,92« 33.5¢ 2,66¢ 13.9¢
Options relating to employees transferred to/fraCE net — — 2,25¢ 13.5:
Granted 171 5.6¢ — —
Forfeited (1,01 40.9¢ (230 14.45
Expired (112 101.6¢ (139 31.5¢
Exercised (9,799 28.6¢ (929) 13.5¢
Outstanding, December 31, 2011 16,17 35.2i 3,62¢ 13.1¢
Options relating to employees transferred to/fraCE net — — (A77) 4.4C
Granted 1,201 4.67 — —
Forfeited (644) 42.07 (36) 14.9¢
Expired — — (12 12.6
Exercised (6,599 30.4¢ (7617) 12.3¢
Outstanding, December 31, 2012 10,13: 34.3¢ 2,64: 15.1:
Exercisable, December 31, 2012 7,38 35.4¢ 1,76¢ 14.5(
Vested and expected to vest, December 31, 2012 10,061 34.2: 2,612 15.0¢

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

As of December 31, 2012 , for the VMware stock apdi the weighted-average remaining contractual teas 1.9ears and the aggreg:
intrinsic value was $439.5 million for the 7.4 riuh exercisable shares. For the 10.1 million otivested and expected to vest at
December 31, 2012 , the weighted-average remagungactual term was 2.7 years and the aggregaiesic value was $609.6 million .
These aggregate intrinsic values represent thegmeax intrinsic values based on VMware’s clgssitock price of $94.14 as of December 31
2012 , which would have been received by the ogimders had all in-the-money options been exedcéseof that date.

As of December 31, 2012 , for the EMC stock optjdhs weighted-average remaining contractual tees &8 years and the aggregate
intrinsic value was $19.1 million for the 1.8 nmolli exercisable shares. For the 2.6 million shaested and expected to vest at December 31,
2012 , the weighted-average remaining contracaral tvas 5.3 years and the aggregate intrinsievahs $26.7 million . These aggregate
intrinsic values represent the total pre-tax irignvalues based on EMC's closing stock price &.$@ as of December 31, 201&hich woulc
have been received by the option holders had @Heéamoney options been exercised as of that date.

Cash proceeds from the exercise of VMware stoclongtfor the years ended December 31, 2012 , 20d 2610 were $183.8 million ,
$280.6 million and $386.1 million , respectivel\heloptions exercised in 2012 , 2011 and 2010 had-tax intrinsic value of $443.3 million ,
$647.8 million and $678.8 million , respectively.
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Cash proceeds from the exercise of EMC stock optiaid to EMC were $9.4 million , $12.2 million a$i#i2.4 millionfor the years ende
December 31, 2012, 2011 and 2010 , respectivély.pre-tax intrinsic value of these options held/bjware employees that were exercised
during the years ended December 31, 2012 , 2012@bd were $11.3 million , $12.0 million and $1én8lion , respectively.

VMware Restricted Stock

VMware restricted stock primarily consists of regtd stock unit (‘RSU”) awards granted to emplaydeSUs are valued based on the
VMware stock price on the date of grant, and shaneferlying RSU awards are not issued until th&iotsd stock units vest. Upon vesting,
each RSU converts into one share of VMware ClassrAmon stock.

VMware restricted stock also included PSUs. In 20¥RIware granted PSU awards to certain of its eiiees and employees. The awe
will vest through the first quarter of 2015 if c&rt employee specific or VMware designated perforceatargets are achieved. If minimum
performance thresholds are achieved, each PSU awvithigbnvert into VMware’s Class A common stockratios ranging from 0.5 to 3.0
shares per PSU, depending upon the degree of achént of the performance target designated by iesadhidual award. If minimum
performance thresholds are not achieved, then a@slwill be issued under that PSU award.

The following table summarizes restricted stochkvétgtsince January 1, 2010 (units in thousands):

Weighted-
Average Grant
Number Date Fair
of Value

Units (per unit)
Outstanding, January 1, 2010 9,211 $ 33.21
Granted 4,93: 74.81
Vested (3,68¢) 32.3¢
Forfeited (709 39.0¢
Outstanding, December 31, 2010 9,75z 54.17
Granted 4,54¢ 91.5]
Vested (3,859 48.4
Forfeited (907) 64.7(
Outstanding, December 31, 2011 9,54( 72.7¢
Granted 7,83 101.7:
Vested (3,75)) 69.01
Forfeited (1,457 81.5:
Outstanding, December 31, 2012 12,17( 91.9:

As of December 31, 2012, 12.2 million of unitsstahding included 11.1 million of RSUs, 0.6 milliohrestricted stock and 0.5 milliaf
PSUs. Such PSUs are convertible into a maximumeagge of 1.2 million shares. Shares underlying R&uWsPSUs are not issued until the
RSUs and PSUs vest.

The total fair value of VMware restricted stockgluding restricted stock and restricted stock uititat vested in the years ended
December 31, 2012 , 2011 and 2010 was $346.9 mill856.1 million and $258.0 million , respectiveAs of December 31, 2012 , restricted
stock representing 12.2 million shares of VMwar@lass A common stock were outstanding, with aneggpe intrinsic value of $1,145.7
million based on VMware's closing price as of Detem31, 2012 . These awards are scheduled tohresigth 2016 .

VMware Shares Repurchased for Tax Withholdings

In the years ended December 31, 2012, 2011 an@dl \2Ptvare repurchased and retired or withheld 1.lfioni, 1.3 million and 1.3
million shares, respectively, of Class A commorcktdor $135.6 million , $121.9 million and $87.1llion , respectively, to cover tax
withholding obligations. These amounts differ friime amounts of cash remitted for tax withholdingjgdiions on the consolidated statements
of cash flows due to the timing of payments. Punst@ the respective award agreements, these sharesrepurchased or withheld in
conjunction with the net share settlement uponvésting of restricted stock and restricted stodksuwiuring the period. The value of the
repurchased or withheld shares, including resttisteck units, was classified as a reduction tatehal paid-in capital.
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Stock-Based Compensation

The following table summarizes the components @l stock-based compensation included in VMwareissolidated statements of
income for the years ended December 31, 2012 , 20d2010 (table in thousands):

For the Year Ended December 31,

2012 2011 2010

Cost of license revenues $ 2,07z $ 1,606 $ 1,65:%
Cost of services revenues 28,22( 23,38¢ 18,47¢
Research and development 210,37" 174,26« 164,43!
Sales and marketing 149,87¢ 95,68¢ 73,14¢
General and administrative 48,10" 40,20¢ 33,97¢
Stock-based compensation 438,65! 335,15: 291,69:
Income tax benefit (132,426 (98,180) (94,110
Total stock-based compensation, net of tax $ 306,22¢ % 236,970 $ 197,58:

For the year ended December 31, 2012 , no costs eegitalized for the development of software pobsluFor the years ended 2011 and
2010, VMware capitalized $12.4 million and $10.8ion , respectively, of stock-based compensatissociated with capitalized software
development.

From time to time, VMware issues equity awards Haate a guaranteed amount of value and are cledsi§ liability awards on VMwarg’
consolidated balance sheet. As of December 32 204bility-classified awards with an aggregatemnteed value of $56.4 million were
outstanding. Upon vesting, these grants will beskin shares based upon the stock price or linyaiverage stock price on a date determine
by the terms of each individual award.

As of December 31, 2012 , the total unrecognizedpemsation cost for stock options and restrictedisivas $945.4 million . This non-
cash expense will be recognized through 2016 witleighted-average remaining period of 1.6 yeaisckSbased compensation related to bott
VMware and EMC equity awards held by VMware empksyés recognized on VMware's consolidated statesrafrincome over the awards'
requisite service periods. Stock-based compensgdiated to VMware equity awards held by EMC emplkgyis recognized on EMC's
consolidated statements of income over the awegdsisite service periods.

Fair Value of VMware Options

The fair value of each option to acquire VMwaregsl& common stock granted during the years endedmieer 31, 2012 , 2011 and
2010 was estimated on the date of grant using thekBScholes option-pricing model with the followgimeighted-average assumptions:

For the Year Ended December 31,

VMware Stock Options 2012 2011 2010
Dividend yield None None None
Expected volatility 35.8% 37.1% 38.(%
Risk-free interest rate 0.3% 1.C% 1.5%
Expected term (in years) 2.7 3.C 3.t
Weighted-average fair value at grant date $ 80.4t % 88.4( % 18.0¢
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For the Year Ended December 31,

VMware Employee Stock Purchase Plan 2012 2011 2010
Dividend yield None None None
Expected volatility 37.&% 34.% 33.1%
Risk-free interest rate 0.1% 0.2% 0.2%
Expected term (in years) 0.5 0.t 0.t
Weighted-average fair value at grant date $ 23.3¢ % 23.6¢ % 15.1¢

The weighted-average grant date fair value of VMastock options can fluctuate from period to pepddharily due to higher valued
options assumed through business combinationsexicise prices lower than the fair market valu¥/fvare's stock on the date of grant.

For all equity awards granted in 2012 , 2011 ant20volatility was based on an analysis of hist@rstock prices and implied volatilities
of publicly-traded companies with similar charaiies, including industry, stage of life cyclezej financial leverage, as well as the implied
volatilities of VMwares Class A common stock. The expected term was leédtlbased upon an analysis of the expected tesimdar grant:
of comparable publicly-traded companies, the teftn® purchase period for grants made under thePE8Pthe weighted-average remaining
term for options assumed in acquisitions. VMwaexXpected dividend yield input was zero as it hasigiorically paid, nor expects in the
future to pay, cash dividends on its common stdtle risk-free interest rate was based on a U.Saslmy instrument whose term is consistent
with the expected term of the stock options.

N. Related Party Transactions

Pursuant to an ongoing reseller arrangement wittCEEMC bundles VMware’s products and services \ERhC’s products and sells thi
to end-users. In the years ended December 31,,220P1 and 2010 , VMware recognized revenues o® ®1@illion , $72.0 million and $48.5
million , respectively, from such contractual agament with EMC. As of December 31, 2012 and 208149.5 million and $105.6 million ,
respectively, of revenues from products and sesvatdd under the reseller arrangement were includadearned revenues.

In the years ended December 31, 2012, 2011 andl ,20Mware recognized professional services revemié&97.7 million $66.2 millior
and $60.6 million , respectively, from such contwat agreements with EMC. As of December 31, 20i®2011 , $2.9 million and $5.1
million , respectively, of revenues from professibservices to EMC customers were included in uredrevenues.

In the years ended December 31, 2012, 2011 andl ,20Mware recognized revenues of $9.1 million .2&3illion and $6.1 million ,
respectively, from products and services purchageddMC for internal use pursuant to VMware's coctinal agreements with EMC. As of
December 31, 2012 and 2011, $28.4 million and4a8llion , respectively, of revenues from produatel services purchased by EMC for
internal use were included in unearned revenues.

VMware purchased products and services from EMGA@.2 million , $24.3 million and $18.4 million the years ended December 31,
2012, 2011 and 2010, respectively.

Pursuant to the tax sharing agreement, VMware feaerpayments to EMC and EMC has made payments toar® The following table
summarizes these payments made between VMwareM@ddaring the years ended December 31, 2012 , 26812010 (table in thousands):

For the Year Ended December 31,

2012 2011 2010
Payments from VMware to EMC $ — 12,14¢  $ 5,10(
Payments from EMC to VMware 19,28( 314,45( 2,471

Payments between VMware and EMC under the taxrshagreement primarily relate to VMware's portidrfiealeral income taxes on
EMC's consolidated tax return. Payments from VMwarEMC primarily relate to periods for which VMwahad stand-alone federal taxable
income, while payments from EMC to VMware relatgtsiods for which VMware had a stand-alone federedible loss. The amounts that
VMware either pays to or receives from EMC forptetion of federal income taxes on EMC's consokdiatiax return differ from the amounts
VMware would owe on a stand-alone basis and tHerdifice is presented as a component of stockhoktgugty. In 2012 , the difference
between the amount of tax calculated on
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a stand-alone basis and the amount of tax calclfsethe tax sharing agreement was recorded asraase in stockholders’ equity of $4.4
million . In 2011 and 2010 , the difference betwé&mmamount of tax calculated on a stand-alonesizasi the amount of tax calculated per the
tax sharing agreement was recorded as an incneaseckholders’ equity of $7.8 million and $6.5 lioih , respectively.

In certain geographic regions where VMware doesawe an established legal entity, VMware contraitis EMC subsidiaries for
support services and EMC personnel who are manag®&iMware. The costs incurred by EMC on VMwar&ehalf related to these employ
are passed on to VMware and VMware is charged &-maintended to approximate costs that would Hsen charged had VMware
contracted for such services with an unrelatedi tharty. These costs are included as expenses inar&ls consolidated statements of income
and primarily include salaries, benefits, traved aent. Additionally, EMC incurs certain adminigiv@ costs on VMware’s behalf in the U.S.
that are also recorded as expenses in VMware'sotidaged statements of income. The total cost efsérvices provided to VMware by EMC
as described above was $106.3 million , $82.6 oniland $66.4 million in the years ended Decembe312 , 2011 and 2010 , respectively.

In the years ended December 31, 2012, 2011 an@ ,284.7 million , $3.9 million and $4.1 milliorrespectively, of interest expense was
recorded related to the note payable to EMC anlddied in interest expense with EMC on VMware’s alitated statements of income.
VMware’s interest expense as a separate, stané-alampany may be higher or lower than the amoufiiscted in the consolidated financial
statements.

In the second quarter of 2011, VMware acquiredadeidssets relating to EMC’s Mozy cloud-based daieage and data center services,
including certain data center assets and a liceneertain intellectual property. EMC retained ovwatép of the Mozy business and its
remaining assets. EMC continues to be responsitiiéozy customers for Mozy products and servicesamiinues to recognize revenue from
such products and services. VMware entered intopanational support agreement with EMC througheting of 2012, pursuant to which
VMware took over responsibility to operate the Mazyvice on behalf of EMC. Pursuant to the supagréeement, costs incurred by VMware
to support EMC’s Mozy services, plus a mark-upndid to approximate third-party costs and a managefee, were reimbursed to VMware
by EMC. On the consolidated statements of incoméheé years ended December 31, 2012 and 2011 asuchnts were $65.0 million and
$39.0 million , respectively. These amounts weoerged as a reduction to the costs VMware incuracdof December 31, 2012 , the
operational support agreement between VMware an@ Els amended such that VMware will no longer digettae Mozy service on behalf
of EMC. Under the amendment, VMware will transfebstantially all employees that support Mozy sesito EMC and EMC will purchase
certain assets from VMware in relation to trangfdremployees. The termination of service and rélansfer of employees and sale of asset
is anticipated to be substantially completed dutivggfirst quarter of 2013.

In 2010, VMware acquired certain software prodechinology and expertise from EMC’s lonix IT managetrbusiness for cash
consideration of $175.0 millionEMC retained the lonix brand and will continueofter customers the products acquired by VMwatgspant
to an ongoing reseller agreement between EMC and/afid. During the years ended December 31, 2012a@bd , $14.4 million and $10.6
million , respectively, of contingent amounts wpegd to EMC. These payments were recorded as egaitgactions and were offsets to the
initial capital contribution from EMC. As of Decemb31, 2011, all contingent payments under greement had been made.

From time to time, VMware and EMC enter into agreats to collaborate on technology projects. Inytsars ended December 31, 2012 ,
2011 and 2010, VMware received $6.5 million .332illion and $2.3 million , respectively, from Eblfor EMC's portion of expenses related
to such projects.

Effective September 1, 2012, Pat Gelsinger succePdel Maritz as Chief Executive Officer of VMwaRrior to joining VMware, Pat
Gelsinger was the President and Chief Operating@fbf EMC Information Infrastructure ProductsuP®laritz remains a board member of
VMware and took on the role of Chief Strategy Gdfiof EMC. With the exception of a long-term indeatperformance award from EMC that
Pat Gelsinger agreed to cancel in consideratianraw performance stock unit award from VMwarehb@aul Maritz and Pat Gelsinger
retained and continue to vest in their respectiugtg awards that they held as of September 1, 28fitk-based compensation related to Pat
Gelsinger’'s EMC awards will be recognized on VMwsieonsolidated statements of income over the asvaethaining requisite service
periods. Stock-based compensation related to Patit& VMware awards will be recognized as an exgecby EMC.

As of December 31, 2012 , VMware had $67.9 miliet due from EMC, which consisted of $111.5 millauwe from EMC, partially
offset by $43.6 million due to EMC. As of Decemi3dr, 2011 , VMware had $73.8 million net due from EMvhich consisted of $101.4
million due from EMC, partially offset by $27.6 riiin due to EMC. These amounts resulted from theted party transactions described
above. Additionally, VMware had a net income taygtale due to EMC of $31.9 million and $3.3 milliea of December 31, 2012 and 2011,
which were included in accrued expenses and otih&f\dware’s consolidated balance sheets. Balancegsalor from EMC which are
unrelated to tax obligations are generally setitlechsh
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within 60 days of each quarter-end. The timinghef tax payments due to and from EMC is governethéyax sharing agreement with EMC.

In December 2012, VMware and EMC launched the BiMaitiative, pursuant to which both companiesipia commit technology, peog
and programs.

Transactions with Other Related Parties

Cisco Systems holds 6.5 million shares of VMwarasSIA common stock representing greater than 5%/fare’s outstanding Class A
common stock. Additionally, one of the members MWare's Board of Directors has served as an Exex@ifficer of Intel Corporation since
October 2012. VMware has in the past done busimegbexpects to continue to do business, with Gisebintel on a regular arm’s-length
basis, on the same or similar terms as would betiregd with unrelated third parties. Transactiofith Cisco in the years ended December 31
2012, 2011 and 2010, and with Intel in the yeateel December 31, 2012 , had no material impastMware’s consolidated financial
statements.

O. Segment Information

VMware operates in oneperating segment. Operating segments are dedimedmponents of an enterprise about which sepé@matecial
information is evaluated regularly by the chief giig decision maker in deciding how to allocasaurces and assessing performance.
VMware’s chief operating decision maker allocatesources and assesses performance based upotedisenecial information at the
consolidated level. Since VMware operates in operating segment, all required financial segmefarimation can be found in the
consolidated financial statements.

Revenues by geographic area for the years endeehiiber 31, 2012 , 2011 and 2010 were as followsg(ialthousands):

For the Year Ended December 31,

2012 2011 2010
United States $ 2,22857 $ 1,824,24! $ 1,452,73
International 2,376,47, 1,942,84 1,404,60!
Total $ 4,605,04 $ 3,767,091 $ 2,857,34.

No country other than the United States had maten@nues for the years ended December 31, 22021, and 2010 .

One customer accounted for 15% , 15% and 13% efwness in 2012 , 2011 and 2010 , respectively, anthar customer accounted for
12%, 11% , and 10% of revenues in 2012 , 20112840 , respectively. A third customer accountedififo and 11% of revenues in 2011 anc
2010, respectively.

Long-lived assets by geographic area, which primarclude property and equipment, net, as of Ddwen31, 2012 , 2011 and 2010 were
as follows (table in thousands):

For the Year Ended December 31,

2012 2011 2010
United States $ 562,86: $ 429,67t $ 306,18:
International 51,20° 46,47 43,36
Total $ 614,06¢ $ 476,15! $ 349,54!

No country other than the United States accourded% or more of these assets at December 31,,220P1 and 2010 , respectively.
VMware groups its products into portfolios that asgegorized into the following classes:

Cloud Infrastructure and Management products. The Cloud Infrastructure and Management produatgie based upon VMware's flags
virtualization platform, VMware vSphere. VMware \g8ge decouples the entire software environment ftemnderlying hardware
infrastructure, and also enables the aggregationultiple servers, storage infrastructures and agtsvinto shared pools of resources that can
be delivered dynamically, securely and reliablapplications as needed. The Cloud InfrastructudeManagement group also encompasses
the VMware vCloud Suite and various Cloud Managersehutions optimized to work with vSphere envirants and designed to simplify ¢
automate management of dynamic cloud infrastrusture
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Other Products. The other product category includes Cloud ApplmatPlatform and End-User Computing products, indgdiesktop
virtualization products. The Company's Cloud Apation Platform solutions help organizations buildy and manage enterprise applicatior
public, private or hybrid clouds optimized for v&pa and include products such as the VMware vFéndy of products. The Company’s
End-User Computing solutions enable a user-ceapjroach to personal computing that ensures sacagsss to applications and data from a
variety of devices and locations, while also adsiresthe needs of corporate IT departments, arddegroducts such as VMware View,
VMware ThinApp, VMware Zimbra, and VMware Workstati

Revenues by class of products or services for ¢laesyended December 31, 2012 , 2011 and 2010 wéodaws (table in thousands):

For the Year Ended December 31,

2012 2011 2010
Cloud Infrastructure and Management $ 1,888,18° $ 1,665,559 $ 1,263,23:
Other products 198,80° 175,57( 138,19:
License revenues 2,086,99! 1,841,16! 1,401,42.
Services revenues 2,518,05 1,925,92 1,455,91!
Total $ 4,605,04 $ 3,767,091 $ 2,857,34:

P. Selected Quarterly Financial Data (unaudited)

Quarterly financial data for 2012 and 2011 weréo#lews (tables in millions, except per share amsyn

2012 Q12012 Q2 2012 Q32012 Q4 2012

Revenues $ 1,055.. $ 1,123.( $ 1,133 $ 1,293..
Net income $ 191« % 1917 ¢ 156.¢ $ 205.¢
Net income per share, basic $ 0.4t $ 0.4t $ 037 $ 0.4¢
Net income per share, diluted $ 044 % 044 $ 0.3¢ % 0.47
2011 Q12011 Q2 2011 Q32011 Q4 2011

Revenues $ 843.7 $ 921z $ 941.¢ $ 1,060.
Net income $ 125.¢ $ 220z % 1778 $ 200.¢
Net income per share, basic $ 03C $ 05z $ 04z $ 0.47
Net income per share, diluted $ 0.2¢ $ 051 $ 041 $ 0.4¢€

Q. Subsequent Events

In January 2013, VMware announced a business platréamline its operations, subject to compliamite applicable legal obligations,
rationalize its portfolio and scale back investrsantsome areas of its business that it does rietvieeare directly related to its core growth
opportunities. The plan includes the eliminatiorapproximately 900 positions and personnel, wiscéxipected to result in a charge in the
range of $70.0 million to $80.0 million . Any suploposals in countries outside the United Statdsbeisubject to a review of efficiency,
resources and performance. Additionally, VMwarplanning an exit of certain lines of business amksolidation of facilities, which are
expected to result in a charge in the range ofGs&0lion to $30.0 million . The plan is expectexlite completed by the end of 2013.
Finalization of the plan will be subject to locafarmation and consultation processes with emplogpessentatives if required by law. The
total charge resulting from this plan is expectete between $90.0 million and $110.0 millionith total cash expenditures associated witl
plan expected to be in the range of $80.0 millm$20.0 million .
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURES

None.
ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedur

We carried out an evaluation required by the Exgbafct, 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 ouralseke controls and procedures, as defined in
Rule 13a-15(e) of the Exchange Act, as of the drideoperiod covered by this report. Based onéleuation, our principal executive officer
and principal financial officer concluded that a@isclosure controls and procedures were effectiyidvide reasonable assurance that
information required to be disclosed by us in tygarts that we file or submit under the Exchangei®\oecorded, processed, summarized and
reported within the time periods specified in tlee&ities and Exchange Commission’s rules and famasto provide reasonable assurance
that such information is accumulated and commuedt& our management, including our principal etigewfficer and principal financial
officer, as appropriate to allow timely decisioagarding required disclosures.

Managemen's Report on Internal Control over Financial Repdrtg

Management is responsible for establishing and taiaing adequate internal control over financiglaing, as defined in Rule 13a-15(f)
of the Exchange Act. Management has assessedféotivefness of our internal control over finaneggporting as of December 31, 2012 basec
on criteria established in Internal Control—InteégthFramework issued by the Committee of Sponsddirganizations of the Treadway
Commission. As a result of this assessment, managieroncluded that, as of December 31, 2012 ,rdgerrial control over financial reporting
was effective in providing reasonable assurancardigg the reliability of financial reporting andet preparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles. The effectiveness ofioternal control over financial reporting
as of December 31, 2012 has been audited by PriedveaseCoopers, LLP, an independent registerelicdzounting firm, as stated in their
report which appears in Iltem 8 of this Annual Reéjpor Form 10-K.

Changes in Internal Controls Over Financial Repont

There were no changes in our internal control éwancial reporting during the most recent fiscahger ended December 31, 2012 that
materially affected, or are reasonably likely tatenally affect, our internal control over finantiaporting.
Limitations on Controls

Our disclosure controls and procedures and intexmarol over financial reporting are designed tovide reasonable assurance of
achieving their objectives as specified above. Man@ent does not expect, however, that our disatosomtrols and procedures or our internal
control over financial reporting will prevent ortdet all errors and fraud. Any control system, ratter how well designed and operated, is
based upon certain assumptions and can providereaspnable, not absolute, assurance that itstadgisavill be met. Further, no evaluation
controls can provide absolute assurance that resseants due to error or fraud will not occur orttldcontrol issues and instances of fraud, if
any, within the Company have been detected.

ITEM9B. OTHER INFORMATION
None.
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PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

We will furnish to the Securities and Exchange Cassion a definitive Proxy Statement no later tha@ days after the close of the fis
year ended December 31, 2012. The information redudy this item is incorporated herein by refeeeticthe Proxy Statement. Also ¢
“Executive Officers of the Registrant” in Part Ithis Annual Report on Form 10-K.

We have a code of ethics that applies to all ofesaployees, including our executive officers. OusiBess Conduct Guidelines
(available on our website) satisfy the requiremsetsorth in Item 406 of Regulation S-K and apihall relevant persons set forth therein. We
intend to disclose on our website at www.vmware.eanendments to, and, if applicable, waivers of,amate of ethics.

ITEM 11. EXECUTIVE COMPENSATION

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

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

The information required by this item is incorp@aherein by reference to the section of the coipdroxy Statement entitled
“Security Ownership of Certain Beneficial Ownerslaanagement.”

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

The information required by this item is incorpedherein by reference to the section of the coipdroxy Statement entitled “Our
Board of Directors and Nominees” and “Transactinith Related Persons.”

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

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

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

1. Financial statemer

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

2. Financial statement sched

Schedule ll—Valuation and Qualifying Accounts

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

3. Index to exhibit

Incorporated by Reference

Exhibit Filed Form/

Number Exhibit Description Herewith File No. Date
2.1 Agreement and Plan of Merger by and among VMware,, Nile Merger 8-K 8/24/2012
Corporation, Nicira, Inc. and the Representativéhefindemnifying Holders of
Nicira, Inc., dated July 21, 2012
3.1 Amended and Restated Certificate of Incorporation S-1/A-2 7/9/2007
3.2 Amended and Restated Bylaws 8-K 3/8/2011
4.1 Form of specimen common stock certificate S-1/A-4 7127/2007
10.1 Form of Master Transaction Agreement between VMwire and EMC S-1/A-2 7/9/2007
Corporation
10.z  Form of Administrative Services Agreement betwediwéare, Inc. and EMC S-1/A-2 7/9/2007
Corporation
10.2  Form of Tax Sharing Agreement between VMware, &md EMC Corporation S-1/A-2 7/9/2007
10.£ Form of Intellectual Property Agreement between Vaviey Inc. and EMC S-1/A-1 6/11/2007
Corporation
10.5  Form of Employee Benefits Agreement between VMwhre, and EMC S-1/A-2 7/9/2007
Corporation
10.€  Form of Real Estate License Agreement between Vidwac. and EMC S-1/A-2 7/9/2007
Corporation
10.7+  Form of Indemnification Agreement for directors anebcutive officers S-1/A-1 6/11/2007
10.8+ 2007 Equity and Incentive Plan, as amended andtegsDecember 17, 2012 X
10.¢ Amended and Restated Promissory Note between VMwazeand EMC 10-Q 8/3/2011
Corporation dated June 11, 2011
10.1C Form of Insurance Matters Agreement between VMwiaie,and EMC S-1/A-2 7/9/2007
Corporation
10.114  Form of Option Agreement, as amended October 15) 20 10-K 2/28/2011
10.124  Form of Restricted Stock Unit Agreement, as amerdkcember 17, 2012 X
10.1: 2007 Employee Stock Purchase Plan, as amendeastaded February 24, 10-Q 5/5/2010
2010
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Exhibit

Incorporated by Reference

Filed

Form/

Number Exhibit Description Herewith File No. Date
10.1¢ Form of Early Exercise Option Agreement S-1/A-2 7127/2007
10.164 Letter Agreement between VMware, Inc. and Tod Nieldated January 5, 10-K 2/26/2009
2009
10.174  Letter Agreement between VMware, Inc. and Patriekstager dated X
September 14, 2012
10.184 Letter Agreement between VMware, Inc. and Dawn Briétted September 16, 10-K 3/1/2010
2009
10.1¢  First Amendment to Tax Sharing Agreement betweemké, Inc. and EMC 10-Q 5/4/2011
Corporation effective as of January 1, 2011
10.204  Executive Bonus Program, amended and restated &wghtd, 2012 10-Q 5/2/2012
10.21  Agreement of Purchase and Sale Agreement betweemeRRalo Alto LLC and 10-Q 8/3/2011
VMware, Inc. dated March 16, 2011
10.2: Amended and Restated Ground Lease between VMwareahd the Board of 10-Q 8/3/2011
Trustees of the Leland Stanford Junior Universited June 13, 2011 (3431
Hillview Campus)
10.2¢ Ground Lease between 3401 Hillview LLC. and ther8aaf Trustees of the 10-Q 8/3/2011
Leland Stanford Junior University dated as of Faby2, 2006, as amended
October 1, 2007 and June 13, 2011
10.244  Letter Agreement between VMware, Inc. and Jona@aadwick dated Octob X
12, 2012
10.254  Form of Performance Stock Unit Agreement, as amgiiecember 17, 2012 X
21.1  List of subsidiaries X
23.1 Consent of PricewaterhouseCoopers LLP X
31.1 Certification of Principal Executive Officer reqed by Rule 13a-14(a) or Rule X
15d-14(a) of the Securities Exchange Act of 1934adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.
31.z Certification of Principal Financial Officer reqeit by Rule 13a-14(a) or Rule X
15d-14(a) of the Securities Exchange Act of 1934adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as X
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002.
32.z Certification of Chief Financial Officer pursuawnt18 U.S.C. Section 1350, as X
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002.
101.INS  XBRL Instance Document X
101.SCt XBRL Taxonomy Extension Schema X
101.CAL XBRL Taxonomy Extension Calculation Linkbase X
101.DEF XBRL Taxonomy Extension Definition Linkbase X
101.LAB XBRL Taxonomy Extension Label Linkbase X
101.PRE  XBRL Taxonomy Extension Presentation Linkbase X

+ Management contract or compensatory plan or geraent
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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, theredatyp authorized.

VMWARE, INC.
Dated:February 27, 2013 By: /sl Patrick P. Gelsinger
Patrick P. Gelsinger
Chief Executive Officer
Dated:February 27, 2013 By: /sl Jonathan C. Chadwick

Jonathan C. Chadwick
Chief Financial Officer and Executive Vice Presiden
(Principal Financial Officer and Principal Accounting Officer)

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



February 27, 2013

February 27, 2013

February 27, 2013

February 27, 2013

February 27, 2013

February 27, 2013

February 27, 2013

February 27, 2013

February 27, 2013

February 27, 2013

Signature

/sl Patrick P. Gelsinger

Patrick P. Gelsinger

/s/ Jonathan C. Chadwick

Jonathan C. Chadwick

/sl Joseph M. Tucci

Joseph M. Tucci

/sl Michael W. Brown

Michael W. Brown

/sl John R. Egan

John R. Egan

/s/ David |. Goulden

David I. Goulden

/s/ Renee J. James

Renee J. James

/s/ Paul A. Maritz

Paul A. Maritz

/sl Dennis D. Powell

Dennis D. Powell

/s/ David N. Strohm

David N. Strohm
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Executive Vice President

(Principal Financial Officer and Principal Accounting
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Chairman

Director

Director

Director

Director

Director

Director
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VMWARE, INC.

SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
(in thousands)

Allowance for Bad
Debts Charged to

Balance at General Balance at

Beginning and Administrative Charged to Bad Debts End of
Allowance for Bad Debts of Period Expenses Other Accounts Write-Offs Period
Year ended December 31, 2012 allowa
for doubtful accounts $ 3,79¢ % 1,398 $ — 3 922) $ 4,261
Year ended December 31, 2011 allowance
for doubtful accounts $ 451¢ $ (645 $ — 3 82 % 3,79
Year ended December 31, 2010 allowal
for doubtful accounts 2,52¢ 2,57¢ — (580) 4,51¢

Tax
Valuation
Tax Valuation Allowance

Balance at Allowance Credited to Balance

Beginning Charged to Income Charged to Income Tax at End of
Tax Valuation Allowance of Period Tax Provision Other Accounts'? Provision Period
Year ended December 31, 2012
income tax valuation allowance $ 56,57 $ 751z % — 3 (130 $ 63,95¢
Year ended December 31, 2011
income tax valuation allowance $ 35,87 $ 22,75: % — 3 (2,059 $ 56,57
Year ended December 31, 2010
income tax valuation allowance 28,85 20,87¢ (13,759 (98) 35,87:

(1) For the year ended December 31, 2010, VMwedaaed the valuation allowance in connection wiigestax credits assigned to other
corporations within the combined reporting groupdWare did not credit the income tax provision bessathe credits assigned were
subject to a full valuation allowance.
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Exhibit 10.8

Amended and Restated on December 17, 2012

VMWARE, INC.
2007 EQUITY AND INCENTIVE PLAN

1. PURPOSE; TYPES OF AWARDS; CONSTRUCTION.

The purpose of the VMware, Inc. 2007 Equity ancehitve Plan is to attract, motivate and retain eygés an
independent contractors of the Company and anyidabsand Affiliate and non-employee directorsttoté Company,
any Subsidiary or any Affiliate. The Plan is alssidned to encourage stock ownership by such perdwereby
aligning their interest with those of the Comparstsreholders and to permit the payment of compiensthat
gualifies as performandeased compensation under Section 162(m) of the . Gadsuant to the provisions hereof, tf
may be granted Options (including “incentive stogiions” and “non-qualified stock options”), andh@t Stock-Based
Awards, including but not limited to Restricted &tpRestricted Stock Units, Stock Appreciation Regfpayable in
shares) and Other Cash-Based Awards.

The 2007 Equity and Incentive Plan will become @ffee as of the date of the adoption by the Board.
2. DEFINITIONS . For purposes of the Plan, the following termsde#ned as set forth below:
(@) “Adoption Date” means the date that the Plan waptedl by the Board.

(b) “Affiliate” means an affiliate of the Company, asfohed in Rule 12b-2 promulgated under Sectio
12 of the Exchange Act.

(c) “Award” means individually or collectively, a granhder the Plan of Options, Restricted Stock,
Restricted Stock Units or Other Stock-Based Award®ther Cash-Based Awards.

(d) “Award Terms” means any written agreement, confnaatice or other instrument or document
evidencing an Award.

(e) “Board” means the Board of Directors of the Company

() “Cause” has the meaning set forth in the Grantesiployment or other agreement with the
Company, any Subsidiary or any Affiliate, if anyppided that if the Grantee is not a party to amghsemployment or
other agreement or such employment or other agnetethoes not contain a definition of Cause, thenséaas the
meaning set forth in the Award Terms.

(g) “Code” means the Internal Revenue Code of 198&nanded from time to time.




(h) “Committee” means the Compensation Committee oBtbard. Unless other determined by the
Board, the Committee will be comprised solely akdiors who are (a) “non-employee directors” uridlele 16b-3 of
the Exchange Act, (b) “outside directorgider Section 162(m) of the Code and (c) who otlsermeet the definition
“independent directors” pursuant to the applicabbpirements of any national stock exchange upanhathe Stock is
listed. Any director appointed to the Committee vdo@s not meet the foregoing requirements shoglaseshimself or
herself form all determinations pertaining to RL&b-3 of the Exchange Act and Section 162(m) ofGbde.

() “Company” means VMware, Inc., a corporation orgadiznder the laws of the State of Delaware
or any successor corporation.

() “Covered Employee” has the meaning set forth iniSed 62(m)(3) of the Code.

(k) “Exchange Act” means the Securities Exchange Adi9¥4, as amended from time to time, and ¢
now or hereafter construed, interpreted and appleckgulations, rulings and cases.

() “Exchange Offer” means the offer by the Compangxohange awards issued under the Plan for
awards of or with respect to the common stock oéRieheld by certain employees of the Company en8ubsidiaries
as set forth in more detail in the Offer to Exchaegpected to be filed by the Company and Parent.

(m) “Fair Market Value” means the closing sales priee ghare of Stock on the principal securities
exchange on which the Stock is traded (i) on the dagrant or (ii) on such other date on whichfeéie market value ¢
Stock is required to be calculated pursuant tag¢has of an Award, provided that if there is nolssale on the releva
date, then on the last previous day on which awatereported; if the Stock is not listed for trayplon a national
securities exchange, the fair market value of Switkoe determined in good faith by the Board.

(n) “Grantee” means a person who, as an employee epéamlent contractor of or non-employee
director with respect to the Company, a Subsidoargn Affiliate, has been granted an Award underRhan.

(o) “ISO” means any Option designated as and intended todoe/laich qualifies as an incentive st
option within the meaning of Section 422 of the €od

(p) “NQSO” means any Option that is designated as aualified stock option or which does not
qualify as an ISO.

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




() “Other Cash-Based Award” means a cash-based Awardayl to a Grantee under Section 6(b)(iv
hereof, including cash awarded as a bonus or Upoattainment of Performance Goals or otherwigeeawitted under
the Plan.

(s) “Other Stock-Based Award” means an Award grantea @rantee pursuant to Section 6(b)(iv)
hereof, that may be denominated or payable ingehin whole or in part by reference to, or otheeaAbgsed on, or
related to, Stock, each of which may be subjethécattainment of Performance Goals or a periazbafinued
employment or other terms and conditions as pezthifhder the Plan.

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

(u) “Performance Goals” means performance goals basem® or more of the following criteria: (i)
earnings including operating income, earnings leetorafter taxes, earnings before or after intecegireciation,
amortization, or extraordinary or special item$ook value per share (which may exclude nonreagitems); (ii) pre-
tax income or after-tax income; (iii) earnings pemmon share (basic or diluted); (iv) operatindfiprév) revenue,
revenue growth or rate of revenue growth; (vi) meton assets (gross or net), return on investmneturn on capital, or
return on equity; (vii) returns on sales or reven(eiii) operating expenses; (ix) stock price ampation; (x) cash flow,
free cash flow, cash flow return on investmentddisited or otherwise), net cash provided by opmrafior cash flow
in excess of cost of capital; (xi) implementatiarcompletion of critical projects or processesi)(@conomic value
created; (xiil) cumulative earnings per share ghopWtiv) operating margin or profit margin; (xv) mmon stock price
or total stockholder return; (xvi) cost targetgjuetions and savings, productivity and efficienc{@sii) strategic
business criteria, consisting of one or more objestbased on meeting specified market penetragieographic
business expansion, customer satisfaction, emplsgtsfaction, human resources management, sujgerab
litigation, information technology, and goals reigtto acquisitions, divestitures, joint venturesl gimilar transaction:
and budget comparisons; (xviii) personal profesaiajectives, including any of the foregoing penfi@ance goals, the
implementation of policies and plans, the negairabf transactions, the development of long tersirmss goals,
formation of joint ventures, research or developnoetiaborations, and the completion of other coap® transactions;
and (xix) any combination of, or a specified in@ea, any of the foregoing. Where applicable Reeformance Goals
may be expressed in terms of attaining a spediéeel of the particular criteria or the attainmeht percentage
increase or decrease in the particular criterid,raay be applied to one or more of the Companyhsifiary or
Affiliate, or a division or strategic business uoitthe Company, or may be applied to the perforgeasf the Company
relative to a market index, a group of other congmpor a combination thereof, all as determinethieyCommittee.
The Performance Goals may include a threshold lefvpérformance below which no payment will be méateno
vesting will occur), levels of performance at whigecified payments will be made (or specified imgswill occur),
and a maximum level of performance above whichdditenal payment will be made (or at which fullstieg will
occur). Each of the foregoing Performance Goalsheildetermined in accordance with generally a@@eptcounting
principles and will be subject to certification the Committee; provided that, to the extent an Alnarnintended to
satisfy the performance-




based compensation exception to the limits of 8ecdb2(m) of the Code and then to the extent ctardisvith such
exception, the Committee has the authority to neketable adjustments to the Performance Goalsaognition of
unusual or non-recurring events affecting the Camwiga any Subsidiary or Affiliate or the financgthtements of the
Company or any Subsidiary or Affiliate, in respotse&hanges in applicable laws or regulationsp@dcount for items
of gain, loss or expense determined to be extraardior unusual in nature or infrequent in occureeor related to the
disposal of a segment of a business or relatectt@mage in accounting principles.

(v) “Plan” means this VMware, Inc. 2007 Equity and Imidee Plan, as amended from time to time.

(w) “Restricted Stock” means an Award of shares of IStoa Grantee under Section 6(b)(ii) that is
subject to certain restrictions and to a risk ofdiure.

(x) “Restricted Stock Unit” means a right granted @rantee under Section 6(b)(iii) of the Plan to
receive shares of Stock subject to certain reginstand to a risk of forfeiture.

(y) “Rule 16b-3" means Rule 16b-3, as from time to timeffect promulgated by the Securities and
Exchange Commission under Section 16 of the Exah&wag, including any successor to such Rule.

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

(aa) “Stock Appreciation Right” means an Award that #es a Grantee upon exercise to the excess
the Fair Market Value of the Stock underlying theakd over the base price established in respesuiaf Stock.

(bb)  “Subsidiary” means any entity in an unbroken cldientities beginning with the Company if, at
the time of granting of an Award, each of the @&wgi{other than the last entity in the unbrokenrghawns stock
possessing 50% or more of the total combined vaiower of all classes of stock in one of the othdities in the
chain.

3. ADMINISTRATION

(@) The Plan will be administered by the Committeeabthe discretion of the Board, the Board. In
event the Board is the administrator of the Plaferences herein to the Committee will be deemeadciade the Boart
The Board may from time to time appoint a membanembers of the Committee in substitution for oadudlition to
the member or members then in office and may &llancies on the Committee however caused. Subjegipiicable
law, the Board or the Committee may delegate tobecemmittee or individual the ability to grant Awartdsemployee
who are not subject to potential liability undecten 16(b) of the Exchange Act with respect tmg@ctions involving
equity securities of the Company at the time amghglelegated authority is exercised.




(b) The decision of the Committee as to all questidriaterpretation and application of the Plan will
be final, binding and conclusive on all personse Gommittee has the authority in its discretiomjsct to and not
inconsistent with the express provisions of thenPda administer the Plan and to exercise all thegy and authority
either specifically granted to it under the Plamecessary or advisable in the administration @Rlan, including
without limitation, the authority to grant Awards, determine the persons to whom and the timenzediat which
Awards will be granted, to determine the type anchber of Awards to be granted, the number of shafr&ock to
which an Award may relate and the terms, conditioestrictions and Performance Goals relating oAamard; to
determine Performance Goals no later than suchdsmne required to ensure that an underlying Awertth is
intended to comply with the requirements of Secfi6@(m) of the Code so complies; to determine wéretio what
extent, and under what circumstances an Award reaetiled, cancelled, forfeited, accelerated (uhicly upon a
“change in control”), exchanged, or surrenderedanéke adjustments in the terms and conditionsydict
Performance Goals) applicable to Awards; to coesaind interpret the Plan and any Award; to prescaimend and
rescind rules and regulations relating to the Rialetermine the terms and provisions of the Avigtns (which nee
not be identical for each Grantee); and to makethkr determinations deemed necessary or advigatiiee
administration of the Plan. The Committee may aramy defect or supply any omission or reconailg iaconsistenc
in the Plan or in any Award Terms granted hereumdére manner and to the extent it deems expetbecdrry the
Plan into effect and will be the sole and finalgedf such expediency. No Committee member wiliddge for any
action or determination made with respect to ttaPRr any Award.

4. ELIGIBILITY

(@) Awards may be granted to officers, employees, irddpnt contractors and non-employee
directors of the Company or of any of the Subsidgaand Affiliatesprovided , that (i) ISOs may be granted only to
employees (including officers and directors whoas® employees) of the Company or any of its tezla
corporations” (as defined in the applicable regotet promulgated under the Code) and (ii) Awardy begranted
only to eligible persons who are not employed l&y@ompany or a Subsidiary if such persons perfaipstantial
services for the Company or a Subsidiary.

(b) No ISO may be granted to any employee of the Compamny of its Subsidiaries if such
employee owns, immediately prior to the grant &f tBO, stock representing more than 10% of thenggiower or
more than 10% of the value of all classes of stiidcke Company or Parent or a Subsidiary, unlesptiichase price
for the stock under such ISO is at least 110%sofF&ir Market Value at the time such 1SO is gramted the 1SO, by its
terms, will not be exercisable more than five ydeom the date it is granted. In determining trecktownership under
this paragraph, the provisions of Section 424(dhefCode will control.

(c) No Award, except for Restricted Stock, may be grdrib any employee or independent contractc
who is subject to Section 409A of the Code if spelson is an




employee or independent contractor of an Affilidtat is not a Subsidiary, unless such Award consaiorthe
requirements of Section 409A.

5. STOCK SUBJECT TO THE PLAN .

(@) The maximum number of shares of Stock reservethtogrant or settlement of Awards under the
Plan (the “Share Limit") is 100,000,000 (includitige number of shares of Stock expected to be issnéer the
Exchange Offer), subject to adjustment as provitaein. The aggregate number of shares of Stocle soject to
Awards granted during any fiscal year to any simgtividual may not exceed 3,000,000. Such shams m whole or
in part, be authorized but unissued shares or sliaa¢ have been or may be reacquired by the Compahe open
market, in private transactions or otherwise. i ahares subject to an Award (other than Awardstgubed or
assumed pursuant to Section 5(b) herein) are fedecancelled, exchanged or surrendered or ifwaré otherwise
terminates or expires without a distribution of rgsato the Grantee, the shares of stock with réspestich Award will,
to the extent of any such forfeiture, cancellatexchange, surrender, termination or expiratioajrage available for
Awards under the Plan.

(b) The Company may substitute or assume equity avadralsquired entities in connection with
mergers, reorganizations, separations, or othesaions to which Section 424(a) of the Code applrhe number of
shares of Stock reserved pursuant to Section Dwiihcreased by the corresponding number of eqwgrds assumed
and, in the case of a substitution, by the nee@se in the number of shares of Stock subjectuityegwards before
and after the substitution.

(c) Except as provided in an Award Term or as othernpis®ided in the Plan, in the event of any
extraordinary dividend or other extraordinary disition (whether in the form of cash, Stock, orestproperty),
recapitalization, stock split, reverse split, rergation, merger, consolidation, spin-off, recalmation, combination,
repurchase, or share exchange, or other similgocate transaction or event, the Committee will ensiich equitable
changes or adjustments as it deems necessary rapaipe to any or all of (i) the number and kirfdsbares of Stock «
other property (including cash) that may theredsterssued in connection with Awards or the totahber of Awards
issuable under the Plan, (ii) the number and kirghares of Stock or other property issued or iskui@ respect of
outstanding Awards, (iii) the exercise price, gnamnte or purchase price relating to any Award) {ine Performance
Goals and (v) the individual limitations applicabbeAwards; provided that, with respect to ISOg; adjustment will
be made in accordance with the provisions of Seeti(h) of the Code and any regulations or guidgromulgated
thereunder, and provided further that no such adjeist will cause any Award hereunder which is ardmees subject
Section 409A of the Code to fail to comply with tleguirements of such section.

6. SPECIFIC TERMS OF AWARDS .

(&) General . Subject to the terms of the Plan and any apgdkcaivard Terms, (i) the term of each
Award will be for such period as may be determibgdhe Committee, and (ii) payments to be madéhbyGompany
or a Subsidiary or Affiliate upon the




grant, maturation, or exercise of an Award may laelenn such forms as the Committee determinesatdte of grant
or thereafter, including, without limitation, casbtock or other property, and may be made in desipgyment or
transfer, in installments, or, subject to the regmients of Section 409A of the Code on a deferesisb

(b) Awards. The Committee is authorized to grant to Granteegollowing Awards, as deemed by
Committee to be consistent with the purposes oPtha. The Committee will determine the terms amadations of
such Awards, consistent with the terms of the Plan.

(i) Options. The Committee is authorized to grant Options tan®es on the following terms
and conditions:

(A) The Award Terms evidencing the grant of an Optinder the Plan will designate
the Option as an ISO or an NQSO.

(B) The exercise price per share of Stock purchasatgertan Option will be
determined by the Committee, but in no event mayettercise price of an Option per share of Stodesgthan the
Fair Market Value of a share of Stock as of the dditgrant of such Option. The purchase price o€lsas to which an
Option is exercised must be paid in full at theetiai exercise; payment may be made in cash, whashba paid by
check, or other instrument acceptable to the Compamwith the consent of the Committee, in shafeStock, valued
at the Fair Market Value on the date of exercisel(iding shares of Stock that otherwise would Ils¢riuted to the
Grantee upon exercise of the Option), or if theegerno sales on such date, on the next precedingrdehich there
were sales or (if permitted by the Committee arfgjesat to such terms and conditions as it may detexnby surrender
of outstanding Awards under the Plan, or the Cotemitnay permit such payment of exercise price lyyodmer
method it deems satisfactory in its discretionadidition, subject to applicable law and pursuamrteedures approved
by the Committee, payment of the exercise price beagnade pursuant to a brokessisted cashless exercise procec
Any amount necessary to satisfy applicable fedstate or local tax withholding requirements muesphid promptly
upon notification of the amount due. The Committesey permit the minimum amount of tax withholdingo® paid in
shares of Stock previously owned by the employea,ortion of the shares of Stock that otherwiselal be
distributed to such employee upon exercise of th&oD, or a combination of cash and shares of Siobk.

(C) Options will be exercisable over the exercise me(@hich may not exceed ten
years from the date of grant), at such times amhgoich conditions as the Committee may deterrnamegflected in
the Award Terms; provided that, the Committee hasauthority to accelerate the exercisability of antstanding
Option at such time and under such circumstancésiagts sole discretion, deems appropriate.

(D) Upon the termination of a Grantee’s employmenteovise with the Company and
its Subsidiaries or Affiliates, the Options granteguch Grantee, to the extent that they are eadrie at the time of
such termination, will remain exercisable for spehiod as may be provided in the applicable Awagdis, but in no
event following the




expiration of their term. The treatment of any Optthat is unexercisable as of the date of suchitation will be as
set forth in the applicable Award Terms.

(E) Options may be subject to such other conditionth@a£ommittee may prescribe in
its discretion or as may be required by applicédole

(F) Notwithstanding anything to the contrary hereirgrgs of Options may be made
hereunder which have the terms and conditionsostt in the Exchange Offer.

(i)  Restricted Sock .

(A) The Committee may grant Awards of Restricted Stoutter the Plan, subject to
such restrictions, terms and conditions, as the@itiee may determine in its sole discretion anéhadenced by the
applicable Award Terms (provided that any such Aliarsubject to the vesting requirements desciitezdin). The
vesting of a Restricted Stock Award granted undemRlan may be conditioned upon the completionsfexified
period of employment or service with the Compamy, Subsidiary or an Affiliate, upon the attainmehspecified
Performance Goals or upon such other criteria@€thmmittee may determine in its sole discretion.

(B) The Committee will determine the purchase pricactvito the extent required by
law, may not be less than par value of the Stackgetpaid by the Grantee for each share of Re=sdristock or
unrestricted stock or stock units subject to theafdv The Award Terms with respect to such stockrdwall set forth
the amount (if any) to be paid by the Grantee wapect to such Award and when and under whatrostances such
payment is required to be made.

(C) Except as provided in the applicable Award Ternassimares of Stock underlying a
Restricted Stock Award may be assigned, transfearedtherwise encumbered or disposed of by that@eauntil such
shares of Stock have vested in accordance wittethes of such Award.

(D) If and to the extent that the applicable Award Temay so provide, a Grantee will
have the right to vote and receive dividends ortriRésd Stock granted under the Plan. Unless otiserprovided in th
applicable Award Terms, any Stock received as @léind on or in connection with a stock split of #teres of Stock
underlying a Restricted Stock Award will be subjicthe same restrictions as the shares of Stog&riying such
Restricted Stock Award.

(E) Upon the termination of a Grantee’s employmenteovise with the Company and
its Subsidiaries or Affiliates, the Restricted ¥gcanted to such Grantee will be subject to theseand conditions
specified in the applicable Award Terms.




(F) Notwithstanding anything to the contrary hereirgrds of Restricted Stock may be
made hereunder which have the terms and condsieinf®rth in the Exchange Offer.

(i)  Restricted Sock Units. The Committee is authorized to grant RestrictedSUnits to
Grantees, subject to the following terms and caoukt

(A) Atthe time of the grant of Restricted Stock Unike Committee may impose such
restrictions or conditions to the vesting of suckiadds as it, in its discretion, deems appropriatduding, but not
limited to, the achievement of Performance Goalfte Tommittee has the authority to accelerate ttileseent of any
outstanding award of Restricted Stock Units at guimk and under such circumstances as it, in lessdigcretion, deen
appropriate, subject compliance with the requiresehSection 409A of the Code.

(B) Unless otherwise provided in the applicable Awaedris or except as otherwise
provided in the Plan, upon the vesting of a ResimiStock Unit there will be delivered to the Gesmtas soon as
practicable following the date on which such Awésdany portion thereof) vests, that number of ehaf Stock equal
to the number of Restricted Stock Units becomingesied.

(C) Subject to compliance with the requirements of i8act09A of the Code,
Restricted Stock Units may provide the Grantee wighright to receive dividend equivalent paymanwith respect to
Stock actually or notionally subject to the Awandhich payments may be either made currently oritgédo an
account for the Grantee, and may be settled in @aSiock, as determined by the Committee. Any sattlements an
any such crediting of dividend equivalents may ligext to such conditions, restrictions and corgirgies as the
Committee may establish, including the reinvestnoéisuch credited amounts in Stock equivalents.

(D) Upon the termination of a Grantee’s employmenteovise with the Company and
its Subsidiaries or Affiliates, the Restricted $tdanits granted to such Grantee will be subjet¢htoterms and
conditions specified in the applicable Award Terms.

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

(A) The Committee is authorized to grant Awards to @& in the form of Other
Stock-Based Awards or Other Cash-Based Awardseasdd by the Committee to be consistent with tmpgaes of
the Plan. The Committee will determine the ternms @onditions of such Awards, consistent with thenteof the Plan,
at the date of grant or thereatfter, including teefdtmance Goals and performance periods. Stoockher securities or
property delivered pursuant to an Award in the reatif a purchase right granted under Section @&y be purchased
for such consideration, paid for at such timessibgh methods, and in such forms, including, witHimoitation, Stock,
other Awards, notes or other property, as the Cdtaenivill determine, subject to any required cogb@mction.




(B) With respect to a Covered Employee, the maximuraevaf the aggregate payment
that any Grantee may receive with respect to Qflash-Based Awards pursuant to this Section 6(b){ivespect of
any annual performance period is $5,000,000 andrigrother performance period in excess of one, ge@h amount
multiplied by a fraction, the numerator of whichh& number of months in the performance periodthaalenominatc
of which is twelve. No payment may be made to aegtes Employee prior to the certification by the Qoittee that th
Performance Goals have been attained. The Commitgeestablish such other rules applicable to tie5tock- or
Cash-Based Awards to the extent not inconsistetht 8&ction 162(m) of the Code.

(C) Payments earned in respect of any Cash-Based Awayde decreased or, with
respect to any Grantee who is not a Covered Emep|agereased in the sole discretion of the Commit@sed on such
factors as it deems appropriate.

7. GENERAL PROVISIONS .

(@) Nontransferability, Deferrals and Settlements . Unless otherwise determined by the Committee ol
provided in an Award Term or set forth below, buaiccordance with the Code and any applicable |lAwsrds will
not be transferable by a Grantee except by witherlaws of descent and distribution and will bereisable during the
lifetime of a Grantee only by such Grantee or hiardian or legal representative. Any attemptedyassent or transfer
of an Award will be null and void and without effeexcept as herein provided, including withoutitation any
purported assignment, whether voluntary or by aperaf law, pledge, hypothecation or other disposi attachment,
divorce, trustee process or similar process, whddgal or equitable, upon such Award. The Commaitteay permit
Grantees to elect to defer the issuance of shai®®ok or the settlement of Awards in cash undehgsules and
procedures as established under the Plan to teatdkiat such deferral complies with Section 409#e Code and ai
regulations or guidance promulgated thereundenwilodtanding the foregoing but subject to appliedbalv, the
Committee in its sole discretion may grant traredbée NQSOs that, upon becoming fully vested andogsable, may
be transferred to a third-party pursuant to aniangirocess approved or established up by the Coypa

(b) Leave of Absence; Reduction in Service Level . The Committee may determine, in its discretion (i
whether, and the extent to which, an Award willtwiisring a leave of absence, (ii) whether, andetkttent to which, a
reduction in service level (for example, from ftifke to parttime employment), will cause a reduction, or ottlesnge
in an Award, and (iii) whether a leave of absenceeduction in service will be deemed a terminatbemployment or
service for the purpose of the Plan and the AwamanB. The Committee will also determine all othaitters relating t
whether the employment or service of a recipiergroAward is continuous for purposes of the Plahtae Award
Terms.

(c) No Right to Continued Employment, etc . Nothing in the Plan or in any Award granted oy an
Award Terms, promissory note or other agreemerredtinto pursuant hereto confers upon any Grah&egght to
continue in the employ or service of the Company, &ubsidiary or any Affiliate or to be entitledaay remuneration
or benefits not set forth in
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the Plan or the applicable Award Terms or to imexfwith or limit in any way the right of the Conmyaor any such
Subsidiary or Affiliate to terminate such Granteefsployment or service.

(d) Cancelation and Rescission of Awards . The following provisions of this Section 7(d) &pp to
Awards granted to (i) Grantees who are classifigthe Company or a Subsidiary as an executiveaffgenior officel
or officer (collectively, “Officers”) of the Comparor a Subsidiary, (ii)) Grantees who are non-empédogtirectors of the
Company, and (iii) certain other Grantees desighbjethe Committee or the Board to be subject éatéinms of this
Section 7(d) (such designated Grantees togethkr@ificers and non-employee directors are refetoezbllectively as
“Senior Grantees”). The Committee or the Boardtdrsole discretion, may cancel, rescind, forfgilspend or
otherwise limit or restrict any unexpired Awardaaty time if the Senior Grantee engages in “Detritalefctivity” (as
defined below). Furthermore, in the event a Se@Gi@ntee engages in Detrimental Activity at any tpnier to or
during the six months after any exercise of an Alykapse of a restriction under an Award or dejnarCommon
Stock pursuant to an Award, such exercise, lapselorery may be rescinded until the later of iptyears after such
exercise, lapse or delivery or (ii) two years aftech Detrimental Activity. Upon such rescissidre Company at its
sole option may require the Senior Grantee todlivdr and transfer to the Company the sharesaflkQteceived by th
Senior Grantee upon such exercise, lapse or dgliigrpay to the Company an amount equal to aajized gain
received by the Senior Grantee from such exerlzpse or delivery, (iii) pay to the Company an amtaqgual to the
market price (as of the exercise, lapse or delidag) of the Stock acquired upon such exercipselar delivery mint
the respective price paid upon exercise, lapseloraty, if applicable or (iv) pay the Company anaunt equal to any
cash awarded with respect to an Award. The Compalhpe entitled to set-off any such amount owedhe Company
against any amount owed to the Senior GranteedoZtdmpany. Further, if the Company commences aonsagainst
such Senior Grantee (by way of claim or countemtland including declaratory claims), in which ipieliminarily or
finally determined that such Senior Grantee engag&ktrimental Activity or otherwise violated th8ection 7(d), the
Senior Grantee must reimburse the Company foioaliscand fees incurred in such action, includinignot limited to,
the Company’s reasonable attorneys’ fees. As us#uds Section 7(d), “Detrimental Activityhcludes: (i) the failure t
comply with the terms of the Plan or Award Terniig;tkie failure to comply with any term set forttnthe Company’s
Key Employee Agreement (irrespective of whetherSbaior Grantee is a party to the Key Employee égent); (iii)
any activity that results in termination of the BeriGrantees employment for Cause; (iv) a violation of anyeguydolicy.
procedure or guideline of the Company; or (v) teeiSr Grantee being convicted of, or entering dtypiea with
respect to a crime whether or not connected weghGbmpany.

(e) Taxes. The Company, any Subsidiary and any Affiliataushorized to withhold from any Award
granted, any payment relating to an Award undePihae, including from a distribution of Stock, aryaother payment
to a Grantee, amounts of withholding and otherdakee in connection with any transaction involvamgAward, and to
take such other action as the Committee may deemade to enable the Company and Grantees tdysahigations
for the payment of withholding taxes and otherdbkgations relating to any Award. This authoritgludes authority
to withhold or receive Stock or other property amahake cash
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payments in respect thereof in satisfaction of an@re’s tax obligations; provided, however, thatamount of tax
withholding to be satisfied by withholding StockiMae limited to the minimum amount of taxes, irsilug employmer
taxes, required to be withheld under applicablerfel] state and local law.

() Sockholder Approval; Amendment and Termination . The Plan takes effect on the Adoption Date,
subject to the requisite approval of a majorityhef stockholders of the Company, which approvaltraasur within
twelve (12) months of the date that the Plan igp&etbby the Board. If such approval has not beé¢aimdd within the
twelve (12) month period, all Awards previously mped, exercised or purchased under the Plan wikkbeinded,
canceled and become null and void. The Board magndpalter or discontinue the Plan and outstandimgrds
thereunder, but no amendment, alteration, or disoaetion may be made that would impair the rigifta Grantee
under any Award theretofore granted without sucan®re’s consent, or that without the approval ef¢fockholders
(as described below) would, except in the casen@dgustment as provided in Section 5, increaseotiaé number of
shares of Stock reserved for the purpose of the. Rlaaddition, stockholder approval will be reaairwith respect to
any amendment with respect to which shareholderoappis required under the Code, the rules ofstogk exchange
on which Stock is then listed or any other appliedaw. Unless earlier terminated by the Board pans to the
provisions of the Plan, the Plan will terminatetba tenth anniversary of (i) its Adoption Date iorthe date the Plan is
approved by a majority of the stockholders of tleenpany, whichever is earlier. No Awards may be gpaminder the
Plan after such termination date.

(@) No Rightsto Awards; No Stockholder Rights. No Grantee haves any claim to be granted any
Award under the Plan, and there is no obligatiarufaformity of treatment of Grantees. No Grantas any right to
payment or settlement under any Award unless atiithe Committee or its designee determines tlaghpent or
settlement is to be made. Except as provided spaltyfherein, a Grantee or a transferee of an Avwes no rights as a
stockholder with respect to any shares coveretéytvard until the date of the issuance of suchesha

(h)  Unfunded Satus of Awards . The Plan is intended to constitute an “unfundadh for incentive
and deferred compensation. With respect to any paggmot yet made to a Grantee pursuant to an Awatting
contained in the Plan or any Award will gives angls Grantee any rights that are greater than thibageneral
creditor of the Company.

(i) No Fractional Shares. No fractional shares of Stock will be issued elivered pursuant to the PI
or any Award. The Committee will determine whetbash, other Awards, or other property will be issaepaid in
lieu of such fractional shares or whether suchtiivaal shares or any rights thereto will be foddibr otherwise
eliminated.

() Regulationsand Other Approvals.

() The obligation of the Company to sell or deliveoct with respect to any Award granted
under the Plan is subject to all applicable lawkes and regulations, including all applicable fatland state securities
laws, and the obtaining of all such approvals byegomental agencies as may be deemed necessapropeaate by
the Committee.
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(i) Each Award is subject to the requirement thatt &y time the Committee determines, in
its absolute discretion, that the listing, registra or qualification of Stock issuable pursuantite Plan is required by
any securities exchange or under any state ordetdav, or the consent or approval of any governaleregulatory
body is necessary or desirable as a conditionrof, connection with, the grant of an Award or tkguance of Stock, |
such Award may be granted or payment made or $$¢sclked, in whole or in part, unless listing, regisbn,
gualification, consent or approval has been efteoreobtained free of any conditions not acceptaibtbe Committee.

(i) In the event that the disposition of Stock acqupadsuant to the Plan is not covered by a
then current registration statement under the S@s1Act of 1933, as amended (the “Securities Aahd is not
otherwise exempt from such registration, such Switkoe restricted against transfer to the exteopuired by the
Securities Act or regulations thereunder, and thm@ittee may require a Grantee receiving Stockyaunsto the Plan,
as a condition precedent to receipt of such Stimctepresent to the Company in writing that theckstacquired by such
Grantee is acquired for investment only and nolha&itziew to distribution.

(K)  Section 409A. This Plan is intended to comply and will be adstered in a manner that is
intended to comply with Section 409A of the Codd aiill be construed and interpreted in accordanitk such intent.
To the extent that an Award, issuance or paymesubgect to Section 409A of the Code, it will beaaged or issued or
paid in a manner that will comply with Section 408/the Code, including proposed, temporary orlfregulations or
any other guidance issued by the Secretary of thasliry and the Internal Revenue Service with atgpereto. Any
provision of this Plan that would cause an Awasduance or payment to fail to satisfy Section 469the Code will
have no force and effect until amended to compth Wiode Section 409A (which amendment may be retiraato the
extent permitted by applicable law).

() Governing Law . The Plan and all determinations made and actadten pursuant hereto is
governed by the laws of the State of Delaware witlgiving effect to the conflict of laws principlésereof.
Notwithstanding anything to the contrary hereig @ommittee, in order to conform with provisiondaxfal laws anc
regulations in foreign countries in which the Compar its Subsidiaries operate, has sole discretdr) modify the
terms and conditions of Awards made to Granteedamag outside the United States, (ii) establish-glaims with
modified exercise procedures and such other madiifics as may be necessary or advisable undeirtuenstances
presented by local laws and regulations, andtéike any action which it deems advisable to obtzmply with or
otherwise reflect any necessary governmental regyl@rocedures, exemptions or approvals with resjpethe Plan ¢
any sub-plan established hereunder.

(m) Merger or Consolidation . Subject to any required action by the stockhadiéthe Company is
the surviving corporation in any merger or consatiioh (other than a merger or consolidation in \Wwhlee Company
survives but in which a majority of its outstandsttares are converted into securities of anothmocation or are
exchanged for other
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consideration), any Award granted hereunder wittgoe and apply to the securities which a holdethefnumber of
shares of stock of the Company then subject té\thard is entitled to receive, but a dissolutiorliquidation of the
Company or a merger or consolidation in which tlenPany is not the surviving corporation or in whemajority of
its outstanding shares are so converted or exchanijecause every Award hereunder to terminateyjted that if an
such dissolution, liquidation, merger or consoloiais contemplated, the Company must either (@nae for any
corporation succeeding to the business and adsiits Gompany to issue to the Participants replacgmwards
(which, in the case of Incentive Stock Optionsiségtin the determination of the Committee, thguieements of
Section 424 of the Code) on such corporation’skstdtich will to the extent possible preserve thkigaof the
outstanding Awards or (b) contingent upon consunonaif such transaction, make the outstanding Awaudy
exercisable or cause all of the applicable resinstto which outstanding Stock Awards are suligtapse, in each
case, on a basis that gives the holder of the A@ashsonable opportunity, as determined by therlitige, following
the exercise of the Award or the issuance of shafr€mmon Stock, as the case may be, to parteipsia stockhold
in any such dissolution, liquidation, merger or soiidation and the Award will terminate immediaté&jlowing
consummation of any such transaction. The existeht®e Plan will not prevent any such change beptransaction,
and no Participant hereunder has any right excepeeein expressly set forth. Notwithstanding tiredoing provision
of this Section 7(m), Awards subject to and intehttesatisfy the requirements of Section 409A ef@ode will be
construed and administered consistent with su@nint
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Exhibit 10.12
VMWARE, INC.
2007 EQUITY AND INCENTIVE PLAN
RESTRICTED STOCK UNIT AGREEMENT

l. NOTICE OF GRANT

Unless otherwise defined herein, the terms defingde VMware, Inc. 2007 Equity and Incentive P(dre
“Plan”) will have the same defined meanings in tiasice of grant (“Notice of Grant”) and Restrict8tbck Unit
agreement (“Agreement”).

Name: (“Participant”)

Address:

The Participant has been granted an Award of RéstriStock Units ("RSUs”Each RSU represents the righ
receive one share of Stock, subject to the terrdanditions of this Notice of Grant, the Plan #md Agreement, as
follows:

Grant Number:

Date of Grant:

Vesting Commencement Date:
Number of RSUs:

Vesting Schedule

[VESTING SCHEDULE TO BE REVISED FOR EACH EMPLOYEH] ___ ]% of the total Number of RSUs will vest
on the | | month anniversary of the Vesting Canoement Date and [ 1% vests on each subsequerjtrhontt
anniversary], subject to the Participant’s contiguemployment with the Company, any Subsidiary Raeent or an
Affiliate in which the Company and Parent hold edity or indirectly, an aggregate of at least 8(he equity or
voting interest through each vesting date.
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. AGREEMENT

1. Grant of the RSUsThe Company has granted the Participant the nuofliRSUs set forth in the
Notice of Grant. However, unless and until the R&&¢e vested, the Participant has no right to &yen@nt or receir
of any Stock subject thereto. Prior to actual paynoe receipt of any Stock, the RSUs representreecured obligatic
of the Company, payable (if at all) only from thengral assets of the Company.

2. Vesting of RSUs Subject to Section [4] [*“Administrator Discretignthe Participant will vest in the RSUs
in accordance with the vesting schedule set forthée Notice of Grant; provided that, in the eviliet Participant incurs
a termination of employment for any reason othantfthose set forth in Section [#][“Certain Terntinas”]] [due to
the Participant’s death or termination by the Conypdue to “disability” (as defined under the apabte long-term
disability plan of the Company, Subsidiary, Pa@niffiliate, or, if there is no such plan, as detened by the Board «
the Committee (each, the “Administrator”))], sublattthe Participant is no longer employed by thenGany, any
Subsidiary, the Parent or an Affiliate in which tiempany and Parent hold, directly or indirectly aggregate of at
least 80% of the equity or voting interest, thetibigmant’s right to vest in the RSUs and to recelve Stock related
thereto will terminate effective as of the date fharticipant ceases to be so employed and thergtfe Participant w
have no further rights to such unvested RSUs ordlag¢ed Stock. In such case, any unvested RSldsblyethe
Participant immediately following such terminatiohemployment will be deemed reconveyed to the Gomgand the
Company will thereafter be the legal and benefiowaher of the unvested RSUs and will have all thkts and interest
in or related thereto without further action by Berticipant. [In the event that the Participaetisployment is
terminated by reason of death or disability, they @anvested portion of the RSUs will automaticabcelerate and the
Participant will become fully vested in the RSUsnpermination of employment by reason of deatdisability.] In
all cases, the date of termination of employmelfitlvei determined in the sole discretion of the Adistrator.

3. Issuance of StockNo Stock will be issued to the Participant ptmthe date on which the RSUs vest.
After any RSUs vest and subject to the terms &f Agreement, including without limitation Sectidj[[Death of
Participant”] hereof, the Company will cause tadseied (either in book-entry form or otherwisejite Participant or
the Participant’s beneficiaries, as the case mayhbé number of shares of Stock correspondingeauimber of such
vested RSUs as soon as administratively practidabteving vesting, but in no event will the issua&nof such shares
be made subsequent to March 15th of the year follpthe year in which the shares vested. No fraalishares of
Stock will be issued under this Agreement. Notwahsgling any provision in the Plan to the contrémg, RSUs will be
settled only in shares of Stock.

[[#]. Certain Terminations.

(a) Death or Disability. In the event that the Participasy@mployment is terminated by reason of d
or termination by the Company due to “disabilitgs(defined under the applicable long-term disagtylian of the
Company, Subsidiary, Parent or Affiliate, or, ieth is no such plan, as determined by the BoatideoCommittee
(each, the
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“ Administrator ")), then any unvested portion of the RSUs willauatically accelerate and the Participant will
become fully vested in the RSUs upon terminatioaraployment by reason of death or disability.

(b) Involuntary Terminations Following Change in Comtrdf, within the first twelve months
following a “Change in Control” (as defined belowh)e Participant incurs an involuntary terminatedremployment
other than for “Cause” (as defined below) or theiBipant terminates employment for “Good Reas@s ¢efined
below), then, subject to the Participant signind aat revoking the Company’s standard form of emypgpéotermination
certificate and a general release of all claims ttie Participant may have against the Companyfamra reasonably
satisfactory to the Company, which form will inckudustomary non-solicit and non-disparagement prans (the “
Releas€’) any unvested portion of the RSUs will automadticaccelerate, and the Participant will, upon dage of
such termination, become fully vested in the RSUs.

[(#) Termination within [#] MonthslIf, within [#] months of the Vesting Commencem&te, the
Company terminates the Participant’s employmertaut “Cause” or the Participant terminates emplayimath
“Good Reason” and Section [#](b) [“Involuntary Tenations Following a Change of Control”] is not &pable to
such termination of employment, then, subject eoRlrticipant signing and not revoking the Rele&8&j of any
unvested RSUs from this Agreement will automaticaticelerate, and the Participant will, upon thte dd such
termination, become fully vested in such RSUs. Ph#icipant’s receipt of benefits under this Secfig(#)] is subject
to Section [#(#)][“Payment Date”] and Section [#Ection 409A Exemption”] below.]

(c) _Payment DateSubject to Section [#][*Section 409A Exemptiobglow, all payments and bene
under subsection (b) [“Involuntary TerminationsiBwaling a Change of Control’] [and [(#)] [“Involunta
Terminations”]] above and the effective date of angeleration of vesting under subsection (b) anioRSUs held by
the Participant will become effective on the 60#ly dbllowing the Participant’s termination of empioent or on the
next business day if such 60th day is not a busidag, with such date referred to as tiayment Date.” The
Company will provide the Release to the Participeittiin five business days of the Participant’sieration of
employment. The Participant will not be entitlecatty payment or benefit under subsection (b) [“loatary
Terminations Following a Change of Control”] [arfé)] [*Involuntary Terminations”]] above if the Paipant’s
Release has not become effective as of the thgthbss day preceding the Payment Date.]

4. Administrator Discretion The Administrator, in its discretion, may accaterthe vesting of the balance, o
some lesser portion of the balance, of the RSldsatime, subject to the terms of the Plan. If sceéerated, such
RSUs will be considered as having vested as ofl#itve specified by the Administrator.

5. Death of ParticipantAny distribution or delivery to be made to thetRgpant under this Agreement will,
if the Participant is then deceased, be made tadh@nistrator or executor of the Participant’saestAny such
administrator or executor must furnish the Compaitls (a) written notice of his or her status ansfaree, and (b)
evidence satisfactory
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to the Company to establish the validity of thexsfer and compliance with any laws or regulatiosiggining to said
transfer.

6. Taxes.

(@) Generally. The Participant is ultimately liable and respbtesfor all taxes owed in connection
with the RSU, regardless of any action the Compmargny entity employing the Participant (the “Emydd’) takes
with respect to any tax withholding obligationstthase in connection with the RSU. Neither the @any nor the
Employer make any representation or undertakingroBgg the treatment of any tax withholding in ceation with the
grant or vesting of the RSU or the subsequentafaditock issuable pursuant to the RSU. The Compadythe
Employer do not commit and are under no obligatmstructure the RSU to reduce or eliminate theidtpant’s tax
liability.

(b) Payment of Withholding TaxedNotwithstanding any contrary provision of thisrAgment, no
Stock will be issued to the Participant, unless amil satisfactory arrangements (as determinethbyAdministrator)
will have been made by the Participant with resp@the payment of any taxes which the Companyraetes must b
withheld with respect to the RSUs. The Administrato its sole discretion and pursuant to such @doces as it may
specify from time to time, may satisfy such taxhhilding obligations, in whole or in part, by withitling otherwise
deliverable Stock having an aggregate Fair Marksu® sufficient to (but not exceeding) the minimamount require
to be withheld or by the sale of shares of Stoakaimerate sufficient cash proceeds to satisfy aoly &ax withholding
obligation. The Participant hereby authorizes tlenfistrator to take any steps as may be necessaffect any such
sale and agrees to pay any costs associated thierewiuding without limitation any applicable lxer’s fees. In
addition, and to the maximum extent permitted by, llne Company may exercise the right to retaitheut notice,
from salary or other amounts payable to the Pagidi, cash having a value sufficient to satisfy &xywithholding
obligations that cannot be satisfied by the witkdha or sale of otherwise deliverable shares otl&to

7. Changes in Stockin the event that any extraordinary dividend ihreo extraordinary distribution (whether
in the form of cash, Stock, other securities, tieoproperty), recapitalization, stock split, reseestock split,
reorganization, merger, consolidation, spin-ofinbmation, repurchase, or exchange of Stock orabeurities of the
Company, or other similar corporate transactioavant affecting the Stock occurs such that an &dgrst or change is
determined by the Administrator (in its sole disicne) to be necessary or appropriate, the Admiatstrwill
proportionately adjust this Award in accordancenwiite terms of the Plan, including adjustmenthienrtumber and
kind of shares of Stock or other property the Bgrdint would have received upon vesting of the Rpldsvided,
however, that the number of shares of Stock inthvthne RSUs may be converted will always be a eimoimber.

8. Rights as Stockholdemeither the Participant nor any person claiminder or through the Participant v
have any of the rights or privileges of a stockleoldf the Company in respect of any Stock delivieralereunder unle
and until certificates representing such Stock ¢iwimay be in book entry form) will have been issaed recorded on
the records of
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the Company or its transfer agents or registrand,ceelivered to the Participant (including throwéctronic delivery tc
a brokerage account). After such issuance, redordand delivery, the Participant will have all tiights of a
stockholder of the Company with respect to votinghsStock and receipt of dividends and distribwgion such Stock.

9. No Effect on EmploymentThe transactions contemplated hereunder andetsting schedule set forth in
the Notice of Grant do not: (i) constitute an exggrer implied promise of continued employment foy period of time,
(i) interfere with right of the Company, the Patieamy Subsidiary or Affiliate right to terminatieet Participant’s
employment at any time in accordance with applieddlv, or (iii) entitle the Participant to pay atiloinal rights under
the Plan or under any other welfare or benefit pffathe Company, the Parent, any Subsidiary oriafé.

10. Nature of Grantln accepting the RSUs, the Participant acknowleduggs (a) the grant of the RSUs is
voluntary and occasional and does not create amtyamiual or other right to receive future grarftR8Us, or benefits
in lieu of RSUs even if RSUs have been grantedategky in the past; (b) all decisions with resgeduture Awards of
RSUs, if any, will be at the sole discretion of @@mpany; (c) the future value of the underlyingc&tis unknown and
cannot be predicted with certainty; (d) in consadien of the Award of RSUs, no claim or entitlemantompensation
or damages will arise from termination of the RIWsny diminution in value of the RSUs or Stockeiged when the
RSUs vest resulting from the Participant’s termorabf employment by the Employer (for any reasdratsoever and
whether or not in breach of local employment lavas)] the Participant irrevocably releases the Comphe Parent,
the Subsidiary and Affiliate from any such clainattinay arise; (e) in the event of involuntary teration of the
Participant’s employment (whether or not in breattocal employment laws), the Participant’s righteceive RSUs
and vest under the Plan, if any, will terminatesefiive as of the date that the Participant is mgéo actively employed
and will not be extended by any notice period madiander local law or contract, and the Comparlyhave the
exclusive discretion to determine when the Paicips no longer actively employed for purposethefRSUSs; (f) the
Company is not providing any tax, legal or finahadvice, nor is the Company making any recommeoqdst
regarding Participant’s participation in the PlanParticipant’s acquisition or sale of the undiexyStock; and (g) the
Participant is hereby advised to consult with i@ own personal tax, legal and financial adw@segarding
Participant’s participation in the Plan before takany action related to the Plan.

11. Black Out Periods The Participant acknowledges that, to the extenvesting of any RSUs occurs
during a “blackout” period wherein certain employe@cluding the Participant, are precluded froftirae Stock, the
Administrator retains the right, in its sole didaa, to defer the delivery of the Stock pursuanthte RSU; provided,
however, that the Administrator will not exerciseright to defer the Participant’s receipt of s&thck if such shares
of Stock are specifically covered by a Rule 10bading plan of the Participant which causes siares to be exem
from any applicable blackout period then in efféatthe event the receipt of any shares of Stocleferred hereunder
due to the existence of a regularly scheduled bolaicgeriod, such shares will be issued to the &paiint on the first de
following the termination of such regularly scheztliblackout period; provided, however, that in nerg
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will the issuance of such shares be deferred sules¢do March 15th of the year following the yaamihich the shares
otherwise would have been issued. In the eventetteipt of any shares of Stock is deferred hereutde to the
existence of a special blackout period, such shailebe issued to the Participant on the first dajowing the
termination of such special blackout period asmeitged by the Company’s General Counsel or hiscordelegatee;
provided, however, that in no event will the isst&nf such shares be deferred subsequent to Mathtof the year
following the year in which such shares otherwiseidd have been issued. Notwithstanding the foregany deferred
shares of Stock will be issued promptly to the iBignt prior to the termination of the blackoutipd in the event the
Participant ceases to be subject to the blackaidghelhe Participant hereby represents that teheraccepts the effect
of any such deferral under relevant federal, statelocal tax laws or otherwise.

12. Award is Not TransferableExcept to the limited extent provided in Sectiblj*Death of Participant”]
above, this Award of RSUs and the rights and pgels conferred hereby will not be transferred gassl, pledged or
hypothecated in any way by the Participant (whellyeoperation of law or otherwise) and will notdject to sale
under execution, attachment or similar process| tvet Participant has been issued the Stock. Wmynattempt by the
Participant to transfer, assign, pledge, hypotleecabtherwise dispose of this Award, or any righprivilege
conferred hereby, or upon any attempted sale wateexecution, attachment or similar process,Alward and the
rights and privileges conferred hereby immediataliybecome null and void. The terms of this Agrearhwill be
binding upon the Participant’s executors, admiatstis, heirs, successors and any permitted traeser

13. Data Privacy The Participant hereby explicitly and unambigupgsnsents to the collection, use and
transfer, in electronic or other form, of his or personal data as described in this Agreementagather RSU grant
materials (“Data”) by and among, as applicable Ehgloyer, the Company, the Parent, the Subsidiame Affiliates
for the exclusive purpose of implementing, admarisig and managing the Participant’s participatiothe Plan.

The Participant understands that the Company an&nhployer may hold certain personal informatioaudlthe
Participant, including, but not limited to, the Bapant’s name, home address and telephone nurmagr of birth,
social insurance number or other identification bemsalary, nationality, job title, any sharesstdck or directorships
held in the Company, details of all RSUs or anytiement to shares of Stock awarded, canceledcesezt, vested,
unvested or outstanding in the Participant’s faf@mrthe purpose of implementing, administering amahaging the
Plan. The Participant understands that Data masabsferred to any third parties assisting in thplementation,
administration and management of the Plan, thaetihecipients may be located in the Participarisitry or
elsewhere, and that the recipients’ country (¢hg. U.S.) may have different data privacy laws pratections than the
Participant’s country. The Participant authorizes tecipients to receive, possess, use, retaitransfer the Data, in
electronic or other form, for the sole purposengblementing, administering and managing the Pagitis
participation in the Plan, including any requigiensfer of such Data as may be required to a grarty. Further, the
Participant understands that the Participant isignag the consents herein on a purely voluntaisisdf the

v. 12.17.2012




Form of RSU Agreement

Participant does not consent, or if the Participater seeks to revoke his or her consent, higpemployment status
service and career with the Employer will not beeadely affected; the only adverse consequencefo$ing or
withdrawing his or her consent is that the Companould not be able to grant the Participant RSUstber equity
awards or administer or maintain such awards. Toergthe Participant understands that refusingitrdrawing his o
her consent may affect the Participant’s abilitpé&oticipate in the Plan.

14. Entire Agreement This Agreement, subject to the terms and conustiaf the Plan and the Notice of
Grant, represents the entire agreement betweguatties with respect to the RSUs.

15. Binding Agreement Subject to the limitation on the transferabiliythis Award contained herein, this
Agreement will be binding upon and inure to thedfgrof the heirs, legatees, legal representatisescessors and
assigns of the parties hereto.

16. Additional Conditions to Issuance of Certificates $tock. The Company will not be required to issue
any certificate or certificates for Stock hereunglieor to fulfillment of all the following conditins: (a) the admission of
such Stock to listing on all stock exchanges orctvisuch class of stock is then listed; (b) the detigm of any
registration or other qualification of such Stoceidar any state, federal or foreign law or undenttiegs or regulation
of the Securities and Exchange Commission or angragovernmental regulatory body, which the Adnmai®r, in its
absolute discretion, deems necessary or advis@)lthe obtaining of any approval or other cleaeafiom any state,
federal or foreign governmental agency, which tldeniistrator, in its absolute discretion, deterrsit@ be necessary
or advisable; and (d) the lapse of such reasommsied of time following the date of vesting of tR&Us as the
Administrator may establish from time to time feasons of administrative convenience.

17. Plan Governs This Agreement is subject to all terms and piiowis of the Plan. In the event of a conflict
between one or more provisions of this Agreemedtare or more provisions of the Plan, the provisiohthe Plan
will govern.

18. Administrator Authority. The Administrator will have the power to interptige Plan and this Agreement
and to adopt such rules for the administratiorerprietation and application of the Plan as areistarg therewith and
to interpret or revoke any such rules. All actiteigen and all interpretations and determinationdarizy the
Administrator in good faith will be final and bimdj upon the Participant, the Company, the Emplayerall other
interested persons. No member of the Administraithibe personally liable for any action, deterntina or
interpretation made in good faith with respectt® Plan or this Agreement.

19. Captions. Captions provided herein are for convenience anly are not to serve as a basis for
interpretation or construction of this Agreement.

20. Definitions. [In the event that the term “Cause” is not ddfiirean employment agreement entered into
by the Participant, the occurrence of any of thie¥ang, as reasonably determined by the Comparth@r
Administrator in good faith, will constitute “Cays@rovided
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that the Participant has been given notice by i @any of the existence of Cause and, if the extst®f Cause is
curable, a reasonable opportunity to cure the ex¢&t of such Cause:] [Unless otherwise defined iaraployment
agreement entered into between the Participantren@ompany that covers this grant, the termsos#t below will
have the following meaning&€ause. The occurrence of any of the following, as reasbydetermined by the
Company in good faith, will constitute “Cause”]:

(i) willful neglect, failure or refusal by the Partiaipt to perform his or her employment duties (exce
resulting from the Participant’s incapacity duelliwess) as reasonably directed by his or her eygslo

(i) willful misconduct by the Participant in the permance of his or her employment duties;

(i)  the Participant’s indictment for a felony (otheanhtraffic related offense) or a misdemeanor
involving moral turpitude; or

(iv) the Participant's commission of an act involvinggmmal dishonesty that results in financial,
reputational, or other harm to the Company anfffiiates and Subsidiaries, including, but not iied to, an act
constituting misappropriation or embezzlement ofpeirty.

[The Company is required to deliver a Notice ofrigration (as defined below) to the Participant tmd
provide 30 days to remedy the event or conditimmgirise to Cause (if such event or conditionapable of remedy)
in order to terminate his or her employment for €awNo act or failure to act on the Participands will be deemed
“willful” for purposes of this Cause definition weds committed or omitted by the Participant in fagith and without
reasonable belief that his or her act or failuradbwas in, or not opposed to, the best intedstse Company.]

[[ (#)] Change in Control. “Change in Control” of the Company means andudek any of the
following occurrences:

(1) Any Person is or becomes th8é&neficial Owner” (as defined in Rule 13d-3
promulgated under the Securities and Exchange At®®4, as amended (thd&kchange Act”)) directly or indirectly,
of securities of the Company representing 35% arenodthe combined voting power of the Companyénth
outstanding securities, excluding any Person whoes a Beneficial Owner in connection with subead?) below.
For the avoidance of doubt, any change in the Rerato are the direct or indirect Beneficial Owngfrghe securities
of Parent will not be deemed to constitute a changlee direct or indirect Beneficial Owners of tiempany for
purposes of this subsection (1);

(2) There is consummated a merger or consolidatioheOompany with any other
corporation or similar entity, other than (A) a per or consolidation which would result in the wgtisecurities of the
Company outstanding immediately prior to such meogeonsolidation continuing to represent (eithgremaining
outstanding or by being
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converted into voting securities of the survivingity or any parent thereof) at least 50% of thebmed voting power
of the securities of the Company or such survingty or any parent thereof outstanding immedyaédier such
merger of consolidation, or (B) a merger or cortiadlon effected to implement a recapitalizationhaf Company (or
similar transaction) in which no Person is or beesrtine Beneficial Owner, directly or indirectly,s#curities of the
Company (not including in the securities Benefigi@wned by such Person any securities acquirezttyr from the
Company or its affiliates) representing 35% or mafrthe combined voting power of the Company’s tbatstanding
securities; or

(3) The stockholders of the Company approve a plamwoiptete liquidation or dissolution of
the Company, or there is consummated an agreemetiitef sale or disposition by the Company of akwostantially
all of the Company’s assets, other than, followarf355 Distribution” (as defined below), a saled@position by the
Company of all or substantially all of the Compangssets to an entity, at least 50% of the comhingdg power of
the voting securities of which are owned by stodtters of the Company in substantially the same qutogns as their
ownership of the Company immediately prior to ssale.

Any other provision of this definition notwithstaind, the term Change in Control will not be deerted
have occurred by virtue of: (i) any transaction ebhiesults in such Participant, or a group of Resso which such
Participant has a substantial interest, acquidirgctly or indirectly, 35% or more of either theeh outstanding shares
of common stock of the Company or the combinedngpgiower of the Company’s then outstanding seegtitr (ii)
Parent’s distribution of the Company’s shares traasaction intended to qualify as a distributiowler Section 355 (“
355 Distribution ”) of the Internal Revenue Code of 1986, as ameiftted‘ Code”).]

[[(#)]* Good Reasort for a Participant to resign his or her employmerg@ans that one or more of the
following has occurred without his or her expresgten consent:

(1) any materially adverse alteration in the Particijsarole, reporting relationship or in the
nature or status of the Participant’s responsigditelative to his or her role, reporting relasibip or responsibilities at
any time following the Change in Control, providédt neither a mere change in title nor in the fhat the Participant
no longer holds following a Change in Control theng position in a public company as he or she Ihefdre the
transaction will alone constitute Good Reason;

(2) a material diminution by the Company in the Pgpaait's base salary (excluding a
reduction that also is applied to all similarlyusited employees of the Company and that reducd2atiieipant’s base
salary by a percentage reduction that is no gréfader the lowest percentage reduction applied yoo#tmer such
individual), or a material diminution by the Compan the Participant’s target level of annual inibesm bonus relative
to his or her highest base salary and highestttéegel of annual incentive bonus, respectivelylpfeing a Change in
Control, or ineligibility for a bonus program proimg for a target level of annual incentive bonus;

v. 12.17.2012




Form of RSU Agreement

(3) relocation of the Participant’s principal placeeofployment to a location more than 50
miles from his or her principal place of employmanany time following a Change in Control (whiclayrbe his or he
home); or

(4) amaterial breach of the Company’s obligations utitis Agreement.

In order for a Participant to invoke a terminatehre to Good Reason in a manner that would eniithe h
or her to acceleration pursuant to Section [#] [t&@@ Terminations”] above, (i) the Participant rnpsovide a Notice
of Termination to the senior officer of the Companiduman Resources group of his or her intentiderminate due t
such event or condition within 90 days of the alibccurrence or existence of such event or candand provide the
Company with 30 days from receipt of the noticeetmedy the event or condition, (ii) the Company nai to effect
such remedy within the 30-day cure period, anjitfie effective date of the resignation must oaeitinin 90 days after
the end of the 30-day cure period. ]

[[(#)] “ Notice of Termination” means a written notice by the Company in the eieémterminating th:
Participant’s employment with Cause or by the EBgdint in the event he or she is resigning for GRedson, which
written notice indicates the specific provisiorthins Plan being relied upon and sets forth in reabte detail any facts
and circumstances claimed to provide a basis fdn sermination of the Participant’s employment uritie provision
so indicated.]

[[(#)] “ Person” has the meaning ascribed to such term in Se&faj(9) of the Exchange Act and as
used in Sections 13(d) and 14(d) thereof, inclu@dimgoup as defined in Section 13(d) of the Exckaihet but
excluding (i) the Company or Parent, any of thegpective subsidiaries or any employee benefit g@msored or
maintained by the Company, Parent or any of tlesipective subsidiaries (including any trustee bewotiduciary of
any such plan), (i) an underwriter temporarilydiof securities pursuant to an offering of suctusges, or (iii) a
corporation owned, directly or indirectly, by theckholders of the Company in substantially the es@moportions as
their ownership of stock of the Company.]

[[(#)]. Cancellation, Recission and Recoupn@mward. Participant hereby acknowledges that this Award
and any shares of Stock issued pursuant to thigdae subject to cancellation, recission, repayraenther action at
the discretion of the Board or the Committee aga#t in Section 7(d) of the Plan in the event tRarticipant engages
in “Detrimental Activity” as such term is defineletrein.]

[[(#)]. Section 409A Exemptionlt is intended that the Award satisfy, to theagest extent possible, the
exemption from the application of Section 409Alaé Code provided under Treasury Regulation Sedtidd9A-1(b)
(4) or to comply with Code Section 409A, and theakavwill be so interpreted and administered. Ndtst&nding the
foregoing, if the Company determines that the Awagay not either be exempt from or compliant withtd€&ection
409A, the Company may, with the Participartior written consent, adopt such amendmentsisdPian or adopt oth
policies and procedures (including amendmentscigsliand procedures with
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retroactive effect), or take any other actionst tha Company determines are necessary or appi@poigi) exempt the
Award from Code Section 409A and preserve the aedrtax treatment of the Award, or (i) comply witte

requirements of Code Section 409A; provided, howebat there is no obligation on the part of thmr(pany to adopt
any such amendment, policy or procedure or takesank other action, and in any event, no suchmetith reduce the
amount of compensation that is owed to the Paaitipinder this Award without the Participanprior written consen

21. Agreement Severabldn the event that any provision in this Agreemaititbe held invalid or
unenforceable, such provision will be severablenfrand such invalidity or unenforceability will noé construed to
have any effect on, the remaining provisions of thjreement.

22. Notice of Governing Law This Agreement will be governed by the internddstantive laws, but not the
choice of law rules of the State of Delaware.

23. Waiver; Cumulative RightsThe failure or delay of either party to requierformance by the other party
of any provision hereof will not affect its riglt tequire performance of such provision unlessiand such
performance has been waived in writing. Each amayesnrght hereunder is cumulative and may be egecttin part or
in whole from time to time.

24. Notices. Any notice which either party hereto may be reggiior permitted to give the other must be in
writing and may be delivered personally or by madstage prepaid, addressed to the Company, atittress provided
below, and the Participant at his or her addreshaan on the Company’s, or the Employer’s payestbrds, or to
such other address as the Participant, by notiteet@€ompany, may designate in writing from timéinee.

To the Company: VMware, Inc.
3401 Hillview Avenue
Palo Alto, CA 94304
Attention: Stock Administrator

11
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Unless the Participant notifies the Company witieim (10) days following receipt of this Agreemdmtthe or
she declines this Award, the Participant will berded to have accepted and agreed to the termsaddions of this
Agreement and the Plan. The Participant acknowledgeeipt of a copy of the Plan and representdihat she is
familiar with the terms and provisions thereof, @thare incorporated herein by reference.

12
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September 14, 2012

Patrick Gelsinger

Dear Pat,

We are pleased to offer you this compensation package and description of the terms of your employment in connection with your
election, effective September 1, 2012, as Chief Executive Officer of VMware, Inc. (the “ Company ” or “ VMware ") by the
Company’s Board of Directors (the “ Board ”).

SALARY: Your annual salary of $850,000 will be paid semi-monthly in accordance with the Company’s normal payroll procedures.
As a full-time exempt employee you will be eligible to participate in the Company's benefit plans and programs, which may be
amended from time to time.

BONUS: You will be eligible to participate in VMware’s Executive Bonus Program as it may be amended from time to time. You will
be eligible for an annual target bonus opportunity of 135.3% of your eligible compensation. Pursuant to the terms and conditions set
forth in VMware’s Executive Bonus Program, any bonus for which you become eligible will be measured and funded on a semi-
annual basis, with the actual payout based on achievement of VMware financial goals and your individual performance, as
approved by the Compensation and Corporate Governance Committee of the Board (the “ Committee ”). VMware reserves the
right to modify or discontinue your bonus opportunity at any time.

EQUITY GRANTS: A recommendation will be made to the Committee that you be granted Restricted Stock Units (* RSUs ") and
Performance Stock Units (* PSUs "), as detailed below, at a meeting of the Committee after your date of hire. Any equity awards
granted to you will be governed by the terms and conditions of the applicable grant agreement and the VMware 2007 Equity and
Incentive Plan (the “ 2007 Plan ™).

Each RSU and PSU discussed in this letter will have the target values set forth below (the “ Target Value ”). The number of RSUs
and PSUs granted to you will be determined by dividing the Target Value by the average of the closing sale price per share of
VMware Class A Common Stock for the 45 trading days ending on (and inclusive of) the last trading day of the month in which your
employment commenced.

The details of the grant recommendations are as follows:

Restricted Stock Unit Award

Vesting in your RSUs will commence on the first day of the month in which the Committee approves your grant (the “
Vesting Base Date ).

RSU Grant : The RSUs will have a Target Value of $7,000,000 (the “ Initial RSU Grant "). Subject to the terms of the 2007
Plan, these RSUs will vest over four years, with 37.5% of the RSUs vesting on the 18-month anniversary of the Vesting
Base Date, and the remaining shares vesting 12.5% on each subsequent semi-annual anniversary of the Vesting Base
Date.




Performance Stock Unit Award

PSUs are performance-based equity awards that are convertible into a number of shares of VMware Class A common
stock based upon the level of performance achieved in comparison to predetermined metrics. Your PSU grant (the “ Initial
PSU Award ") will vest over the service period and performance period specified below on the date that the Committee
determines the extent to which performance objectives specified in the grant agreement have been achieved (the “ PSU
Vesting Date ). The Committee will make its determination no later than sixty days after the end of the applicable
performance period. Vesting will not occur, and no shares will be issued, for performance below minimum thresholds
specified in the grant agreement. The service period to which your performance goals relate will begin with the
commencement of your service as the Company’s Chief Executive Officer. The grant of this PSU award is conditioned
upon your agreement with Parent (as defined below) to cancel a long-term incentive performance award granted to you by
Parent on August 3, 2011 for 239,617 units (the “ LTIP "), which cancellation will become effective on the date that the
Committee grants your Initial PSU Award.

Your Initial PSU Award will have a Target Value of approximately $4,000,000.

The PSUs subject to your Initial PSU Award will vest if the Company meets a revenue growth target designated by the
Committee over the three-year period commencing January 1, 2012. The PSUs will convert into VMware’s Class A
common stock at a ratio ranging from 0.5 to 2.0 shares for each PSU, depending upon the degree of performance.

Parent Equity Awards

It is understood that, with the exception of the LTIP, the remaining unvested equity awards previously granted to you by
Parent will continue to vest during your employment with VMware in accordance with and subject to the terms of the
agreements between Parent and you with respect to such equity awards.

CHANGE IN CONTROL:

Effect on RSUs : If there is a Change in Control (as defined below), in lieu of any other severance or termination
compensation (unless otherwise required by law or described herein), 100% of any unvested RSUs from the Initial RSU
Grant will become immediately vested (* Change-in-Control Acceleration ) in the event that:

1. The Company terminates your employment without Cause (as defined below) during the first twelve months after a
Change in Control, or

2. You terminate your employment for Good Reason (as defined below) during the first twelve months after a Change in
Control.

Effect on PSUs : If there is a Change in Control during the performance period for your Initial PSU Award, the performance
period will terminate immediately prior to consummation of the Change in Control. The affected PSUs will vest on the
originally scheduled PSU Vesting Date. If the Change in Control is consummated during the first year of the performance
period, each PSU subject to the Initial PSU Award will convert into one share of VMware Class A common stock (the “
Conversion Ratio ") (or the equivalent number of securities into which one such VMware share was converted pursuant to
the Change in Control) on the PSU Vesting Date. If the Change in Control is consummated after the first year of the
performance period, then the Conversion Ratio will be determined based upon Company performance prior to the Change
in Control as set forth in the grant agreement.

Additionally, in the event that:

1. The Company terminates your employment without Cause after a Change in Control, or




2. You terminate your employment for Good Reason after a Change in Control.

100% of any unvested PSUs from the Initial PSU Award will become immediately vested (also, a “ Change-in-Control
Acceleration ).

If you experience a termination of your employment with the Company without Cause or for Good Reason pursuant to this
“Change-in-Control” section, your right to receive the Change-in-Control Accelerations is subject to your signing and not
revoking the Company’s standard form of employee termination certificate and a general release of all claims you may
have against the Company in a form reasonably satisfactory to the Company, which form will include customary non-solicit
and non-disparagement provisions (the “ Release ").

DEFINITIONS: For purposes of this agreement, the terms set forth below will have the following meaning:

“ Cause " . The occurrence of any of the following, as reasonably determined by the Company in good faith, will constitute
“Cause”

1. willful neglect, failure or refusal by you to perform your employment duties (except resulting from your incapacity due to
illness) as reasonably directed by the Company;

2. willful misconduct by you in the performance of your employment duties;
3. your indictment for a felony (other than traffic related offense) or a misdemeanor involving moral turpitude; or

4. your commission of an act involving personal dishonesty that results in financial, reputational, or other harm to the
Company and its affiliates and subsidiaries, including, but not limited to, an act constituting
misappropriation or embezzlement of property.

The Company is required to deliver a Notice of Termination (as defined below) to you and to provide 30 days to remedy the
event or condition giving rise to Cause (if such event or condition is capable of remedy) in order to terminate your
employment for Cause. No act or failure to act on your part will be deemed “willful” for purposes of this Cause definition
unless committed or omitted by you in bad faith and without reasonable belief that your act or failure to act was in, or not
opposed to, the best interests of the Company.

“ Change in Control . “Change in Control” of the Company means and includes any of the following occurrences:

1. Any Person is or becomes the “Beneficial Owner” (as defined in Rule 13d-3 promulgated under the Securities and
Exchange Act of 1934, as amended (the “ Exchange Act ™)), directly or indirectly, of securities of the
Company representing 35% or more of the combined voting power of the Company’s then outstanding
securities, excluding any Person who becomes a Beneficial Owner in connection with subsection 2 below.
For the avoidance of doubt, any change in the Persons who are the direct or indirect Beneficial Owners of
the securities of Parent will not be deemed to constitute a change in the direct or indirect Beneficial Owners
of the Company for purposes of this subsection (1);

2. There is consummated a merger or consolidation of the Company with any other corporation or similar entity, other
than (A) a merger or consolidation which would result in the voting securities of the Company outstanding
immediately prior to such merger or consolidation continuing to represent (either by remaining outstanding
or by being converted into voting securities of the surviving entity or any parent thereof) at least 50% of the
combined voting power of the securities of the Company or such surviving entity or any parent thereof
outstanding immediately after such merger of consolidation, or (B) a merger or consolidation effected to
implement a recapitalization of the




Company (or similar transaction) in which no Person is or becomes the Beneficial Owner, directly or indirectly, of
securities of the Company (not including in the securities Beneficially Owned by such Person any securities acquired
directly from the Company or its affiliates) representing 35% or more of the combined voting power of the Company’s
then outstanding securities; or

3. The stockholders of the Company approve a plan of complete liquidation or dissolution of the Company, or there is
consummated an agreement for the sale or disposition by the Company of all or substantially all of the
Company’s assets, other than, following a “355 Distribution” (as defined below), a sale or disposition by the
Company of all or substantially all of the Company’s assets to an entity, at least 50% of the combined
voting power of the voting securities of which are owned by stockholders of the Company in substantially
the same proportions as their ownership of the Company immediately prior to such sale.

Any other provision of this definition notwithstanding, the term Change in Control will not be deemed to have occurred by
virtue of: (i) any transaction which results in you, or a group of Persons in which you have a substantial interest, acquiring,
directly or indirectly, 35% or more of either the then outstanding shares of common stock of the Company or the combined
voting power of the Company’s then outstanding securities, or (ii) Parent’s distribution of the Company’s shares in a
transaction intended to qualify as a distribution under Section 355 (“ 355 Distribution ") of the Internal Revenue Code of
1986, as amended (the “ Code ").

“ Good Reason " for you to resign your employment means that one or more of the following has occurred without your
express written consent:

1. any materially adverse alteration in your role, reporting relationship or in the nature or status of the responsibilities
relative to your role, reporting relationship or responsibilities at any time following the Change in Control,
provided that neither a mere change in title nor in the fact that you no longer hold following a Change in
Control the same position in a public company as you held before the transaction will alone constitute
Good Reason;

2. amaterial diminution by the Company in your base salary (excluding a reduction that also is applied to all similarly
situated employees of the Company and that reduces your base salary by a percentage reduction that is
no greater than the lowest percentage reduction applied to any other such individual), or a material
diminution by the Company in your target level of annual incentive bonus relative to your highest base
salary and highest target level of annual incentive bonus, respectively, following a Change in Control, or
ineligibility for a bonus program providing for a target level of annual incentive bonus;

3. relocation of your principal place of employment to a location more than 50 miles from your principal place of
employment at any time following a Change in Control (which may be your home); or

4. a material breach of the Company’s obligations under this agreement.

In order for you to invoke a termination due to Good Reason in a manner that would entitle you to Change in Control
Accelerations, (i) you must provide a Notice of Termination to the senior officer of the Company’s Human Resources
group of your intention to terminate due to such event or condition within 90 days of the initial occurrence or existence of
such event or condition and provide the Company with 30 days from receipt of the notice to remedy the event or condition,
(i) the Company must fail to effect such remedy within the 30-day cure period, and (iii) the effective date of the resignation
must occur within 90 days after the end of the 30-day cure period.

“ Notice of Termination " means a written notice by the Company in the event it is terminating your employment with
Cause or by you in the event you are resigning for Good Reason, which written notice indicates the specific provision in this
agreement being relied upon and sets forth in reasonable detail any




facts and circumstances claimed to provide a basis for such termination of your employment under the provision so
indicated.

“Parent " means EMC Corporation, a Massachusetts corporation.

“Person " has the meaning ascribed to such term in Section 3(a)(9) of the Securities and Exchange Act of 1934, as
amended, (the “ Exchange Act ") and as used in Sections 13(d) and 14(d) thereof, including a group as defined in Section
13(d) of the Exchange Act but excluding (i) the Company or Parent, any of their respective subsidiaries or any employee
benefit plan sponsored or maintained by the Company, Parent or any of their respective subsidiaries (including any trustee
or other fiduciary of any such plan), (ii) an underwriter temporarily holding securities pursuant to an offering of such
securities, or (iii) a corporation owned, directly or indirectly, by the stockholders of the Company in substantially the same
proportions as their ownership of stock of the Company.

Section 409A Exemption. Itis intended that the payments and other compensation contemplated by this agreement satisfy, to the
greatest extent possible, the exemption from the application of Section 409A of the Code, provided under Treasury Regulation
Section 1.409A-1(b)(4) or comply with Code Section 409A, and the this agreement will be so interpreted and administered.
Notwithstanding the foregoing, if the Company determines that payments and other compensation pursuant to this agreement may
not either be exempt from or compliant with Code Section 409A, the Company may, with your prior written consent, adopt such
amendments to this agreement or adopt other policies and procedures (including amendments, policies and procedures with
retroactive effect), or take any other actions, that the Company determines are necessary or appropriate to (i) exempt such
payments and other compensation from Code Section 409A and/or preserve the intended tax treatment of such payments and
other compensation, or (i) comply with the requirements of Code Section 409A; provided, however, that there is no obligation on
the part of the Company to adopt any such amendment, policy or procedure or take any such other action, and in any event, no
such action will reduce the amount of payments or other compensation that is owed to your under this agreement without your prior
written consent.

Parachute Payments. In the event that the payments and benefits provided to you herein or otherwise by the Company constitute
“parachute payments” within the meaning of Section 280G of the Code and would, but for this provision, be subject to the excise
tax imposed by Section 4999 of the Code (the “ Excise Tax "), then your payments and benefits shall be either (i) delivered in full (it
being understood that no gross-ups for taxes that may be due on such amounts should be added to such amounts) or (ii) delivered
as to such lesser extent as would result in no portion of such amounts being subject to the Excise Tax, whichever of the foregoing
results in the receipt by you on an after-tax basis of the greatest amount, notwithstanding that all or some of the amounts may be
taxable under Section 4999 of the Code. If a reduction is to occur pursuant to the prior sentence, unless an alternative election is
permitted by, and does not result in taxation under, Section 409A and timely elected by you, the payments and benefits shall be
cutback in the following order: any cash severance you are entitled to (starting with the last payment due), then other cash amounts
that are parachute payments (starting with the last payment due), then any stock options that have exercise prices higher than the
then fair market value price of the stock (based on the latest vesting tranches), then restricted stock and restricted stock units
based on the last ones scheduled to be distributed and then other stock options based on the latest vesting tranches.

You should be aware that your employment with the Company is for no specified period and constitutes at will employment. As a
result, you are free to resign at any time, for any reason. Similarly, the Company is free to conclude its employment relationship
with you at any time, with or without cause, and with or without notice.

You agree that, during the term of your employment with the Company, you will not engage in any other employment, occupation,
consulting or other business activity directly related to the business in which the Company is now involved or becomes involved
during the term of your employment, nor will you engage in any other activities that conflict with your obligations to the Company.

By accepting this offer below and becoming an employee of VMware, you will be expected to comply with the Company's rules and
regulations, including but not limited to the Company's Business Conduct Guidelines and




VMware Employment Agreement, which requires, among other provisions, the assignment of patent rights to any invention made
during your employment at VMware and non-disclosure of proprietary and confidential information both during and after your
employment at the Company.

This offer letter, along with the VMware Employment Agreement, which includes the Employment, Confidential Information,
Invention Assignment Agreement; and Business Conduct Guidelines, contains all of the terms, promises, representations, and
understandings between parties, and supersedes all other oral or written agreements or understandings between parties regarding
these matters prior to the date hereof. By accepting this offer below, you agree that you have received, read, understand and agree
to comply with the VMware Employment Agreement, Business Conduct Guidelines, and Harassment Policy provided to you as a
condition of your employment.

This offer is contingent upon the successful completion of the Company's background check and your verification of your legal right
to work in the U.S.

Any modification or amendment of this offer letter must be in writing and duly authorized and signed by the Company and you.

This offer expires September 21, 2012 . To indicate your acceptance of the Company’s offer, please sign and date where indicated
below and return to me by e-mail.

We are looking forward to having you join VMware. If you have any questions between now and your first day, please do not
hesitate to contact me.

Sincerely,

/sl Joseph Tucci

Joseph Tucci

Chairman of the Board of Directors
VMware, Inc.

ACCEPTED AND AGREED TO this 18 ™day of September, 2012.

[s/ Patrick Gelsinger Start Date: September 1, 2012
Patrick Gelsinger
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October 12, 2012

Jonathan Chadwick

Dear Jonathan,

We are pleased to offer you a position with VMware, Inc. (the “ Company ") as Chief Financial Officer and Executive Vice
President, commencing on a mutually agreed upon date to be determined (the “Hire Date ). You will report to Pat Gelsinger, the
Company’s Chief Executive Officer.

SALARY: Your annual salary of $625,000 will be paid semi-monthly in accordance with the Company’s normal payroll procedures.
The Company, in its sole discretion, may modify job titles, job duties, and managers from time to time as it deems necessary. As a
full-time exempt employee you will be eligible to participate in the Company's benefit plans and programs, which may be amended
from time to time.

BONUS: You will be eligible to participate in VMware’s Executive Bonus Program as it may be amended from time to time. You will
be eligible for an annual target bonus opportunity of 100% of your eligible compensation. Pursuant to the terms and conditions set
forth in VMware’s Executive Bonus Program, any bonus for which you become eligible will be measured and funded on a semi-
annual basis, with the actual payout based on achievement of VMware financial goals and your individual performance, as
approved by the Compensation and Corporate Governance Committee of VMware’s Board of Directors (the “ Committee ").
VMware reserves the right to modify or discontinue your bonus opportunity at any time.

SIGN-ON BONUS : You are eligible to earn a sign-on bonus of $50,000 (the “ Sign-on Bonus "), less applicable withholdings.

This amount will be paid within forty-five (45) days of your Hire Date. You will earn the Sign-on Bonus if you remain employed with
the Company for at least one year. If you voluntarily terminate your employment for any reason within one year of your Hire Date,
you will not earn the Sign-on Bonus. You agree that you will reimburse the Company for the full Sign-on Bonus if you do not earn it.

In addition, in the event you are required to repay your previous employer for a sign-on bonus paid to you by your previous
employer, you will be eligible to earn an additional bonus of up to $150,000 (the “ Additional Bonus "), less applicable
withholdings. The amount of the Additional Bonus, when added to the Sign-on Bonus, will not exceed the amount you are required
to pay your previous employer. The Additional Bonus will be paid within forty-five (45) days of the date you submit to the Company
evidence of the repayment of the sign-on bonus to your previous employer. You will earn the Additional Bonus if you remain
employed with the Company for at least one year. If you voluntarily terminate your employment for any reason within one year of
your Hire Date, you will not earn the Additional Bonus. You agree that you will reimburse the Company for the full Additional Bonus
if you do not earn it.

EQUITY GRANTS: A recommendation will be made to the Committee that you be granted Restricted Stock Units (* RSUs ") and
Performance Stock Units (* PSUs ) as detailed below at a meeting of the Committee after your date of hire. Any equity awards
granted to you will be subject to the approval of the Committee and will be governed by the terms and conditions of the applicable
grant agreement and the VMware 2007 Equity and Incentive Plan (the “ 2007 Plan ”).

Each RSU and PSU granted to you will have the target values set forth below (the “ Target Value ”). The number of RSUs and
PSUs granted to you will be determined by dividing the Target Value by the average of the closing sale price per share of VMware
Class A Common Stock for the 45 trading days ending on (and inclusive of) the last trading day of the month in which your
employment commences.




The details of the grant recommendations are as follows:

Restricted Stock Unit Award

Vesting in your RSUs will commence on the first day of the month in which the Committee approves your grants (the “
Vesting Base Date ).

RSU Grant : The RSUs will have a Target Value of $8,000,000 (the “ Initial RSU Grant ”). Subject to the terms of the 2007
Plan, these RSUs will vest over four years, with 37.5% of the RSUs vesting on the 18-month anniversary of the Vesting
Base Date, and the remaining shares vesting 12.5% on each subsequent semi-annual anniversary of the Vesting Base
Date.

Performance Stock Unit Award

PSUs are performance-based equity awards that are convertible into a number of shares of VMware Class A common
stock based upon the level of performance achieved in comparison to predetermined metrics. Your PSU grant will vest over
the performance period specified below on the date that the Committee determines the extent to which performance
objectives specified in the grant agreements have been achieved (the “ PSU Vesting Date ”). The Committee will make its
determination no later than sixty days after the end of the applicable performance period. Vesting will not occur, and no
shares will be issued, for performance below minimum thresholds specified in the grant agreements. The service period to
which your performance goals relate will begin with the commencement of your employment with the Company.

Your PSU grant will have a Target Value of $4,000,000. The PSUs subject to the grant will vest if the Company meets a

revenue growth target designated by the Committee over the three-year period commencing January 1, 2012. The PSUs

will convert into VMware’s Class A common stock at a ratio ranging from 0.5 to 2.0 shares for each PSU, depending upon
the degree of performance.

CHANGE IN CONTROL:
Effect on RSUs : If there is a Change in Control (as defined below), in lieu of any other severance or termination

compensation (unless otherwise required by law or described herein), 100% of any unvested RSUs from the Initial RSU
Grant will become immediately vested (* Change-in-Control Acceleration ") in the event that:

1. The Company terminates your employment without Cause (as defined below) during the first twelve months after a
Change in Control, or

2. You terminate your employment for Good Reason (as defined below) during the first twelve months after a Change in
Control.

Effect on PSUs : If there is a Change in Control during the performance period for your PSU grant, the performance period
will terminate immediately prior to consummation of the Change in Control. The affected PSUs will vest on the originally
scheduled PSU Vesting Date. If the Change in Control is consummated during the first year of the performance period,
each PSU subject to the grant will convert into one share of VMware Class A common stock (the “ Conversion Ratio ") (or
the equivalent number of securities into which one such VMware share was converted pursuant to the Change in Control)
on the PSU Vesting Date. If the Change in Control is consummated after the first year of the performance period, then the
Conversion Ratio will be determined based upon Company performance prior to the Change in Control as set forth in the
respective grant agreement.

Additionally, in the event that:




1. The Company terminates your employment without Cause after a Change in Control, or
2. You terminate your employment for Good Reason after a Change in Control.

100% of any unvested PSUs (from the PSU grant recommended pursuant to this agreement) will become immediately
vested (also, a “ Change-in-Control Acceleration ").

If you experience a termination of your employment with the Company without Cause or for Good Reason pursuant to this
“Change-in-Control” section, your right to receive the Change-in-Control Accelerations is subject to your signing and not
revoking the Company’s standard form of employee termination certificate and a general release of all claims you may
have against the Company in a form reasonably satisfactory to the Company, which form will include customary non-solicit
and non-disparagement provisions (the “ Release ").

CERTAIN TERMINATIONS: If, within 18 months of your Hire Date, the Company terminates your employment without Cause or
you terminate your employment with Good Reason and the paragraphs in the “Change in Control” section above do not apply to
such termination of employment, then 50% of any unvested RSUs from the Initial RSU Grant will become immediately vested upon
such termination.

If you experience a termination of your employment with the Company without Cause or for Good Reason pursuant to this “Certain
Terminations section, your right to receive the RSU accelerations described herein is subject to your signing and not revoking the
Company’s standard form of employee termination certificate and a Release.

DEFINITIONS: For purposes of this agreement, the terms set forth below will have the following meaning:

“ Cause " . The occurrence of any of the following, as reasonably determined by the Company in good faith, will constitute
“Cause”
1. willful neglect, failure or refusal by you to perform your employment duties (except resulting from the your incapacity

due to illness) as reasonably directed by the Company;

2. willful misconduct by you in the performance of your employment duties;

w

your indictment for a felony (other than traffic related offense) or a misdemeanor involving moral turpitude; or

4. your commission of an act involving personal dishonesty that results in financial, reputational, or other harm to the
Company and its affiliates and subsidiaries, including, but not limited to, an act constituting
misappropriation or embezzlement of property.

The Company is required to deliver a Notice of Termination (as defined below) to you and to provide 30 days to remedy the
event or condition giving rise to Cause (if such event or condition is capable of remedy) in order to terminate your
employment for Cause. No act or failure to act on your part will be deemed “willful” for purposes of this Cause definition
unless committed or omitted by you in bad faith and without reasonable belief that your act or failure to act was in, or not
opposed to, the best interests of the Company.

“ Change in Control " . “Change in Control” of the Company means and includes any of the following occurrences:

1. Any Person is or becomes the “Beneficial Owner” (as defined in Rule 13d-3 promulgated under the Securities and
Exchange Act of 1934, as amended (the “ Exchange Act ")), directly or indirectly, of




securities of the Company representing 35% or more of the combined voting power of the Company’s then outstanding
securities, excluding any Person who becomes a Beneficial Owner in connection with subsection 2 below. For the
avoidance of doubt, any change in the Persons who are the direct or indirect Beneficial Owners of the securities of
Parent will not be deemed to constitute a change in the direct or indirect Beneficial Owners of the Company for
purposes of this subsection (1);

There is consummated a merger or consolidation of the Company with any other corporation or similar entity, other
than (A) a merger or consolidation which would result in the voting securities of the Company outstanding
immediately prior to such merger or consolidation continuing to represent (either by remaining outstanding
or by being converted into voting securities of the surviving entity or any parent thereof) at least 50% of the
combined voting power of the securities of the Company or such surviving entity or any parent thereof
outstanding immediately after such merger of consolidation, or (B) a merger or consolidation effected to
implement a recapitalization of the Company (or similar transaction) in which no Person is or becomes the
Beneficial Owner, directly or indirectly, of securities of the Company (not including in the securities
Beneficially Owned by such Person any securities acquired directly from the Company or its affiliates)
representing 35% or more of the combined voting power of the Company’s then outstanding securities; or

3. The stockholders of the Company approve a plan of complete liquidation or dissolution of the Company, or there is

consummated an agreement for the sale or disposition by the Company of all or substantially all of the
Company’s assets, other than, following a “355 Distribution” (as defined below), a sale or disposition by the
Company of all or substantially all of the Company’s assets to an entity, at least 50% of the combined
voting power of the voting securities of which are owned by stockholders of the Company in substantially
the same proportions as their ownership of the Company immediately prior to such sale.

Any other provision of this definition notwithstanding, the term Change in Control will not be deemed to have occurred by
virtue of: (i) any transaction which results in you, or a group of Persons in which you have a substantial interest, acquiring,
directly or indirectly, 35% or more of either the then outstanding shares of common stock of the Company or the combined
voting power of the Company’s then outstanding securities, or (ii) Parent’s distribution of the Company’s shares in a
transaction intended to qualify as a distribution under Section 355 (“ 355 Distribution ") of the Internal Revenue Code of
1986, as amended (the “ Code ").

“ Good Reason " for you to resign your employment means that one or more of the following has occurred without your
express written consent:

1.

any materially adverse alteration in your role, reporting relationship or in the nature or status of the your responsibilities
relative to your role, reporting relationship or responsibilities at any time following the Change in Control,
provided that neither a mere change in title nor in the fact that you no longer hold following a Change in
Control the same position in a public company as you held before the transaction will alone constitute
Good Reason;

a material diminution by the Company in your base salary (excluding a reduction that also is applied to all similarly
situated employees of the Company and that reduces your base salary by a percentage reduction that is
no greater than the lowest percentage reduction applied to any other such individual), or a material
diminution by the Company in your target level of annual incentive bonus relative to your highest base
salary and highest target level of annual incentive bonus, respectively, following a Change in Control, or
ineligibility for a bonus program providing for a target level of annual incentive bonus;

relocation of your principal place of employment to a location more than 50 miles from your principal place of
employment at any time following a Change in Control (which may be your home); or




4. a material breach of the Company’s obligations under this agreement

In order for you to invoke a termination due to Good Reason in a manner that would entitle you to Change in Control
Acceleration, (i) you must provide a Notice of Termination to the senior officer of the Company’s Human Resources group
of your intention to terminate due to such event or condition within 90 days of the initial occurrence or existence of such
event or condition and provide the Company with 30 days from receipt of the notice to remedy the event or condition, (i)
the Company must fail to effect such remedy within the 30-day cure period, and (iii) the effective date of the resignation
must occur within 90 days after the end of the 30-day cure period.

“ Notice of Termination " means a written notice by the Company in the event it is terminating your employment with
Cause or by you in the event you are resigning for Good Reason, which written notice indicates the specific provision in this
agreement being relied upon and sets forth in reasonable detail any facts and circumstances claimed to provide a basis for
such termination of your employment under the provision so indicated.

“Parent " means EMC Corporation, a Massachusetts corporation.

“Person " has the meaning ascribed to such term in Section 3(a)(9) of the Exchange Act and as used in Sections 13(d)
and 14(d) thereof, including a group as defined in Section 13(d) of the Exchange Act but excluding (i) the Company or
Parent, any of their respective subsidiaries or any employee benefit plan sponsored or maintained by the Company, Parent
or any of their respective subsidiaries (including any trustee or other fiduciary of any such plan), (ii) an underwriter
temporarily holding securities pursuant to an offering of such securities, or (iii) a corporation owned, directly or indirectly, by
the stockholders of the Company in substantially the same proportions as their ownership of stock of the Company.

Section 409A Exemption. Itis intended that the payments and other compensation contemplated by this agreement satisfy, to the
greatest extent possible, the exemption from the application of Section 409A of the Code, provided under Treasury Regulation
Section 1.409A-1(b)(4) or to comply with Code Section 409A, and the this agreement will be so interpreted and administered.
Notwithstanding the foregoing, if the Company determines that payments and other compensation pursuant to this agreement may
not either be exempt from or compliant with Code Section 409A, the Company may, with your prior written consent, adopt such
amendments to this agreement or adopt other policies and procedures (including amendments, policies and procedures with
retroactive effect), or take any other actions, that the Company determines are necessary or appropriate to (i) exempt such
payments and other compensation from Code Section 409A and/or preserve the intended tax treatment of such payments and
other compensation, or (i) comply with the requirements of Code Section 409A; provided, however, that there is no obligation on
the part of the Company to adopt any such amendment, policy or procedure or take any such other action, and in any event, no
such action will reduce the amount of payments or other compensation that is owed to your under this agreement without the your
prior written consent.

Parachute Payments. In the event that the payments and benefits provided to you herein or otherwise by the Company constitute
“parachute payments” within the meaning of Section 280G of the Code and would, but for this provision, be subject to the excise
tax imposed by Section 4999 of the Code (the “ Excise Tax "), then your payments and benefits shall be either (i) delivered in full (it
being understood that no gross-ups for taxes that may be due on such amounts should be added to such amounts) or (ii) delivered
as to such lesser extent, as you may elect, as would result in no portion of such amounts being subject to the Excise Tax,
whichever of the foregoing results in the receipt by you on an after-tax basis of the greatest amount, notwithstanding that all or
some of the amounts may be taxable under Section 4999 of the Code. If a reduction is to occur pursuant to the prior sentence,
unless an alternative election is permitted by, and does not result in taxation under, Section 409A and timely elected by you, the
payments and benefits shall be cutback in the following order: any cash severance you are entitled to (starting with the last
payment due), then other cash amounts that are parachute payments (starting with the last payment due), then any stock options
that have exercise prices higher than the then fair market value price of the stock (based on the latest vesting tranches), then
restricted stock and restricted stock units based on the last ones scheduled to be distributed and then other stock options based on
the latest vesting tranches.




You should be aware that your employment with the Company is for no specified period and constitutes at will employment. As a
result, you are free to resign at any time, for any reason. Similarly, the Company is free to conclude its employment relationship
with you at any time, with or without cause, and with or without notice.

On or before your first day of employment you will be asked to submit verification of your legal right to work in the U.S. If you do not
submit verification of your legal right to work in the U.S. by the third day after your first day of employment, the Company reserves
the right to rescind this offer of employment.

You agree that, during the term of your employment with the Company, you will not engage in any other employment, occupation,
consulting or other business activity directly related to the business in which the Company is now involved or becomes involved
during the term of your employment, nor will you engage in any other activities that conflict with your obligations to the Company.

By accepting this offer below and becoming an employee of VMware, you will be expected to comply with the Company's rules and
regulations, including but not limited to the Company's Business Conduct Guidelines and VMware Employment Agreement, which
requires, among other provisions, the assignment of patent rights to any invention made during your employment at VMware and
non-disclosure of proprietary and confidential information both during and after your employment at the Company.

This offer letter, along with the VMware Employment Agreement, which includes the Employment, Confidential Information,
Invention Assignment Agreement; and Business Conduct Guidelines, contains all of the terms, promises, representations, and
understandings between parties, and supersedes all other oral or written agreements or understandings between parties regarding
these matters prior to the date hereof. By accepting this offer electronically below, you agree that you have received, read,
understand and agree to comply with the enclosed VMware Employment Agreement, Business Conduct Guidelines, and
Harassment Policy as a condition of your employment.

This offer is contingent upon the successful completion of the Company's background check and your verification of your legal right
to work in the U.S.

Any modification or amendment of this offer letter must be in writing and signed by an officer of the Company and you.

This offer expires October 15, 2012 . To indicate your acceptance of the Company’s offer, please sigh and date where indicated
below and return to me by e-mail.

We are looking forward to having you join VMware. If you have any questions between now and your first day, please do not
hesitate to contact me.

Sincerely,
/sl Carl Eschenbach
Carl Eschenbach

Chief Operating Officer and Co-President
VMware, Inc.

ACCEPTED AND AGREED TO this 15 "day of October, 2012.

/sl Jonathan Chadwick Start Date: November 5, 2012
Jonathan Chadwick

Enclosures:




VMware Employment Agreement Final 04-05-12
Business Conduct Guidelines rev 01-2011
Harassment Policy rev 01-2008

Immigration Policy rev 04.08



Exhibit 10.25

VMWARE, INC.

2007 EQUITY AND INCENTIVE PLAN
PERFORMANCE STOCK UNIT AGREEMENT
I. NOTICE OF GRANT

Unless otherwise defined herein, the terms definéde VMware, Inc. 2007 Equity and Incentive P{tre “
Plan”) will have the same defined meanings in this c@tf grant (“Notice of Grant”) and Performance Stock Unit
Agreement (“Agreement”).

Name: (“Participant”)

Address:

The Participant has been granted an award (thedrd ") of Performance Stock Units (thePSUs”), subject
to the terms and conditions of the Plan and thissAment. Except as set forth in Section 4(a), theber of shares
earned pursuant to the Award will equal the nundfeshares subject to the PSUs set forth below plidd by the
conversion ratio determined by the Administratbe(t Conversion Ratio”) at the end of the Performance Period in
accordance with the schedule attached as ExhitottAis Agreement (thePerformance Schedul€).

Grant Number:
Date of Grant:
Number of PSUs:

Performance Period:

Vesting Schedule

Except as set forth in Section 4, the Award wiktia full on the date the “Administrator” (as dedd below)
determines the Conversion Ratio pursuant to thioPeance Schedule (theVeesting Date”). Such determination will
occur no later than sixty days after the end ofRedormance Period.
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Vesting in thisAward issubject to the Participant’s continuing employmeith the Company, any Subsidiary, the
Parent or an Affiliate in which the Company anddPéihold, directly or indirectly, an aggregate pleast 80% of the
equity or voting interest through the Vesting Date.

. AGREEMENT

1. Grant of the PSUsThe Company has granted the Participant the nuofd@SUs set forth in the
Notice of Grant. However, unless and until the P8tJlshave vested, the Participant will have ndnti¢p the paymer
or receipt of any Stock subject thereto. Priordtmal payment or receipt of any Stock, the PSUkrefiresent an
unsecured obligation of the Company, payable @lxtonly from the general assets of the Company.

2. Vesting of PSUs Subject to Section 4 below, the Participant walét in the PSUs in accordance with the
vesting schedule set forth in the Notice of Granbyvided, that, in the event the Participant in@termination of
employment for any reason other than terminationglagon of death or termination by the Companytdue
“disability” (as defined under the applicable lotegm disability plan of the Company, Subsidiaryrdpd or Affiliate,
or, if there is no such plan, as determined byBbard or the Committee (each, thAdministrator ")), such that the
Participant is no longer employed by the Company, 3ubsidiary, the Parent or an Affiliate in whitle Company an
Parent hold, directly or indirectly, an aggregdtatdeast 80% of the equity or voting interesg Barticipant’s right to
vest in the PSUs and to receive the Stock reldtexkto will terminate effective as of the date fhatticipant ceases to
be so employed and thereafter, the Participanthawe no further rights to such unvested PSUserdlated Stock. In
such case, any unvested PSUs held by the Participarediately following such termination of emplognt will be
deemed reconveyed to the Company and the Compdinyeveafter be the legal and beneficial ownethef unvested
PSUs and will have all the rights and interestrinetated thereto without further action by thetiegrant. In the event
that the Participant’s employment is terminateadd®son of death or by the Company due to disapilign any
unvested portion of the PSUs will automaticallyelecate and the Participant will become fully vesteone share of
Stock for each of the PSUs subject to this Agreg¢mpan termination of employment by reason of deathy the
Company due to disability, provided, however, th&grmination due to death or by the Company dudisability
occurs after a Change in Control, the Participaltwest in the number of shares of Stock determiper Section 4(b)
and 4(c) below. In all cases, the date of termamatif employment will be determined in the soleedision of the
Administrator.

3. Issuance of StockNo Stock will be issued to the Participant ptmthe date on which the PSUs vest. A
any PSUs vest and subject to the terms of this égemnt, including without limitation Section 7 hefildgbe Company
will cause to be issued (either in book-entry farmotherwise) to the Participant or the Participabeneficiaries, as tl
case may be, that number of shares of Stock camespg to the number of such vested PSUs as soon as
administratively practicable following vesting, botno event will the issuance of such shares béensabsequent to
March 15th of the year following the year in whitie shares vested. No fractional shares of Stoltbwissued under
this Agreement. Notwithstanding any provision in
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the Plan to the contrary and subject only to a @ban Control, as set forth in Section 4 heredd, BRsUs will be settle
only in shares of Stock.

4. Change in Contral

(&) Change in Control during Performance Peritrdthe event of a Change in Control during the
Performance Period, the Performance Period withitlgsite immediately prior to consummation of the @&in
Control. The Administrator will determine the Consien Ratio prior to the consummation of the Chaing&ontrol
pursuant to instructions set forth in the Perforoea8chedule. If the Performance Schedule doeshéarsh the means
for calculating the Conversion Ratio in the eveirh €hange in Control, then the Conversion Ratibegual one share
per each vested PSU.

(b) Vesting. Following a Change in Control, this Award willrdnue to vest in accordance with the
original vesting schedule set forth in Sectiondwady provided however, that if this Award is nas@sed or replaced in
accordance with Section 7(m) of the Plan, then idiately prior to the Change in Control, the Awarill wvest as to a
number of shares equal to the total number of PSSldgect to this Award multiplied by the ConversRatio.

(c) Acceleration of Vesting Following Change in Contrdlotwithstanding anything in this
Agreement to the contrary, if, following a ChangeJontrol:

1) the Participant’s employment is terminated by reasiucdeath or termination by the
Company due to “disability” (as defined in Sectabove), then, any unvested portion of the PSUsaatiomatically
accelerate, and the Participant will, upon the déasich termination, become fully vested in a nandf Shares equal
to the number of unvested PSUs multiplied by thev@osion Ratio; or

2) the Participant incurs an involuntary terminatidrservice other than for “Cause” (as
defined below), the Participant terminates emplayinfier “Good Reason” (as defined below), then, sabjo the
Participant signing and not revoking the Releasal@ined below), any unvested portion of the P&lllsautomatically
accelerate, and the Participant will, upon the déasuch termination, become fully vested in a nantdf Shares equal
to the number of unvested PSUs multiplied by thewv@osion Ratio. Subject to Section 23 below, ajimpants and
benefits under this subsection (c)(2) and the gffeclate of any acceleration of vesting under shigsection as to any
PSUs held by the Participant will become effectimethe 60th day following the Participant’s terntioa of
employment or on the next business day if such 88yhis not a business day, with such date reféoed the “
Payment Date.” The Company will provide the Release to the ieg@nt within five business days of the Participan
termination of employment. The Participant will & entitled to any payment or benefit under thlsssction (c)(2) if
the Participant’'s Release has not become effeaiva the third business day preceding the PayDatet.
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5. Death of ParticipantAny distribution or delivery to be made to thetRgant under this Agreement will,
if the Participant is then deceased, be made tadh@&nistrator or executor of the Participant’sagstAny such
administrator or executor must furnish the Compaitls (a) written notice of his or her status ansfaree, and (b)
evidence satisfactory to the Company to estabtishvalidity of the transfer and compliance with denys or
regulations pertaining to said transfer.

6. Leave of Absence; Reduction in Service Lev&s set forth in Section 7(b) of the Plan, the Qdttee may
determine, in its discretion (i) whether, and thteat to which, a leave of absence will cause actdn or other chang
in this Award, (ii) whether, and the extent to whia reduction in service level (for example, friuifrtime to parttime
employment), will cause a reduction, or other cleamg an Award, and (iii) whether a leave of absenicreduction in
service level will be deemed a termination of ergpient for the purpose of this Award. Any changethis Award
pursuant to Section 7(b) of the Plan and this 8ediof the Agreement, will not result in an in@ean the amount of
the Award or otherwise accelerate its payment. Chmittee will also determine all other mattergtiel to whether
the employment or service of Participant is cordumifor purposes of this Award.

7. Taxes.

(@) Generally. The Participant is ultimately liable and respbtesfor all taxes owed in connection
with the PSU, regardless of any action the Compmargny entity employing the Participant (thErmployer ”) takes
with respect to any tax withholding obligationstthase in connection with the PSU. Neither the @any, nor the
Employer make any representation or undertakingroBgg the treatment of any tax withholding in ceation with the
grant or vesting of the PSU or the subsequentadaiock issuable pursuant to the PSU. The Compandythe
Employer do not commit and are under no obligatmstructure the PSU to reduce or eliminate théidhaant's tax
liability.

(b) Payment of Withholding TaxedNotwithstanding any contrary provision of thisragment, no
Stock will be issued to the Participant, unless amil satisfactory arrangements (as determinethbyAdministrator)
will have been made by the Participant with respethe payment of any taxes which the Companyraetes must b
withheld with respect to the PSUs. The Administraitoits sole discretion and pursuant to such @doces as it may
specify from time to time, may satisfy such taxhhiblding obligations, in whole or in part, by withitling otherwise
deliverable Stock having an aggregate Fair Markau® sufficient to (but not exceeding) the minimamount require
to be withheld or by the sale of shares of Stoajdierate sufficient cash proceeds to satisfy anly &ax withholding
obligation. The Participant hereby authorizes tlenfistrator to take any steps as may be necessaffect any such
sale and agrees to pay any costs associated ttigreweiuding without limitation any applicable lixer’'s fees. In
addition, and to the maximum extent permitted by, llne Company may exercise the right to retaitheut notice,
from salary or other amounts payable to the Padidi, cash having a value sufficient to satisfy &xywithholding
obligations that cannot be satisfied by the withiaj or sale of otherwise deliverable shares otlsto
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8. Changes in Stockin the event that any extraordinary dividend hreo extraordinary distribution (whether
in the form of cash, Stock, other securities, dieoproperty), recapitalization, stock split, reseestock split,
reorganization, merger, consolidation, spin-ofinbination, repurchase, or exchange of Stock orabeurities of the
Company, or other similar corporate transactioavant affecting the Stock occurs such that an &dgrst or change is
determined by the Administrator (in its sole disicne) to be necessary or appropriate, the Admiatstrwill
proportionately adjust this Award in accordancenwiite terms of the Plan, including adjustmenthienrtumber and
kind of shares of Stock or other property the Egdint would have received upon vesting of the P $usvided,
however, that the number of shares of Stock inthvthe PSUs may be converted will always be a @inoimber.

9. Rights as Stockholdemeither the Participant nor any person claiminder or through the Participant v
have any of the rights or privileges of a stockleoldf the Company in respect of any Stock delivieralereunder unle
and until certificates representing such Stock ¢iwimay be in book entry form) will have been issaed recorded on
the records of the Company or its transfer agentegistrars, and delivered to the Participantl(idmg through
electronic delivery to a brokerage account). Aftiech issuance, recordation and delivery, the Raatic will have all
the rights of a stockholder of the Company witlpezs to voting such Stock and receipt of dividead distributions
on such Stock.

10. No Effect on EmploymentThe transactions contemplated hereunder andesteng schedule set forth in
the Notice of Grant do not: (i) constitute an exggrer implied promise of continued employment foy period of time,
(i) interfere with right of the Company, the Paren any Subsidiary or Affiliate right to terminatee Participant’s
employment at any time in accordance with applieddlv, or (iii) entitle the Participant to pay attloinal rights under
the Plan or under any other welfare or benefit piathe Company, the Parent or any Subsidiary dtidte.

11. Nature of Grant In accepting the PSUs, the Participant acknovdediat: (a) the grant of the PSUs is
voluntary and occasional and does not create amyasiual or other right to receive future grarft®8Us, or benefits
in lieu of PSUs even if PSUs have been grantedatepgdy in the past; (b) all decisions with resgeduture Awards of
PSUs, if any, will be at the sole discretion of @@mpany; (c) the future value of the underlyingctis unknown and
cannot be predicted with certainty; (d) in considien of the Award of PSUs, no claim or entitlem&ntompensation
or damages will arise from termination of the P®Uany diminution in value of the PSUs or Stockereed when the
PSUs vest resulting from the Participant’s termorabf employment by the Employer (for any reasdratsoever and
whether or not in breach of local employment lavas)d the Participant irrevocably releases the Comthe Parent,
the Subsidiary and Affiliate from any such clainattimay arise; (e) in the event of involuntary teration of the
Participant’s employment (whether or not in breatlocal employment laws), the Participant’s riglireceive PSUs
and vest under the Plan, if any, will terminateefive as of the date that the Participant is mgdo actively employed
and will not be extended by any notice period mgdiander local law or contract, and the Comparlyhave the
exclusive discretion to determine when the Paicips no longer actively employed for purposethefPSUs; (f) the
Company is not providing any tax, legal or finahcia
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advice, nor is the Company making any recommenasitiegarding Participant’s participation in therRlar
Participant’s acquisition or sale of the underlyBitgck; and (g) the Participant is hereby advisecbnsult with his or
her own personal tax, legal and financial advisegarding Participant’s participation in the Plaidse taking any
action related to the Plan.

12. Black Out Periods The Participant acknowledges that, to the extenvesting of any PSUs occurs du
a “blackout” period wherein certain employees, udohg the Participant, are precluded from sellitgcs, the
Administrator retains the right, in its sole didaa, to defer the delivery of the Stock pursuanthte PSU; provided,
however, that the Administrator will not exerciseright to defer the Participant’s receipt of s&thck if such shares
of Stock are specifically covered by a Rule 10b%ading plan of the Participant which causes siares to be exem
from any applicable blackout period then in efféatthe event the receipt of any shares of Stocleferred hereunder
due to the existence of a regularly scheduled bolaicgeriod, such shares will be issued to the &paiint on the first de
following the termination of such regularly scheztliblackout period; provided, however, that in werg will the
issuance of such shares be deferred subsequerarth NI5th of the year following the year in whible shares vest. In
the event the receipt of any shares of Stock isrded hereunder due to the existence of a spdacitdwut period, such
shares will be issued to the Participant on thet iy following the termination of such speciadiout period as
determined by the Company’s General Counsel ocotier delegatee; provided, however, that in noewd| the
issuance of such shares be deferred subsequerarth NI5th of the year following the year in whicltls shares vest.
Notwithstanding the foregoing, any deferred shafeStock will be issued promptly to the Participgnbr to the
termination of the blackout period in the eventBagticipant ceases to be subject to the blackenbg. The Participal
hereby represents that he or she accepts the effanly such deferral under relevant federal, statelocal tax laws or
otherwise.

13. Award is Not TransferableExcept to the limited extent provided in Secttoabove, this Award of PSUs
and the rights and privileges conferred hereby natl be transferred, assigned, pledged or hypotbeéaa any way by
the Participant (whether by operation of law oresthise) and will not be subject to sale under eitenyattachment or
similar process, until the Participant has beemedghe Stock. Upon any attempt by the Participatriansfer, assign,
pledge, hypothecate or otherwise dispose of thiarélwor any right or privilege conferred herebyupon any
attempted sale under any execution, attachmenmtnilas process, this Award and the rights and peyges conferred
hereby immediately will become null and void. Teats of this Agreement will be binding upon thetiegrant’s
executors, administrators, heirs, successors angermitted transferees.

14. Data Privacy The Participant hereby explicitly and unambigupesnsents to the collection, use and
transfer, in electronic or other form, of his or personal data as described in this Agreemenaagdther PSU grant
materials (“Data”) by and among, as applicable, the Employer, tbm@any, the Parent, the Subsidiaries and
Affiliates for the exclusive purpose of implememgtiradministering and managing the Participant’sigipation in the
Plan.
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The Participant understands that the Company an&nhployer may hold certain personal informatioaudlthe
Participant, including, but not limited to, the Bapant’s name, home address and telephone numagr of birth,
social insurance number or other identification bemsalary, nationality, job title, any sharesstdck or directorships
held in the Company, details of all PSUs or anytlement to shares of Stock awarded, canceledcesest, vested,
unvested or outstanding in the Participant’s fafmrthe purpose of implementing, administering amahaging the
Plan. The Participant understands that Data masabsferred to any third parties assisting in thplementation,
administration and management of the Plan, thaetihecipients may be located in the Participarisitry or
elsewhere, and that the recipients’ country (¢hg U.S.) may have different data privacy laws pratections than the
Participant’s country. The Participant authorizes tecipients to receive, possess, use, retaitransfer the Data, in
electronic or other form, for the sole purposengbllementing, administering and managing the Pagditis
participation in the Plan, including any requigitensfer of such Data as may be required to a grarty. Further, the
Participant understands that the Participant isidnag the consents herein on a purely voluntargisdf the Participal
does not consent, or if the Participant later seeksvoke his or her consent, his or her employrsttus or service
and career with the Employer will not be adversdfgcted; the only adverse consequence of refumingthdrawing
his or her consent is that the Company would natlide to grant the Participant PSUs or other equitgirds or
administer or maintain such awards. ThereforePiduicipant understands that refusing or withdrawirs or her
consent may affect the Participant’s ability totggpate in the Plan.

15. Entire Agreement This Agreement, subject to the terms and conustif the Plan and the Notice of
Grant, represents the entire agreement betwegquathies with respect to the PSUs.

16. Binding Agreement Subject to the limitation on the transferabilifythis Award contained herein, this
Agreement will be binding upon and inure to thedfgrof the heirs, legatees, legal representatisescessors and
assigns of the parties hereto.

17. Additional Conditions to Issuance of Certificates $tock. The Company will not be required to issue
any certificate or certificates for Stock hereungléor to fulfilment of all the following conditins: (a) the admission of
such Stock to listing on all stock exchanges orctvisuch class of stock is then listed; (b) the detigm of any
registration or other qualification of such Stoceidar any state, federal or foreign law or undertiiegs or regulation
of the Securities and Exchange Commission or angragovernmental regulatory body, which the Admmai®r will, in
its absolute discretion, deem necessary or adésé&t) the obtaining of any approval or other cdeae from any state,
federal or foreign governmental agency, which tldenistrator will, in its absolute discretion, detene to be
necessary or advisable; and (d) the lapse of sagonable period of time following the date of wegbf the PSUs as
the Administrator may establish from time to tinoe feasons of administrative convenience.
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18. Plan Governs This Agreement is subject to all terms and piiows of the Plan. In the event of a conflict
between one or more provisions of this Agreemedtare or more provisions of the Plan, the provisiohthe Plan
will govern.

19. Administrator Authority. Participant acknowledges that determination efrthmber of shares of Stock
earned under this Award is subject to determinabypthe Administrator of achievement of the perfanoe targets set
forth on the Performance Schedule. The Administraith have the power to interpret the Plan and thgreement and
to adopt such rules for the administration, intetgtion and application of the Plan as are congisterewith and to
interpret or revoke any such rules. All actionsetalend all interpretations and determinations nigdine
Administrator in good faith will be final and bimdj upon the Participant, the Company and all atiterested persons.
No member of the Administrator will be personalBble for any action, determination or interpretatmade in goo
faith with respect to the Plan or this Agreement.

20. Captions. Captions provided herein are for convenience anly are not to serve as a basis for
interpretation or construction of this Agreement.

21. Definitions. Unless otherwise defined in an employment agre¢emered into between the Participant
and the Company that covers this grant, the teeh®sgh below will have the following meanings:

(@) Cause. The occurrence of any of the following, as reatiydetermined by the Company in goo«
faith, will constitute “Cause”:

(1) willful neglect, failure or refusal by the Partieipt to perform his or her employment dutie:
(except resulting from the Participant’s incapaditie to illness) as reasonably directed by hiseoreimployer;

(2) willful misconduct by the Participant in the perfaance of his or her employment duties;

(3) the Participant’s indictment for a felony (otheanhtraffic related offense) or a
misdemeanor involving moral turpitude; or

(4) the Participant's commission of an act involvinggmmal dishonesty that results in
financial, reputational, or other harm to the Compand its Affiliates and Subsidiaries, includibgt not limited to, an
act constituting misappropriation or embezzlemémiroperty.

The Company is required to deliver a Notice of Tieation (as defined below) to the Participant and t
provide 30 days to remedy the event or conditimmgirise to Cause (if such event or conditionapable of remedy)
in order to terminate his or her employment for €auNo act or failure to act on the Participandg will be deemed
“willful” for purposes of this Cause definition wds committed or omitted by the Participant in fagith and without
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reasonable belief that his or her act or failuradbwas in, or not opposed to, the best inteddtse Company.

(b) Change in Control. “Change in Control” of the Company means andudek any of the
following occurrences:

(1) Any Person is or becomes th8é&neficial Owner” (as defined in Rule 13d-3
promulgated under the Securities and Exchange iAt®®4, as amended (thé&Ekchange Act”)), directly or indirectly
of securities of the Company representing 35% arenodthe combined voting power of the Companyénth
outstanding securities, excluding any Person witotnes a Beneficial Owner in connection with subea@ below.
For the avoidance of doubt, any change in the Rerato are the direct or indirect Beneficial Ownafrthe securities
of Parent will not be deemed to constitute a changlee direct or indirect Beneficial Owners of tiempany for
purposes of this subsection (1);

(2) There is consummated a merger or consolidatioheCompany with any other
corporation or similar entity, other than (A) a per or consolidation which would result in the wgtisecurities of the
Company outstanding immediately prior to such meogeonsolidation continuing to represent (eithgremaining
outstanding or by being converted into voting s#ies of the surviving entity or any parent thepeaifleast 50% of the
combined voting power of the securities of the Campor such surviving entity or any parent themaktanding
immediately after such merger of consolidation(B)ra merger or consolidation effected to implemeent
recapitalization of the Company (or similar trarisag in which no Person is or becomes the BerafOwner, directl
or indirectly, of securities of the Company (natluding in the securities Beneficially Owned by lsiRerson any
securities acquired directly from the Company siaffiliates) representing 35% or more of the carmatlivoting power
of the Company’s then outstanding securities; or

(3) The stockholders of the Company approve a plawoiptete liquidation or
dissolution of the Company, or there is consummatedgreement for the sale or disposition by thegamy of all or
substantially all of the Company’s assets, othantHfollowing a “355 Distribution” (as defined bealj a sale or
disposition by the Company of all or substantiallyof the Company’s assets to an entity, at 16886 of the combined
voting power of the voting securities of which amened by stockholders of the Company in substdytiaé same
proportions as their ownership of the Company imatety/ prior to such sale.

Any other provision of this definition notwithstaind, the term Change in Control will not be deerted
have occurred by virtue of: (i) any transaction ethiesults in such Participant, or a group of Regso which such
Participant has a substantial interest, acquidirgctly or indirectly, 35% or more of either theeh outstanding shares
of common stock of the Company or the combinedngpgiower of the Company’s then outstanding seegtitr (ii)
Parent’s distribution of the Company’s shares fraasaction intended to qualify as a distributiowler Section 355 (“
355 Distribution ) of the Internal Revenue Code of 1986, as ameiftted“ Code™).
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(c) *“ Good Reasori for a Participant to resign his or her employmer@ans that one or more of the
following has occurred without his or her expresgten consent:

(1) any materially adverse alteration in the Particijsarole, reporting relationship or in the
nature or status of the Participant’s responsigditelative to his or her role, reporting relagibip or responsibilities at
any time following the Change in Control, providédt neither a mere change in title nor in the fhat the Participant
no longer holds following a Change in Control theng position in a public company as he or she Inefidre the
transaction will alone constitute Good Reason;

(2) a material diminution by the Company in the Pgpaait's base salary (excluding a
reduction that also is applied to all similarlyusited employees of the Company and that reducd3dtieipant’'s base
salary by a percentage reduction that is no gréfadéer the lowest percentage reduction applied yoo#tmer such
individual), or a material diminution by the Compan the Participant’s target level of annual inibesm bonus relative
to his or her highest base salary and highestttéegel of annual incentive bonus, respectivelylofeing a Change in
Control, or ineligibility for a bonus program proimg for a target level of annual incentive bonus;

(3) relocation of the Participant’s principal placeeofployment to a location more than 50
miles from his or her principal place of employmanany time following a Change in Control (whiclayrbe his or he
home); or

(4) a material breach of the Company’s obligations utigie Agreement.

In order for a Participant to invoke a terminatehre to Good Reason in a manner that would eniithe h
or her to acceleration pursuant to Section 4 ab@vthe Participant must provide a Notice of Temation to the senior
officer of the Company’s Human Resources groupi®bh her intention to terminate due to such ewerondition
within 90 days of the initial occurrence or existerof such event or condition and provide the Camgpeith 30 days
from receipt of the notice to remedy the eventanrdition, (ii) the Company must fail to effect sugimedy within the
30-day cure period, and (iii) the effective datehs resignation must occur within 90 days afteréhd of the 30-day
cure period.

(d) * Notice of Termination” means a written notice by the Company in the eiésterminating th
Participant’s employment with Cause or by the Bgdint in the event he or she is resigning for GRedson, which
written notice indicates the specific provisiorthins Plan being relied upon and sets forth in reabte detail any facts
and circumstances claimed to provide a basis fon sermination of the Participant’s employment uritie provision
so indicated.

(e) “ Person” has the meaning ascribed to such term in Se&faj(9) of the Exchange Act and as
used in Sections 13(d) and 14(d) thereof, includirggoup as defined in Section 13(d) of the Exclahet but
excluding (i) the Company or Parent, any of thegpective subsidiaries or any employee benefit g@msored or
maintained by the Company,
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Parent or any of their respective subsidiariedotiog any trustee or other fiduciary of any sutmp, (ii) an
underwriter temporarily holding securities pursutnan offering of such securities, or (iii) a coration owned,
directly or indirectly, by the stockholders of tBempany in substantially the same proportions es twnership of
stock of the Company.

(H “ Releas€ means the Company’s standard form of employewitetion certificate and a general
release of all claims that the Participant may reyainst the Company in a form reasonably sat@fa¢o the
Company, which form will include customary non-siland non-disparagement provisions.

22. Cancellation, Recission and Recoupment of Awdrdrticipant hereby acknowledges that this Awaidl a
any shares of Stock issued pursuant to this Awardabject to cancellation, recission, repaymermtloer action at the
discretion of the Board or the Committee as sehfor Section 7(d) of the Plan in the event thatiBipant engages in
“Detrimental Activity” as such term is defined tlkar. In addition, the Administrator has the disicneto require
Participant to reimburse the Company for all or poxtion of the Stock issued pursuant to this Awardhe value
thereof, if:

(@) the payment was predicated upon the achievemertin financial results that were
subsequently the subject of a material financisiatement;

(b) in the view of the Board or the Committee, the iegrant engaged in fraud or misconduct that
caused or partially caused the need for a mat@nahcial restatement by the Company or any subistaffiliate; and

(c) alower vesting would have occurred based upong$iated financial results.

In each such instance, upon the determination @fGbmmittee to require recoupment of a previc
issued number of shares of Stock under this Agreertiee Company will, to the extent practicable afidwable unde
applicable laws, require reimbursement of any nunabeshares of Stock, or the value thereof, issieedhe relevar
period that exceeded the lower number of sharestafk that would have been made based on the eddfiatincia
results, provided that the Company will not seeketmver shares of Stock issued more than thras peiar to the da
the applicable restatement is disclosed.

23. Section 409A Exemptionlt is intended that the Award satisfy, to theajest extent possible, the
exemption from the application of Section 409Alé# Code provided under Treasury Regulation Sedtidd9A-1(b)
(4) or to comply with Code Section 409A, and theakavwill be so interpreted and administered. Ndtst&nding the
foregoing, if the Company determines that the Awagay not either be exempt from or compliant withtd€&ection
409A, the Company may, with the Participartrior written consent, adopt such amendmentsisd®an or adopt oth
policies and procedures (including amendmentscigsliand procedures with retroactive effect), ke tany other
actions, that the Company determines are necessappropriate to (i) exempt the Award from Codetiae 409A ant
preserve the intended tax treatment of the Awarj)acomply with the requirements of Code Sectfi9A; provided,
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however, that there is no obligation on the pathefCompany to adopt any such amendment, polipyawedure or
take any such other action, and in any event, ob aation will reduce the amount of compensatiat ik owed to the
Participant under this Award without the Participaprior written consent.

24. Agreement Severabldn the event that any provision in this Agreemaititbe held invalid or
unenforceable, such provision will be severablenfrand such invalidity or unenforceability will noé¢ construed to
have any effect on, the remaining provisions of thjreement.

25. Notice of Governing Law This Agreement will be governed by the internddstantive laws, but not the
choice of law rules of the State of Delaware.

26. Waiver; Cumulative RightsThe failure or delay of either party to requierformance by the other party
of any provision hereof will not affect its riglt tequire performance of such provision unlessiand such
performance has been waived in writing. Each amayesrght hereunder is cumulative and may be egecttin part or
in whole from time to time.

27. Notices. Any notice which either party hereto may be reggiior permitted to give the other must be in
writing and may be delivered personally or by madstage prepaid, addressed to the Company, atittress provided
below, and the Participant at his or her addreshasn on the Company’s or the Emplogguayroll records, or to su
other address as the Participant, by notice t€trapany, may designate in writing from time to time

To the Company: VMware, Inc.
3401 Hillview Avenue
Palo Alto, CA 94304
Attention: Legal Department

Participant’s signature below indicates Particifsaagireement and understanding that this Awardbgest to
and governed by the terms and conditions of the &tal this Agreement including, without limitatiddection 22
above. The Participant acknowledges receipt ofpy ob the Plan and represents that he or she ididamwith the term:
and provisions thereof, which are incorporated indvg reference. Participant herby agrees to acapinding,
conclusive and final all decisions or interpretai@f the Administrator upon any questions relatmthe Plan and
Agreement.
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Signature

Print Name

Date: , 201
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Exhibit A
Performance Schedule
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SUBSIDIARIES OF VMWARE, INC.

STATE OR OTHER JURISDICTION OF

Exhibit 21.1

SUBSIDIARIES INCORPORATION OR ORGANIZATION
3401 Hillview LLC Delaware
Nicira, Inc. Delaware
SpringSource Ltd United Kingdom
VMware Australia Pty Ltd Australia
VMware Bermuda Limited Ireland
VMware Bulgaria EOOD Bulgaria
VMware Canada Inc. Canada
VMware Costa Rica Ltda. Costa Rica
VMware Denmark ApS Denmark
VMware Eastern Europe Armenia
VMware France SAS France
VMware Global, Inc. Delaware
VMware Hong Kong Limited Hong Kong
VMware Information Technology (China) Co. Ltd hiGa
VMware International Limited Ireland
VMware International Marketing Limited Ireland
VMware Israel Ltd. Israel
VMware Italy S.r.l. Italy
VMware Marketing Austria GmbH Austria
VMware Middle East FZ-LLC Dubai
VMware Netherlands B.V. Netherlands
VMware Singapore Pte Ltd. Singapore
VMware Software India Private Limited India
VMware Spain S.L. Spain
VMware Sweden AB Sweden
VMware Switzerland S.a.r.l. Switzerland
VMware UK Limited United Kingdom
VMware, K.K. Japan
Wanova Technologies Ltd. Israel



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémt¢lee Registration Statements on Form S-8 (N8-B8402, 333-152582, 333-159747,
333-162079 and 333-169537) of VMware, Inc of oynoré dated February 27, 2013 relating to the fimgrstatements and the effectiveness of
internal control over financial reporting, whichpagars in the Annual Report to Shareholders, wtidhdorporated in this Annual Report on
Form 1G6-K. We also consent to the incorporation by refeeenicour report dated February 27, 2013 relatinpéofinancial statement
schedules, which appears in this FormH0

/sl PricewaterhouseCoopers LLP
San Jose, CA
February 27, 2013



Exhibit 31.1

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

I, Patrick P. Gelsinger, certify that:
1. | have reviewed this annual report on FornKi®F VMware, Inc.

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, niatadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statemeamtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

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

a. Designed such disclosure controls and procedareaused such disclosure controls and procedotee designed under our
supervision, to ensure that material informatidatneg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrihe period in which this report is being prepared

b. Designed such internal control over finanodgdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargaadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c.  Evaluated the effectiveness of the registradiSslosure controls and procedures and presentiisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; and

d. Disclosed in this report any change in thestegit's internal control over financial reportitigit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) ilas materially affected, or is
reasonably likely to materially affect, the regasi's internal control over financial reporting;dan

5.  The registrant’s other certifying officer(s)danhave disclosed, based on our most recent et@aduef internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a. All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regigfeability to record, process, summarize and refiwoancial information; and

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

Date: February 27, 2013 By: /s/ Patrick P. Gelsinger
Patrick P. Gelsinger
Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.2

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

I, Jonathan C. Chadwick, certify that:
1. | have reviewed this annual report on FornKi®F VMware, Inc.

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, niatadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statemeamtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

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

a. Designed such disclosure controls and procedareaused such disclosure controls and procedotee designed under our
supervision, to ensure that material informatidatneg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrihe period in which this report is being prepared

b. Designed such internal control over finanodgdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargaadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c.  Evaluated the effectiveness of the registradiSslosure controls and procedures and presentiisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; and

d. Disclosed in this report any change in thestegit's internal control over financial reportitigit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) ilas materially affected, or is
reasonably likely to materially affect, the regasi's internal control over financial reporting;dan

5.  The registrant’s other certifying officer(s)danhave disclosed, based on our most recent et@aduef internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a. All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regigfeability to record, process, summarize and refiwoancial information; and

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

Date: February 27, 2013 By: /s/ Jonathan C. Chadwick
Jonathan C. Chadwick
Chief Financial Officer and Executive Vice Presitlen
(Principal Financial Officer and Principal AccourgiOfficer)




Exhibit 32.1

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

I, Patrick P. Gelsinger, certify pursuant to 18 \@.SSection 1350, as adopted pursuant to Secti6roBthe Sarbanes-Oxley Act of 2002,
that, to my knowledge, the Annual Report of VMwadre;. on Form 10-K for the fiscal year ended Decenfii, 2012 fully complies with the

requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and the information egmd in such Form 10-K fairly presents,
in all material respects, the financial conditiodaesults of operations of VMware, Inc.

Date: February 27, 2013 By: /s/ Patrick P. Gelsinger
Patrick P. Gelsinger
Chief Executive Officer
(Principal Executive Officer)




Exhibit 32.2

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

I, Jonathan C. Chadwick, certify pursuant to 18.0.Section 1350, as adopted pursuant to Secti6robthe Sarbanes-Oxley Act of
2002, that, to my knowledge, the Annual Report bfware, Inc. on Form 10-K for the fiscal year end®tember 31, 2012 fully complies

with the requirements of Section 13(a) or 15(djhef Securities Exchange Act of 1934 and the inféionacontained in such Form 10-K fairly
presents, in all material respects, the finanaaldition and results of operations of VMware, Inc.

Date: February 27, 2013 By: /s/ Jonathan C. Chadwick

Jonathan C. Chadwick
Chief Financial Officer and Executive Vice Presiden
(Principal Financial Officer and Principal AccourgiOfficer)




