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ITEM 1. FINANCIAL STATEMENTS

Operating activities
Net income

Adjustments to reconcile net income to net cashigeal by operating

activities:

PART |
FINANCIAL INFORMATION

VMware, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Depreciation and amortization

Stock-based compensation, excluding amounts cigeithl
Excess tax benefits from stock-based compensation

Gain on sale of Terremark investment

Other

Changes in assets and liabilities, net of acqarssti

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 revenue

Net cash provided by operating activities

Investing activities:

Additions to property and equipment
Purchase of leasehold interest (see Note H)
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 acquisitio

ns, 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 vestfigstricted stock

Net cash used in financing activities
Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of the gberio
Cash and cash equivalents at end of the period

Non-cash items:

Nhhnmmnn fin o AmmidAl

AAdAd AmA AAaAmviiAaA L A

(in thousands)
(unaudited)

For the Three Months Ended

For the Nine Months Ended

September 30, September 30,

2012 2011 2012 2011
156,76¢ $ 177,53t $ 539,93 $ 523,50¢
86,43¢ 73,98t 261,59: 229,64:
119,48 88,37¢ 302,19: 254,39:
(24,53) (46,429 (110,919 (197,69)
— — — (56,000
(735) 6,96¢ (1,290 10,79«
67,05¢ 46,17+ 202,30t 72,75’
(4,713 (57,407) (121,86)) (91,45
15,47¢ 17,50¢ 27,62« 42,94(
8,69¢ (10,84¢) 26,11¢ (12,559
(63,91°) (19,539 (62,987 14,67:
— 69,79¢ — 246,24(
59,93 14,32: 127,66t 51,92:
(33,72) 10,23: (70,09¢) 9,27:
49,98° 152,82¢ 283,85¢ 365,78:
436,21¢ 523,51: 1,404,14 1,464,22.
(74,817) (54,949 (152,819 (177,18()
— 22,04 — (151,08)
— (21,139 — (73,999
(764,57 (955,68¢) (2,719,64) (2,083,49)
882,34t 231,70! 1,653,10: 608,29:
234,02t 231,73t 768,10: 724,707
— — — 78,51
(1,242,04) (99,52) (1,344,21) (303,610
— (1,930 — (22,399
(8,187 (3,230 (12,35)) (30,379
(973,24) (650,969) (1,807,82) (1,430,61)
69,62¢ 84,57 214,22: 285,28t
(128,81) (210,52) (307,01 (490,919
24,53: 46,42¢ 110,91« 197,69.
(25,019 (34,23() (90,00) (104,809
(59,67°) (113,75) (71,87°) (112,749
(596,701) (241,21) (475,55¢) (79,13¢)
2,076,901 1,791,04 1,955,75! 1,628,96!
1,480,200 $ 1,549,820 % 1,480,200 $ 1,549,82

V& W~ oV =Fa\ & A ans

1 ~ANn & A1 Na-



Changes in tax withholdings on vesting of restdat®ock, accrued but not
paid
Fair value of stock options assumed in acquisition 16,62t — 16,62t —

(3,58) (2,125) 3,25( 812

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

CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share amounts)
(unaudited)

For the Three Months Ended

For the Nine Months Ended

September 30, September 30,
2012 2011 2012 2011

Revenues:

License $ 491,12: $ 44359 $  1,490,27 1,327,40:

Services 642,56: 498,26t 1,821,62; 1,379,39:
Total revenues 1,133,68. 941,86: 3,311,89: 2,706,79
Operating expenses (1):

Cost of license revenues 60,33¢ 46,06: 173,63« 151,00¢

Cost of services revenues 119,02- 106,67¢ 355,86! 304,10«

Research and development 259,90 199,65! 730,89: 558,05¢

Sales and marketing 411,53! 331,62¢ 1,166,44 949,11(

General and administrative 92,53° 77,12( 265,63t 223,39°
Operating income 190,34: 180,72: 619,41¢ 521,11!
Investment income 7,50¢ 4,351 20,19: 11,47:
Interest expense with EMC (1,162) (91%) (3,607 (2,846
Other income (expense), net (1,539 (99¢) (2,819 55,80¢
Income before income taxes 195,14 183,15¢ 633,19( 585,54
Income tax provision 38,37¢ 5,621 93,25% 62,03¢
Net income $ 156,76¢ $ 177,53¢ $ 539,93:! 523,50¢
Net income per weighted-average share, basic fssCA and
Class B $ 037 $ 04z $ 1.2¢ 1.2¢
Net income per weighted-average share, dilute€Cfass A and
Class B $ 0.3¢ $ 041 $ 1.24 1.21
Weighted-average shares, basic for Class A angd®as 427,14 422,03( 426,90: 420,24
Weighted-average shares, diluted for Class A aad<B 433,28 431,88: 434,43t 431,84t
(1) Includes stock-based compensation as follows:

Cost of license revenues $ 561 $ 367 $ 1,52¢ 1,271

Cost of services revenues 7,81¢ 6,06¢ 20,73¢ 17,39¢

Research and development 60,19 46,66: 147,59¢ 134,62:

Sales and marketing 51,66: 24,76 110,77¢ 70,55(

General and administrative 11,91 10,51¢ 34,21 30,55¢

The accompanying notes are an integral part ofdmsolidated financial statements.
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VMware, Inc.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands)

(unaudited)
For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2012 2011 2012 2011

Net income $ 156,76¢ $ 17753t $ 539,93. $ 523,50t
Other comprehensive income:
Changes in market value of available-for-sale s@ear

Unrealized gains (losses), net of taxes of $2,%8298),

$4,037 and $282 4,45¢ (1,199 6,58¢ 42¢

Reclassification of gains realized during the perivet of

taxes of $(331), $(194), $(495) and $(12,866) (547 (290 (80¢€) (19,299
Net change in market value of available-for-satusiies 3,91t (1,489 5,77¢ (18,87%)
Changes in market value of effective foreign cucyeforward
exchange contracts:

Unrealized gains, net of taxes of $(31), $0, $1d $0 1,272 — 1,27: —

Reclassification of gains realized during the perivet of

taxes of $(10), $0, $(10) and $0 (199 — (50 —
Net change in market value of effective foreignrency forward
exchange contracts 1,07¢ — 1,22: —
Total other comprehensive income (loss) 4,99: (1,489 7,00( (18,875
Total comprehensive income, net of taxes $ 161,76. $ 176,05( $ 546,93! $ 504,63:

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

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

ASSETS
Current assets:
Cash and cash equivalents
Short-term investments
Accounts receivable, net of allowance for doub#fttounts of $1,976 and $3,794
Due from EMC, net
Deferred tax asset
Other current assets
Total current assets
Property and equipment, net
Capitalized software development costs, net aneroth
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 M)
Stockholders’ equity:

Class A common stock, par value $.01; authoriz88®000 shares; issued and outstanding
128,336 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

September 30, December 31,
2012 2011

$ 1,480,200 $ 1,955,75

2,914,41! 2,556,45I

683,69! 882,85

46,17¢ 73,79¢

156,74 128,47

154,16 80,43¢

5,435,40: 5,677,77.

579,99¢ 525,49(

94,70: 154,23t

111,08 156,85!

765,59( 407,37

2,893,33. 1,759,08

$ 9,880,11: $ 8,680,80:

$ 72,46 $ 49,74

576,04: 587,65(

1,876,20: 1,764,10

2,524,71. 2,401,501

450,00( 450,00(

1,117,05 944,30¢

223,54: 114,71:

4,315,31. 3,910,522

1,28: 1,23¢

3,00( 3,00(

3,459,80. 3,212,26.

8,17¢ 1,17¢

2,092,53! 1,552,60

5,564,79! 4,770,28:

$ 9,880,11. $ 8,680,80:

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

A. Overview and Basis of Presentation
Company and Background

VMware, Inc. (“VMware” or the “Company”) is the ldar in virtualization and virtualization-based dlouafrastructure solutions utilized
by businesses to help them transform the way thég,deliver and consume information technologhf (¥ resources in a manner that is
evolutionary and based on their specific needs. \dk&g virtualization infrastructure software sodus, which include a suite of products
designed to deliver a software defined data centarpn industrystandard desktop computers and servers and suppade range of operati
system and application environments, as well asor&ing and storage infrastructures.

Accounting Principles

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

Unaudited Interim Financial Information

These accompanying unaudited consolidated finastagéments have been prepared pursuant to treeamdkeregulations of the Securities
and Exchange Commission (the “SEC”) for interimafigial reporting. In the opinion of managementséhenaudited consolidated financial
statements include all adjustments, consistingoofial recurring adjustments and accruals, for rastatement of VMware’s consolidated cash
flows, results of operations and financial conditfor the periods presented. Results of operatimasot necessarily indicative of the results
that may be expected for the full year 2012. Ceritafiormation and footnote disclosures typicallglirded in annual consolidated financial
statements have been condensed or omitted. Acglydihese unaudited interim consolidated finanstatements should be read in
conjunction with the consolidated financial stataeimseand related notes included in VMware's 2011 #airReport on Form 10-K.

VMware was incorporated as a Delaware corporatiatf98, was acquired by EMC Corporation (“EM@1)2004 and conducted its init
public offering of VMware’s Class A common stockAmgust 2007. As of September 30, 2012 , EMC hajgisroximately 79.2% of
VMware’s outstanding common stock, including 39.lian shares of VMware’s Class A common stock afibf VMware’s Class B
common stock. VMware is a majority-owned and cdigtbsubsidiary of EMC, and its results of openasi@nd financial position are
consolidated with EMC'’s financial statements. VM&and EMC engage in intercompany transactiongjdlinng agreements regarding the use
of EMC'’s and VMware’s intellectual property and Ireatate, agreements regarding the sale of goatisemices to one another, and an
agreement for EMC to resell VMware’s products amviges to third party customers. In geographiaasehere VMware has not established
its own subsidiaries, VMware contracts with EMC sidiaries for support services and for personnel asfe managed by VMware.
Additionally, beginning in the second quarter ol 20VMware incurs costs to operate the Mozy sergitdehalf of EMC. These costs, plus a
mark-up to approximate third-party costs and a manmeent fee, are reimbursed to VMware by EMC androed as an offset to the costs
VMware incurred on the consolidated statementaadine. See Note O to the consolidated financigstants for further information
regarding intercompany transactions between VMwaEMC.

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 refleetcsh flows, results of operations and
financial condition had VMware engaged in suchgeaions with an unrelated third party during a&ltipds presented. Accordingly, VMwase’
historical financial information is not necessaiilgicative of what the Company’s cash flows, resof operations and financial condition will
be in the future if and when VMware contracts at’arlength with unrelated third parties for thevsees the Company receives from and
provides to EMC.

Principles of Consolidatior

The consolidated financial statements include to®ants of VMware and its subsidiaries. All intargmany transactions and balances
between VMware and its subsidiaries have been mdited. All intercompany transactions with EMC ie ttonsolidated statements of cash
flows will be settled in cash, and changes in tlneent intercompany balances are presented as pac@nt 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 amourdassats and liabilities, the reported amounts\anaes
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
(unaudited)

and expenses during the reporting periods, andifadosure of contingent liabilities at the datdtof financial statements. Estimates are used
for, but not limited to, capitalized software dey@minent costs, trade receivable valuation, certednueed liabilities, useful lives of fixed assets
and intangible assets, valuation of acquired intdag, revenue reserves, income taxes, stock-bamagensation and contingencies. Actual
results could differ from those estimates.

New Accounting Pronouncemen

In June 2011, the Financial Accounting Standardsr@¢*FASB”) issued Accounting Standards Update Rl 1-05, Presentation of
Comprehensive Income (“ASU 2011-05"). ASU 2011-0Bmated the option to report other comprehengi®me and its components in the
statement of changes in equity. Comprehensive ieamnst be presented in one continuous statemeangbrehensive income or two sepal
consecutive statements. In December 2011, the F8sEd an amendment to ASU 2011-05 that defenethérement to present
reclassification adjustments out of accumulate@otomprehensive income on the face of the coretelitistatement of income. VMware
adopted this accounting standard update, as amgoadddnuary 1, 2012, and presents comprehensisemin accordance with the
requirements of the standard in this Quarterly Repo Form 10-Q.

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

The results of operations of the acquired busirgedsscribed below have been included in VMwarefsobtidated financial statements
from the dates of purchase.

Acquisition of Nicira, Inc.

On August 24, 2012, VMware acquired all of the tanding capital stock of Nicira, Inc(Nicira” ), a developer of software defined
networking solutions, under the terms of an Agresnaed Plan of Merger entered into in July. Thiguasition expands VMware’s product
portfolio to provide a suite of software definedwerking capabilities.

The aggregate consideration was $1,099.6 millieet of cash acquired, including cash of $1,083 lianiand the fair value of assumed
equity attributed to pre-combination services o $Imillion . Of this consideration, VMware depesitinto escrow $100.0 million of
consideration otherwise payable in the merger tddre of Nicira stock and equity awards. This amaufi be held in escrow as the sole
remedy for indemnification claims under the merggreement, if any, for a period of one year follogvthe completion of the merger.
Additionally, VMware assumed all of Nicira’s unvedtstock options and restricted stock outstandinigeacompletion of the acquisition. The
fair value of the assumed equity awards for postmiaation services was $152.4 million and was noltided in the consideration transferred.
Of the $152.4 million , $25.8 million was recordesistock-based compensation expense on the caxtsdlistatements of income in the three
months ended September 30, 2012 . The remainingdhie of $126.6 million attributed to post-comdiion services is being recognized over
the awards’ remaining requisite service periodsctviextend through the first half of 2016.

In accordance with the merger agreement, the asbumessted stock options converted into 1.1 milltock options to purchase VMwe
Class A common stock. The weighted-average acoprisitate fair value of the stock options was deteeth using the Black-Scholes option
pricing model with the following weighted-averagesamptions: i) market price of $92.21 per sharaclwivas the closing price of VMware’s
Class A common stock on the acquisition date;dpeeted term of 2.7 years; iii) risk-free interege of 0.3% ; iv) annualized volatility of
35.7% ; and v) no dividend yield. The weighted-ager acquisition-date fair value per share of tisam®d stock options was $88.39 . The
assumed restricted stock converted into 0.6 millibares of restricted VMware Class A common stdble fair value of the restricted stock
was based on the acquisition-date closing prick98f21 per share for VMware’s Class A common stock.

As of September 30, 2012 , the accounting for thoir&lacquisition had not been finalized due togieg items on the valuation of
acquired assets and liabilities, including unredogphtax benefits. Based on a preliminary assessidtware recorded provisional amounts
for these items in its consolidated financial stadats as of September 30, 2012 . During the measunteperiod, VMware may record
adjustments to the provisional amounts recordedgdamwill is expected to be deductible for tax megs.

8




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

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

Intangible assets $ 334,60(
Goodwill 947,95¢
Total intangible assets acquired 1,282,55!
Deferred tax liabilities, net (78,24°)
Income tax payable (103,82)
Other current liabilities, net of current assets (863%)
Total liabilities assumed (182,93)
Fair value of intangible assets acquired and aétlities assumed $ 1,099,62.

The following table summarizes the fair value af thtangible assets acquired by VMware in conjamctvith 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, excludingdgall $ 334,60(

IPR&D relates to one project which is expectedéabmpleted by the end of 2012. The value assigméte IPR&D project was
determined using a discounted cash flow model witliscount rate of 17% . Upon completion, the miojéll be amortized over its projected
remaining useful life. The estimated costs to catgthe project are not material.

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

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

2012 2011 2012 2011
Pro forma adjusted total revenue $1,134,330 $ 942,720 $3,313,95 $2,709,34
Pro forma adjusted net income 159,32( 151,79¢ 483,04! 443,33!
Pro forma adjusted net income per weighted-aveshgee, diluted
for Class A and Class B $ 037 $ 03 $ 111 % 1.0¢

Pro forma adjustments primarily include intangiafeortization, stock-based compensation expensectated tax effects.
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
(unaudited)

Other 2012 Business Combinations

In the nine months ended September 30, 2012 , Vilaequired five businesses in addition to Nicitae &ggregate consideration for
these five acquisitions was $261.2 million , netash acquired. The following table summarizesatlezation of the consideration to the fair
value of the tangible and intangible assets acdurel liabilities assumed (table in thousands):

Intangible assets $ 88,10(
Goodwill 189,95¢
Total intangible assets acquired 278,05¢
Deferred tax liabilities, net (12,79)
Other acquired liabilities, net of acquired assets (5,059
Total liabilities assumed (16,844
Fair value of intangible assets acquired and aétliies assumed $ 261,21

VMware anticipates that $14.7 milliaf the goodwill acquired will be deductible for oroe tax purposes. The following table summai
the fair value of the intangible assets acquire®bware through business combinations, excludingrdj in the nine months ended
September 30, 2012 (amounts in table in thousands):

Weighted-Average

Useful Lives Fair Value
(in years) Amount
Purchased technology 6.5 $ 63,60(
Customer relationships and customer lists 8.0 20,30(
In-process research and development 4,20(
Total intangible assets acquired, net, excludinggdgall $ 88,10(

Pro forma results of operations have not been ptedeas the results of the acquired businessesneraaterial, individually or in the
aggregate, to VMware’s consolidated results of afi@ns in the three and nine months ended Septedth@012 and 2011 .

Intangible Assets, Ne

The following table summarizes the changes in #treying amount of intangible assets, net, excludjagdwill for the nine months ended
September 30, 2012 (table in thousands):

Balance, January 1, 2012 $ 407,37!
Additions to intangible assets related to busimessbinations 422,70(
Change in accumulated amortization (64,485
Balance, September 30, 2012 $ 765,59

Goodwill

The excess of the consideration for acquisitiores ¢hve fair values assigned to the assets acqairédiabilities assumed, which represent:
the goodwill resulting from acquisitions, was alited to VMware’s one operating segment. Manageingigves 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.
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
(unaudited)

The following table summarizes the changes in #reying amount of goodwill for the nine months el@eptember 30, 2012 (table in
thousands):

Balance, January 1, 2012 $ 1,759,08!
Increase in goodwill related to business combimatio 1,137,91.
Deferred tax adjustments to purchase price allonaton previous acquisitions (3,550
Other adjustments to purchase price allocationgremious acquisitions (117)
Balance, September 30, 2012 $ 2,893,33

C. Research and Development and Capitalized SoftwaDevelopment Costs

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-tdkatastrategy 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 acinig technological feasibility and general releseustomers significantly decreased. For
future releases, management expects VMware'’s ptedade available for general release soon aftariological feasibility has been
established.

VMware's expensed and capitalized research andaawent (“R&D”) costs may not be comparable to VMw/a peer companies due to
differences in judgment as to when technologicasifigility has been reached or differences in judgmegarding when the product is available
for general release. Additionally, future changemianagement’s judgment as to when technologieailbéity is established, or additional
changes in VMware’s business, including its go-t@rket strategy, could materially impact the amafrdosts capitalized. For example, if the
length of time between technological feasibilityfdageneral availability were to increase again @nftiture, the amount of capitalized costs
would likely increase.

Generally accepted accounting principles requireuahamortization expense of capitalized softwareetbpment costs to be the greater o
the amounts computed using the ratio of currerdgrevenue to a product’s total current and aradteghrevenues, or the straight-line method
over the product’s remaining estimated economgc lifo date, VMware has amortized these costs tkagtraight-line method as it is the
greater of the two amounts. The costs are amortxzed periods ranging from 18 to 24 months, whigbresent the product’s estimated
economic life. The ongoing assessment of the rgatléty of these costs requires considerable jueiginby management with respect to
certain external factors such as anticipated futewenue, estimated economic life, and changesfiware and hardware technologies. Mate
differences in amortization amounts could occua assult of changes in the periods over which VMenaatually generates revenues or the
amounts of revenues generated.

Unamortized software development costs were $41lbmand $104.9 million as of September 30, 2@h2l December 31, 2011 ,
respectively, and are included in capitalized safsmdevelopment costs, net and other on the calasetl balance sheets.

In the three and nine months ended September 3@, 281l software development costs related to peobdfferings were expensed as
incurred and were included in R&D expenses on twempanying consolidated statements of incomehdrtiiree months end&eptember 3(
2011 , VMware capitalized $24.5 million (includifg.4 million of stock-based compensation) of castsirred for the development of
software products. In the nine months ended Semefy 2011 , VMware capitalized $86.4 million (umting $12.4 million of stock-based
compensation) of costs incurred for the developroésbftware products. These amounts were exclirded R&D expenses on the
accompanying consolidated statements of income.rfAmation expense from capitalized amounts was®llion and $14.4 million for the
three months ended September 30, 2012 and 20%peatively. Amortization expense from capitalizesoants was $57.5 million and $62.7
million for the nine months ended September 302281d 2011 , respectively. Amortization expensadhided in cost of license revenues on
the consolidated statements of income.

D. Earnings per Share

Basic net income per share is computed by dividieigncome by the weighted-average number of comshanes outstanding during the
period. Diluted net income per share is computedibigling net income by the weighted-average
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number of common shares outstanding and potentdllyive securities outstanding during the periasl calculated using the treasury stock
method. Potentially dilutive securities primarifclude stock options, unvested restricted stoctspand purchase options under VMware’s
employee stock purchase plan. Securities are eadlfrdm the computations of diluted net incomegtere if their effect would be anti-
dilutive. VMware uses the two-class method to daliuearnings per share as both classes shararttergyhts in dividends, therefore basic
and diluted earnings per share are the same fordiagses.

The following table sets forth the computationdasic and diluted net income per share for thesthrel nine months end&eptember 3(
2012 and 2011 (table in thousands, except per sizdizg:

For the Three Months For the Nine Months
Ended September 30, Ended September 30,
2012 2011 2012 2011
Net income $ 156,76t $ 177,53t $ 539,93 $ 523,50¢
Weighted-average shares, basic for Class A ang®as 427,14. 422 .03( 426,90: 420,24
Effect of dilutive securities 6,14¢ 9,851 7,53¢ 11,59¢
Weighted-average shares, diluted for Class A aad<B 433,28t 431,88: 434,43t 431,84t
Net income per weighted-average share, basic #sCA and
Class B $ 037 $ 04z $ 1.2¢ $ 1.2F
Net income per weighted-average share, dilutecCfass A and
Class B $ 03¢ $ 041 $ 1242 $ 1.21

For the three months ended September 30, 2012@1d, Btock options to purchase 0.5 million andilfon shares, respectively, of
VMware Class A common stock were excluded fromdihged earnings per share calculations becausedfiect would have been anti-
dilutive. For the three months ended SeptembeR@02 , 3.3 million shares of restricted stock wexeluded from the diluted earnings per
share calculations because their effect would ha@emn anti-dilutive. For the three months endede&epéer 30, 2011 , shares of restricted stocl
excluded from the diluted earnings per share catmris were not material.

For the nine months ended September 30, 2012 alhl,Ziock options to purchase 0.4 million andrBiion shares, respectively, of
VMware Class A common stock were excluded fromdihged earnings per share calculations becausedfiect would have been anti-
dilutive. For the nine months ended September @022 2.0 millionshares of restricted stock were excluded from theted earnings per she
calculations because their effect would have beirdéutive. For the nine months ended Septemli®e2811 , shares of restricted stock
excluded from the diluted earnings per share catmris were not material.

E. Investments

Investments as of September 30, 2012 and Decemib@031 consisted of the following (tables in thanuds):

September 30, 2012

Cost or Unrealized Aggregate

Amortized Cost  Unrealized Gains Losses Fair Value
U.S. Government and agency obligations $ 370,55¢ $ 1,35: $ ) $ 371,90¢
U.S. and foreign corporate debt securities 1,436,44 6,64¢ (274) 1,442,82.
Foreign governments and multi-national agency alilgns 42,16 27 (2 42,19
Municipal obligations 970,55( 3,96¢ (307) 974,21:
Mortgage-backed securities 83,46( 147 (329) 83,28:
Total investments $ 2,903,18 $ 12,14 $ (9100 $ 2,914,41
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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 alilgns 58,45t 30 (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 $ (2,77¢9 $ 2,556,45

Both the realized gains and realized losses orstnuents were not material for the three and ninethsoended September 30, 2012 .
During the nine months ended September 30, 20t#al&zed gain of $56.0 million was recorded inestthcome (expense), net on the
consolidated income statement for the sale of VMy¥gainvestment in Terremark Worldwide, Inc. All ettrealized gains and losses on
investments were not material for the three and mionths ended September 30, 2011 . In additiony&id evaluated its investments as of
September 30, 2012 and December 31, 2011 and deéettinat there were no unrealized losses thatated an other-than-temporary
impairment.

As of September 30, 2012 and December 31, 2011wate did not have investments in a material coatirsuunrealized loss position for
twelve months or greater. Unrealized losses onsimvents as of September 30, 2012 , and Decemb@031,, which have been in a net loss
position for less than twelve months, were clasdifiy investment category as follows (table in gamds):

September 30, 2012 December 31, 2011
Unrealized Unrealized
Fair Value Losses Fair Value Losses
U.S. Government and agency obligations $ 21,84 $ 4 $ 50,60 $ (23
U.S. and foreign corporate debt securities 168,93 (267) 539,22¢ (2,036
Foreign governments and multi-national agency alilbms 10,03¢ 2 43,02¢ (87)
Municipal obligations 180,85( (302 298,18 (40€)
Asset-backed securities — — 20,02t (23
Mortgage-backed securities 47,31t (310 32,81° (172
Total $ 428,98 $ (885 $ 983,88 $ (2,749

Contractual Maturities

The contractual maturities of investments heldegit@&mber 30, 2012 consisted of the following (tabldousands):

Amortized Aggregate

Cost Basis Fair Value
Due within one year $ 872,93" $ 873,95:
Due after 1 year through 5 years 1,947,16! 1,957,54!
Due after 5 years 83,08t 82,92:
Total investments $ 2,903,218 $ 2,914,41

F. Fair Value Measurements

Generally accepted accounting principles provide thir value is an exit price, representing theant that would be received upon the
sale of an asset or paid to transfer a liabilitpinorderly transaction between market participaigssuch, fair value is a market-based
measurement that is determined based on assumftmin®arket participants would use in pricing ased or liability. As a basis for
considering such assumptions, generally accepisabating principles established a thites-value hierarchy, which prioritizes the inputsed
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 tat
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observable for the assets or liabilities, eitheectly or indirectly; and (Level 3) unobservableuts for the assets or liabilities in which thege i
little or no market data, which requires VMwared®velop its own assumptions.

VMware’s Level 1 classification of the fair valueerarchy includes money market funds and certaail@bvle-for-sale fixed income
securities because these securities are valued gewoted prices in active markets for identicabéss

VMware’s Level 2 classification includes the rendn of the available-for-sale fixed income secesitbecause these securities are price
using quoted market prices for similar instrumertd non-binding market prices that are corroborbiedbservable market data. VMware
obtains the fair values of its Level 2 financiadtuments based upon fair values obtained fromuissody bank. In addition, VMware obtains
fair values of its Level 2 financial instrumenterfr the asset manager of each of its portfolios. \&vbwalidates the fair value provided by its
custody bank by comparing it against the indepenpiecing information obtained from the asset masmagindependently, the custody bank
and the asset managers use professional pricimigegto gather pricing data which may include gdanarket prices for identical or
comparable instruments, or inputs other than quptes 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 valnanputs for these are based upon
quoted prices and quoted pricing intervals fromlioutetta sources. The fair value of these contraets not material for any period presented.
VMware does not have any material assets or ltaslthat fall into Level 3 of the fair value hiechy.

The following tables set forth the fair value hietsy of VMware’s money market funds and availaldegale securities, including those
securities classified within cash and cash equntalen the consolidated balance sheets, that wetered to be measured at fair value as of
September 30, 2012 and December 31, 2011 (tabtesusands):

September 30, 2012

Level 1 Level 2 Total

Money-market funds $ 1,070,74 $ — $ 1,070,74!
U.S. Government and agency obligations 236,08¢ 135,82( 371,90¢
U.S. and foreign corporate debt securities — 1,446,82. 1,446,82.
Foreign governments and multi-national agency aliligns — 42,19 42,19:
Municipal obligations — 974,21 974,21
Mortgage-backed securities — 83,28: 83,28:

Total $ 1,306,83 $ 2,682,33 $ 3,989,16.

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 alilys — 58,397 58,397
Municipal obligations — 769,24: 769,24:
Asset-backed securities — 27,08¢ 27,08¢
Mortgage-backed securities — 49,73¢ 49,73¢

Total $ 1,516,64: $ 2,395700 $ 3,912,335

G. 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 flatans resulting from operating expenses denontniateertain foreign
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currencies, VMware entered into foreign currenayvard contracts starting in the fourth quarter @ 2. The Company designates these
forward contracts as cash flow hedging instrumastthe accounting criteria for such designationtdezs met. Therefore, the effective portion
of gains or losses resulting from changes in tirevidue of these hedges is initially reported ac@mulated other comprehensive income or
consolidated balance sheet, and is subsequentissifted to the related operating expense lima itethe consolidated statements of incon
the same period that the underlying expenses auergd. Interest charges or “forward points” on Vite's forward contracts are excluded
from the assessment of hedge effectiveness amge@oeded in other income (expense), net in thea@ated statements of income as incur
For the three and nine months ended Septembe03Q,,2all amounts recognized on the consolidatetgstents of income related to
VMware’s cash flow hedging program were immaterial.

VMware generally enters into cash flow hedges sanmiually with maturities of six months or less.#sSeptember 30, 2012 and
December 31, 2011 , VMware had forward contractsureghase foreign currency designated as cashhfémges with a total notional value of
$37.8 million and $47.1 million , respectively. Tiaér value of these forward contracts was immateas of September 30, 2012 and therefore
excluded from the fair value tables above. Fortlinee and nine months ended September 30, 20lL2ashl flow hedges were considered
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 rdigese forward contracts are not
designated as hedging instruments under applieaoleunting guidance, and therefore all changesdriair value of the forward contracts are
reported in other income (expense), net in the dateted statements of income. The gains and lazsé4ware’s foreign currency forward
contracts generally offset the majority of the gaamd losses associated with the underlying foreigrency denominated assets and liabilities
that VMware hedges.

VMware’s foreign currency forward contracts are gatly traded on a monthly basis with a typicaltcactual term of one month. As of
September 30, 2012 and December 31, 2011 , VMwadehtstanding forward contracts with a total muiovalue of $260.8 million and
$324.1 million , respectively. The fair value oé#ie forward contracts was immaterial as of Septe8Me2012 and December 31, 2011 and
therefore excluded from the fair value tables above

H. Property and Equipment, Net
Property and equipment, net, as of September 3@ 26d December 31, 2011 consisted of the folloytalle in thousands):

September 30, December 31,

2012 2011

Equipment and software $ 589,59: $ 512,75¢
Buildings and improvements 390,71( 340,59¢
Furniture and fixtures 63,82: 61,02:
Construction in progress 86,85¢ 68,70"
Total property and equipment 1,130,98. 983,08
Accumulated depreciation (550,98¢) (457,59()
Total property and equipment, net $ 579,99¢ $ 525,49(

Depreciation expense was $30.9 million and $31likamiin the three months ended September 30, 2022011 , respectively, af86.6
million and $93.7 million in the nine months endgeptember 30, 2012 and 2011 , respectively.

In the three months ended June 30, 2011, VMwaredi@an agreement to purchase the right, title mbeddst in a ground lease covering
property and improvements located adjacent to VM¥gagxisting Palo Alto, California campus for aalatost of $225.0 million . Based upon
the preliminary respective fair values, $51.9 imill of the purchase price was recorded to promertyequipment, net on the June 30, 2011
consolidated balance sheet for the estimated &iirevof the buildings and site improvements. Timeaiaing $173.1 million of the purchase
price was attributed to the fair value of the gmblease and was primarily recorded to intangibsetss net on the June 30, 2011 consolidated
balance sheet.

In the three months ended September 30, 2011 rtfss gmount classified to property and equipmesttyas increased by $22.0 million
to $73.9 million to reflect the final assumptoregarding VMware’s intended use of the existitngctures. As a result of this adjustment, the
gross amount of the value recorded to intangibdetas net on the consolidated balance sheet wasaded by the same amount. The $22.0
million adjustment is reflected on the consolidastatement of
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cash flows for the three months ended Septembe2(®0,. For the nine months ended September 30, 204 final value of $73.9 million paid
and attributed to the property is included withitdiions to property and equipment and the $151lllom paid and attributed to intangible
assets is separately disclosed within cash used@sting activities on the consolidated statenoémmiash flows.

As of September 30, 2012 and December 31, 201dstreation in progress primarily represented buaildi and site improvements related
to VMware’s Palo Alto campus expansion that hadyebteen placed into service.

I. Accrued Expenses and Other

Accrued expenses and other as of September 30,&@llRPecember 31, 2011 consisted of the followtablé in thousands):

September 30, December 31,

2012 2011
Salaries, commissions, bonuses, and benefits $ 222,45. $ 287,24t
Accrued partner liabilities 106,45« 124,35¢
Other 247,13t 176,04.
Total $ 576,04: $ 587,65(

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

J. Unearned Revenues

Unearned revenues as of September 30, 2012 andnbec81, 2011 consisted of the following (tabl¢hiausands):

September 30, December 31,

2012 2011
Unearned license revenues $ 366,14: $ 389,22!
Unearned software maintenance revenues 2,415,32. 2,133,51
Unearned professional services revenues 211,80: 185,68:
Total unearned revenues $ 2,993,261 $ 2,708,41

Unearned license revenues are recognized eittablyatr upon the delivery of existing productsufet products or services. Future
products include, in some cases, emerging prodiatsare offered as part of product promotions wliee purchaser of an existing product is
entitled to receive a promotional product at noitalthl charge. VMware regularly offers product prations as a strategy to improve
awareness of its emerging products. To the extemhgtional products have not been delivered andi@especific objective evidence
(“VSOE") of fair value cannot be established, theemue for the entire order is deferred until siirole as all product delivery obligations have
been fulfilled. Increasingly, unearned license rexemay also be recognized ratably, which is gdigedae to a right to receive unspecified
future products or a lack of VSOE of fair valuetbe software maintenance element of the arrangereSeptember 30, 2012 , the ratable
component represented over half of the total urezhlicense revenue balance. Unearned software emainte revenues are attributable to
VMware’'s maintenance contracts and are recogniatzdbly over terms of one to five years with a weighaverage remaining term at
September 30, 2012 of approximately 1.9 years. theebprofessional services revenues result prignxoim prepaid professional services,
including training, and are generally recognizedhasservices are delivered.

K. 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 2012 August 2007, VMware repaid $350.0 million of tinete payable, and as of September 30,
2012 , $450.0 million remained outstanding. In JRG&1, VMware and EMC amended and restated theto@tetend 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 continueeset quarterly. For the three months ended Sédgete0, 2012 and 2011 , $1.2 milliand
$0.9 million , respectively, of interest expensaewecorded related to the note payable. For the mionths ended September 30, 2012 and
2011, $3.6 million and $2.8 millionrespectively, of interest expense were recordizded to the note payable. The note may be rgpadto
the maturity date without penalty. No repaymentprafcipal were made during the three and nine mehded September 30,
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2012 and 2011 .

L. Income Taxes

Although VMware files a consolidated federal tatura with EMC, VMware calculates its income tax yigion on a stan@one basis. Tt
Company’s effective tax rate in the periods presetiig the result of the mix of income earned inows tax jurisdictions that apply a broad
range of income tax rates. The rate at which tbeigion for income taxes is calculated differs frdm U.S. federal statutory income tax rate
primarily due to different tax rates in foreignigdictions where income is earned and considerde fadefinitely reinvested.

VMware's effective income tax rate was 19.7% arid/@for the three months ended September 30, 20d. 2@t , respectively. The
higher effective rate for the three months endguteSeber 30, 2012 compared with the three monthedB&ptember 30, 2011 was primarily
attributable to a change in mix of profitability thfe domestic and international operations anexpération of the federal research credit at the
end of 2011. The effective income tax rate was%4and 10.6% for the nine months ended Septembe(@@2 and 2011 , respectively. The
higher effective rate for the nine months ended&uaper 30, 2012 compared with the nine months eSépdember 30, 2011 was primarily
attributable to the items discussed above forhiheet months ended September 30, 2012 , as wéleasetr-over-year effect of a release in
uncertain tax benefits in the nine months endedelaper 30, 2011 due to a closure of a tax audit.

VMware's rate of taxation in foreign jurisdictiorslower than the U.S. tax rate. VMware’s interaatl income is primarily earned by
VMware's subsidiaries in Ireland, where the statyitax rate is 12.5% . Management does not belieaeany recent or currently expected
developments in non-U.S. tax jurisdictions are oeably likely to have a material impact on VMwareftective tax rate. As of September 30,
2012 , VMware’s total cash, cash equivalents, dmdtgerm investments were $4,394.6 million , ofieth$2,920.0 million were held outside
the U.S. If these overseas funds are needed fopégations in the U.S., VMware would be requiedd¢crue and pay U.S. taxes on related
undistributed earnings to repatriate these fundsveaver, all income earned abroad, except for preshotaxed income for U.S. tax purpose:
considered indefinitely reinvested in VMware’s figie operations and no provision for U.S. taxesbeen provided with respect thereto. At
this time, it is not practicable to estimate theoant of tax that may be payable were VMware to trigite these funds, and VMware’s current
plans do not demonstrate a need to repatriate théumd its U.S. operations. VMware will meet its3Jliquidity needs through cash flows
from operations, external borrowings, or both. VMevatilizes a variety of tax planning and financsigategies in an effort to ensure that its
worldwide cash is available in the locations in e¥hit is needed.

As of September 30, 2012 , VMware had gross unmized tax benefits totaling $193.2 million , whiekcludes $12.5 million of
offsetting tax benefits. In the third quarter ofl20 VMware increased its reserve for uncertainp@sitions by $102.1 million . If recognized,
approximately $184.7 million of VMware’s net unrggized tax benefits, not including interest, wordduce income tax expense and lower
VMware’s effective tax rate in the period or pesaegcognized. The $193.3 million of net unrecogahitex benefits, including interest, were
classified as a non-current liability on the coidaled balance sheet. It is reasonably possibtentitlain the next 12 months audit resolutions
could potentially reduce total unrecognized taxdsits by between approximately $7.0 million and®illion . Audit outcomes and the
timing of audit settlements are subject to sigaificuncertainty.

VMware recognizes interest expense and penaltiatedeto income tax matters in the income tax mmiowi. VMware recognized
approximately $1.1 million and $2.7 million in inést and penalties for the three and nine montded&Beptember 30, 2012 and had accrued
$8.6 million of interest and penalties as of Seften80, 2012 , associated with the net unrecognieetlenefits. These amounts are included
as components of the $193.3 million of net unrecghtax benefits as of September 30, 2012 .

M. Commitments and Contingencies
Litigation

From time to time, VMware is subject to legal, adisirative and regulatory proceedings, claims, datsand investigations in the
ordinary course of business, including claims wébpect to intellectual property, contracts, empiegit and other matters. VMware accrue:
a liability when it is both probable that a liabilhas been incurred and the amount of the losdearasonably estimated. Significant judgn
is required in both the determination of probapitihd the determination as to whether a loss sorebly estimable. These accruals are
reviewed at least quarterly and adjusted to refleetimpacts of negotiations, settlements, rulirglvice of legal counsel and other information
and events pertaining to a particular matter. ASeptember 30, 2012 and December 31, 2814 amounts accrued were not material. T¢

extent there is a reasonable possibility thatdlseds could exceed the amounts already accruedgeraent believes that the amount of any
such additional loss would also be immaterial towdMle’s consolidated financial position and resafteperations.
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Operating Lease Commitments

VMware leases office facilities and equipment ungmious operating leases. Facility leases gernyeratlude renewal options. VMware’s
future lease commitments at September 30, 2012 agefellows (table in thousands):

2012 $ 13,34:
2013 53,04¢
2014 47,61¢
2015 38,79:
2016 32,627
Thereafter 574,93(

Total minimum lease payments $ 760,36:

The amount of the future lease commitments afté626 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 ouaies, the operating lease payments may
fluctuate in response to changes in the excharigéoeween the U.S. Dollar and the foreign curesai which the commitments are payable.

N. Stockholders’ Equity
VMware Stock Repurchase Programs

In February 2012, VMware’s Board of Directors authed the repurchase of up to $600.0 million of V&@/s Class A common stock
through the end of 2013 . In February 2011, a cdtembf VMware’s Board of Directors authorized tepurchase of up to $550.0 million of
VMware's Class A common stock, which was completethe second quarter of 2012.

From time to time, stock repurchases may be madsiput to the February 2012 authorization in oparket transactions or privately
negotiated transactions as permitted by secuféies and other legal requirements. VMware is ndigaked to purchase any shares under its
stock repurchase programs. The timing of any rémses and the actual number of shares repurcha$elépend on a variety of factors,
including VMware’s stock price, cash requirememtsdperations and business combinations, corparadeegulatory requirements and other
market and economic conditions. Purchases cansbertinued at any time that VMware feels additignachases are not warranted. All
repurchased shares are retired.

The following table summarizes stock repurchaseiacin the three and nine months ended Septer@beR012 and September 30, 2011
(table in thousands, except per share amounts):

For the Three Months For the Nine Months
Ended September 30, Ended September 30,
2012 2011 2012 2011
Aggregate purchase price $ 12881 $ 210,527 $ 307,01 $ 490,91t
Class A common shares repurchased 1,45¢ 2,371 3,30¢ 5,53¢
Weighted-average price per share $ 88.3t $ 88.81 $ 92.91 $ 88.6:

The amount of repurchased shares includes commssaitd was classified as a reduction to additipaal-in capital. As of September 30,
2012 , the authorized amount remaining for repwsehaas $378.3 million .

VMware Employee Stock Purchase Plan

The following table summarizes Employee Stock PasehPlan (the “ESPP”) activity in the three andenmitonths ended September 30,
2012 and 2011 (table in thousands, except per stmaoeints):

Purchase Period Ended

July 31, January 31,
2012 2011 2012 2011
Cash proceeds $ 36,51 $ 30,15 $ 32,86: $ 26,81
Class A common shares purchased 473 40¢ 424 407
Weighted-average price per share $ 7718 $ 737C $ 7758 $ 65.9(
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As of September 30, 2012 , $21.4 million of ESPEholdings were recorded as a liability on the odidated balance sheet for the next
purchase in January 2013 .

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.

In the first nine months of 2012 , VMware grantedfprmance stock unit (“PSU”) awards to certainit®executives and employees. The
awards will vest through the first quarter of 20fléertain employee specific or VMware designatedf@mance targets are achieved. If
minimum performance thresholds are achieved, e&thd&wvard will convert into VMware’s Class A commstock at a ratio ranging from 0.5
to 3.0 shares for each PSU, depending upon thededrachievement of the performance target detgdriay each individual award. If
minimum performance thresholds are not achievesh tto shares will be issued under that PSU awandk$®ased compensation expense for
the PSUs is recognized over the requisite senécogs of the awards based on expected levelshiéweement of the performance targets. The
expected levels of achievement are reassessedhaegquisite service periods and, to the exteaitttiese expected levels change, stock-base
compensation expense is adjusted through a cuweilegitch-up adjustment in the period of changeth@demaining unrecognized stoblse:
compensation expense is recorded over the remaieqgsite service period. As such, the total anhofithe expense and the timing that the
expense is recognized could fluctuate. As of Sep&rB0, 2012 , 0.4 million PSUs were outstanding) are included in the table summarizing
restricted stock activity below.

The following table summarizes restricted stochkvétgtsince January 1, 2012 (awards in thousands):

Weighted-
Average Grant
Number Date Fair
of Value
Awards (per award)
Outstanding, January 1, 2012 9,54( $ 72.7¢
Granted 7,02t 103.1:
Vested (2,795 63.7¢
Forfeited (1,095 77.9¢
Outstanding, September 30, 2012 12,67¢ 91.5:

The total fair value of VMware restricted stock ads including restricted stock and restricted lstawits, that vested in the nine months
ended September 30, 2012 was $260.8 million . ASepitember 30, 2012 , restricted stock awardsydimd) restricted stock, restricted stock
units and performance stock units, representing fifllion shares of VMware’s Class A common stoakrgvoutstanding, with an aggregate
intrinsic value of $1,226.1 million based on VMwarelosing price as of September 30, 2012 . Thesgads are scheduled to vest through
2016 .

VMware Shares Repurchased for Tax Withholdings

In the three months ended September 30, 2012 ahd, 20Mware repurchased or withheld and retiredrillon and 0.3 million shares,
respectively, of Class A common stock, for $21.4iam and $32.1 million , respectively, to covek taithholding obligations. In the nine
months ended September 30, 2012 and 2011 , VMwargchased or withheld and retired 1.0 million aridmillion shares, respectively, of
Class A common stock, for $93.2 million and $10%i8ion , respectively, to cover tax withholdingl@ations. These amounts differ from the
amounts of cash remitted for tax withholding obiigas on the consolidated statements of cash fthwesto the timing of payments. Pursuar
the respective award agreements, these shareseperehased or withheld in conjunction with the stedre settlement upon the vesting of
restricted stock and restricted stock units dutirggperiod. The value of the repurchased or withkBhres, including restricted stock units,
classified as a reduction to additional paid-initzdp

O. Related Party Transactions

In the second quarter of 2011, VMware acquiredaieidssets relating to EMC’s Mozy cloud-based dtieage and data center services,
including certain data center assets and a licensertain intellectual property. EMC retained ovaiép of the Mozy business and its
remaining assets. EMC continues to be responsibildoizy customers for Mozy products and servicesamdinues to recognize revenue from
such products and services. VMware entered intopanational support agreement with EMC throughetiné of 2012, pursuant to which
VMware took over responsibility to operate the Maeyvice on behalf
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of EMC. Pursuant to the support agreement, costgtied by VMware to support EMC’s Mozy servicesigph mark-up intended to
approximate third-party costs and a managementfeeeimbursed to VMware by EMC. On the consotidattatements of income, in the
three months ended September 30, 2012 and 20th aswounts as described above were approximatély $illion and $13.1 million ,
respectively. In the nine months ended Septembe2@® and 2011 , such amounts were $47.5 milieh$25.3 million , respectively. These
amounts were recorded as a reduction to the cddtsave incurred.

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 three and nine months ended Sdyed0, 2011 , $1.9 million and
$14.4 million , respectively, of contingent amouwesre paid to EMC. These payments were recordedjaisy transactions and were offsets to
the initial capital contribution from EMC. As of bember 31, 2011, all contingent payments urfteeagreement had been made.

Pursuant to an ongoing reseller arrangement wittCEEMC bundles VMware’s products and services \ElhC’s products and sells thi
to end-users. In the three months ended Septerfb@022 and 2011 , VMware recognized revenues 6f8haiillion and $16.7 million ,
respectively, from products and services sold @msto VMware’s reseller arrangement with EMC.He thine months ended September 30,
2012 and 2011 , VMware recognized revenues of $l@ifllion and $50.9 million respectively, from such contractual arrangemetit BMC.
As of September 30, 2012 , $132.7 million of rewenfrom products and services sold under the ezsmitangement were included in
unearned revenues.

In the three months ended September 30, 2012 atid,20Mware recognized professional services regemf $21.2 million and $13.2
million , respectively, for services provided to ENM customers pursuant to VMware’s contractual egrents with EMC. In the nine months
ended September 30, 2012 and 2011 , VMware recedmmfessional services revenues of $63.5 miliod $44.0 million respectively, fror
such contractual agreements with EMC. As of Sepérib, 2012 , $5.4 millioof revenues from professional services to EMC austs wert
included in unearned revenues.

In the three months ended September 30, 2012 atid,20Mware recognized revenues of $3.0 million &id million , respectively,
from products and services purchased by EMC ferival use pursuant to VMware’s contractual agre¢sneith EMC. In the nine months
ended September 30, 2012 and 2011 , VMware recedgmévenues of $6.8 million and $2.0 million , espvely, from such contractual
agreements with EMC. As of September 30, 2012 ,4528llion of revenues from products and serviceschased by EMC for internal use
were included in unearned revenues.

VMware purchased products and services from EMG#02 million and $3.8 million in the three mon#rsded September 30, 2012 and
2011 , respectively, and for $28.1 million and ®1million in the nine months ended September 3Q224hd 2011 , respectively.

In certain geographic regions where VMware doeshawe 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 &-u@aintended to approximate costs that would Hsen charged had VMware
contracted for such services with an unrelatedi thairty. 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 $26.4 million and $21.llomiin the three months ended September 30, 280i@ 2011 , respectively, and $75.5
million and $63.8 million in the nine months end&eptember 30, 2012 and 2011 , respectively.

In the three and nine months ended September 3@, 2@ payments were made by either VMware or EM@er the tax sharing
agreement. In the three and nine months ended8bpte30, 2011 , EMC paid VMware $100.0 million &2&¥6.4 million, respectively, unde
the tax sharing agreement and no payments were byad®ware to EMC. Payments between VMware and El@er the tax sharing
agreement primarily relate to VMware’s portion efléral income taxes on EMC'’s consolidated tax neteayments from VMware to EMC
primarily relate to periods for which VMware hadusti-alone federal taxable income, while paymets fEMC to VMware relate to periods
for which VMware had a stand-alone federal taxddds. The amounts that VMware either pays to ogives from EMC for its portion of
federal income taxes on EMC'’s consolidated taxrretiiffer from the amounts VMware would owe on argt-alone basis and the difference is
presented as a component of stockholders’ equityal periods presented, the difference was ndéerizd .

In the three months ended September 30, 2012 abd,2R1.2 million and $0.9 million , respectivedyf,interest expense was recorded
related to the note payable to EMC and includedterest expense with EMC on VMware’s consolidattdements of income. In the nine
months ended September 30, 2012 and 2011 , $3i6mahd $2.8 million , respectively, of interegpense was recorded related to the note
payable to EMC and included in interest expensh ®MC on VMware'’s
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consolidated statements of income. VMware's integgpense as a separate, stand-alone company niéghee or lower than the amounts
reflected in the consolidated financial statements.

As of September 30, 2012 , VMware had $46.2 milhet due from EMC, which consisted of $79.2 milldwe from EMC, partially offse
by $33.0 million due to EMC. These amounts resuitech the related party transactions described eblvaddition to the $46.2 million net
due from EMC as of September 30, 2012 , VMwaredrainmaterial amount of net income taxes receivabla EMC, which is included in
other current assets on VMware’s consolidated lcalaheet. Balances due to or from EMC which arelated to tax obligations are generally
settled in cash within 60 days of each quarter-&he.timing of the tax payments due to and from ElIGoverned by the tax sharing
agreement with EMC.

Effective September 1, 2012, VMware’s former CE@uIRMaritz, was succeeded as Chief Executive Qftdéd/Mware by Pat Gelsinger.
Pat Gelsinger was the President and Chief Operé&iffiger of EMC Information Infrastructure ProducBaul Maritz remains a board member
of VMware and took on a new technology strategikt at EMC. With the exception of a long-term inem performance award from EMC
that Pat Gelsinger agreed to cancel in consideratfi@ new performance stock unit award from VMwé@h Paul Maritz and Pat Gelsinger
retained and continue to vest in their respectiugte awards that they held as of September 1, 2Bidtkbased compensation expense rel
to Pat Gelsinger's EMC awards will be recognized/diware’s consolidated statements of income overaWwardsremaining requisite servi
periods. Stock-based compensation expense retateaul Maritz’'s VMware awards will be recognizedaasexpense by EMC.

P. Segment Information

VMware operates in oneperating segment. Operating segments are dedimedmponents of an enterprise about which sep@amatecial
information is evaluated regularly by the chief @iimg decision maker in deciding how to allocasaurces and assessing performance.
VMware's chief operating decision maker allocatesources and assesses performance based upotedigenecial information at the
consolidated level. Since VMware operates in operating segment, all required financial segmefiarmation can be found in the
consolidated financial statements.

Revenues by geographic area for the three andmimths ended September 30, 2012 and 2011 werd@ssdtable in thousands):

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
United States $ 553,57. $ 443,41. $ 1,589,201 $ 1,293,29
International 580,11: 498,45( 1,722,68! 1,413,50.
Total $ 1,133,68. $ 941,86: $ 3,311,89: $ 2,706,79

No country other than the United States had matenenues for the three and nine months endede8wyetr 30, 2012 or 2011 .

Long-lived assets by geographic area, which primarclude property and equipment, net, as of Saptr 30, 2012 and December 31,
2011 were as follows (table in thousands):

September 30, December 31,

2012 2011
United States $ 49450: $ 429,67¢
International 45,11¢ 46,47
Total $ 539,62( $ 476,15!

No country other than the United States accourded3% or more of these assets at September 30,&Mecember 31, 2011 ,
respectively.
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ITEM 2. MANAGEMENT’ S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

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

Overview

Our primary source of revenues is the licensingirfialization and virtualization-based cloud irdtaicture solutions and related support
and services for use by businesses and organizaifaall sizes and across numerous industriesgiin ififormation technology (“IT")
infrastructure.

We have developed a multi-channel distribution nhéalexpand our global presence and to reach veisegments of our industry. In the
third quarter and first nine months of 2012 , weds over 85% of our sales from our channel pastnehich include distributors, resellers,
system vendors and systems integrators. Saleg haunel partners often involve three tiers ofritigtion: a distributor, a reseller and an end
user customer. Our sales force works collaboratiwéth our channel partners to introduce them tstemers and new sales opportunities. As
we expand geographically, we expect to continuedb additional channel partners.

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

We expect to grow our business by broadening atwalization infrastructure software solutions testogy and product portfolio,
increasing product awareness, promoting the adopfi@irtualization and building long-term relatigrips with our customers through the
adoption of enterprise license agreements (“ELASIce the introduction of VMware vSphere in 2088, have introduced more products tha
build on the vSphere foundation, including VMwagphere 5 and a comprehensive suite of cloud imiretstre technologies, as well as
VMware View 5. Additionally, in the third quartef 2012, we released VMware vCloud Suite 5.1, whinthgrates our virtualization, cloud
infrastructure and management portfolio into a cahpnsive solution consisting of cloud infrastruetand management products, expertise
and ecosystem support. VMware vCloud Suite 5.1lidicst solution to deliver a software definedalaenter ("SDDC"). The SDDC
architecture abstracts all hardware resources aols phem into aggregate capacity, enabling automad safely and efficiently parcel it out
needed for applications. The SDDC delivers IT sawifor cloud computing by extending and simplifythe benefits of virtualization to every
domain in the data center: compute, storage, n&tmgrand management functionality. We plan to oo to introduce additional products in
the future that expand and promote the use of 8phere foundation and the SDDC. In addition, weehaade acquisitions that strengthen oul
product offerings or extend our strategy to delimeyvader virtualization solutions. For exampleAugust 2012 we acquired Nicira, Inc.
(“Nicira™), a developer of software defined netwimty solutions, which expands our product portfatigprovide a suite of software defined
networking capabilities. Business acquisitionsarémportant element of our strategy and we exjgecbntinue to consider additional strate
business acquisitions in the future.

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 certaipegses which are included in our total operatiqeeses calculated in accordance with
GAAP. The expenses excluded are stbaked compensation, the net effect of the amaddizaind capitalization of software developments
and certain other expenses consisting of emploggrofl taxes on employee stock transactions, amatitin of intangible assets and
acquisition-related items. We believe this measeflects our ongoing business in a manner thatvallmeaningful period-to-period
comparisons. We are not currently focused on dleom-operating margin expansion, but rather ongtimg at appropriate rates to support our
growth and future product offerings in what mayabsubstantially more competitive environment.

Although our customers continue to adopt our proglatform as a strategic investment that impraeffisiency and flexibility for their
business and enables substantial cost savinggmaim cautious about the macroeconomic environridmat.volatility we are observing in b
the world economy and individual sovereign natiova/ impact IT spending and demand for our prodastsservices for the remainder of
2012. We expect to continue to manage our resoyrceiently, while making key investments in supmdrbur long-term growth objectives.
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Income Statement Presentation

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

As a consequence of the timing differences in #loegnition of license revenues and software maamea revenues, variability in
operating margin can result from differences betweben we quote and contract for our services amehvihe cost is incurred. Variability in
operating margin can also result when we recogmieeiously unearned foreign denominated softwar@t@aance and license revenues in
future periods. Due to our use of the U.S. Dolkpar functional currency, unearned revenue rensiits historical rate when recognized into
revenue while our operating expenses in futureoperare based upon the foreign exchange rateatdtrtte.

Sources of Revenue
License revenues

Our license revenues consist of revenues earnadtfre licensing of our software products. These@pets are generally licensed on a
perpetual basis. License revenues are recognized thie elements of revenue recognition for thenbee software are complete, generally
upon electronic shipment of the software. The reesrallocated to the software license includeduttipie-element contracts represent the
residual amount of the contract after the fair eadfithe other elements has been determined. Waitee of our products are licensed on a
subscription basis, subscription license revenuesat a material part of our business.

Pricing models have generally been based uponhtysiqal infrastructure, such as the number of ptajslesktop computers or server
processors, on which our software runs. We basigrfor some of our products on virtual, rathartlpurely physical, entittements, while
continuing to license such products on a perpdtasis. In 2011, we revised the pricing model forwale vSphere 5 so that while it continued
to be licensed perpetually on a peocessor basis, the two physical constraints, mummbcores and physical RAM, had been eliminaidse
physical constraints were replaced with a singteualization-based entitlement of virtual memoryyB®AM, which could be shared across a
large pool of servers. In the third quarter of 2042 revised the pricing model again for VMware k&g when sold on a perpetual basis,
continuing to license on a per-processor basisvithtno core, vVRAM or number of virtual machine itsa The revised pricing model did not
impact our revenue recognition policies.

Softwar e maintenance revenues

Software maintenance revenues are recognized yaiabl the contract period. Our contract periogsdlly range from one to five years
and include renewals of software maintenance dtdd the initial software maintenance period expiréendor-specific objective evidence
(“VSOE") of fair value for software maintenancesees is established by the rates charged in sidorike sales of software maintenance
contracts. Customers receive various types of ieahsupport based on the level of support purathaSestomers who are party to software
maintenance agreements with us are entitled tovepeoduct updates and upgrades on a when-andaifadle basis.

Professional servicesrevenues

Professional services include solution design, @m@ntation and training. Professional servicesateonsidered essential to the
functionality of our products, as these servicesidibalter the product capabilities and may beqgvaréd by our customers or by other vendors
Professional services engagements performed ized fee, for which we are able to make reasondbpendable estimates of progress towar
completion, are recognized on a proportional peméorce basis based on hours incurred and estimated bf completion. Professional
services engagements that are on a time and niateaisis are recognized based on hours incurrectriRes on all other professional services
engagements are recognized upon completion. Oteg®ional services may be sold with software preglacon a stand-alone basis. VSOE of
fair value for professional services is based uperstandard rates we charge for such services sdidrseparately.

Operating Expenses
Cost of license revenues

Our cost of license revenues principally consighefamortization of capitalized software developtreosts and of intangibles, as well as
royalty costs in connection with technology liceshé®m third-party providers and the cost of fulfient of our software. The cost of
fulfillment of our software includes product packay personnel costs and related overhead assdaidtie the physical and electronic delive
of our software products.

Cost of services revenues

Our cost of services revenues include the cospeionnel and related overhead to deliver techsiggport for our products and to prow
our professional services.
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Research and devel opment expenses

Our research and development (“R&D”) expenses tieline personnel and related overhead associatiedh&i R&D of new product
offerings and the enhancement of our existing smivofferings, net of any amounts capitalized.

Sales and marketing expenses

Our sales and marketing expenses include personetd, sales commissions and related overheadiatgsbwith the sale and marketing
of our license and services offerings, as welhascbst of product launches. Sales commissiongearerally earned and expensed when a firrr
order is received from the customer and may beresqukin a period other than the period in whichréhated revenue is recognized. Sales ant
marketing expenses also include the net impact frenexpenses incurred and fees generated byrcentaketing initiatives, including our
annual VMworld conferences in the U.S. and Europe.

General and administrative expenses

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

Results of Operations
Revenue:

Our revenues in the third quarter and first ninenthe of 2012 and 2011 were as follows:

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2012 2011 % Change 2012 2011 % Change
Revenues:
License $ 491.1 % 443.¢ 11% $ 1,490.0 $ 1,327.¢ 12%
Services:
Software maintenance 550.¢ 426.¢ 29 1,562.( 1,176.¢ 33
Professional services 92.C 71.t 29 259.€ 202.5 28
Total services 642.¢ 498.: 29 1,821.¢ 1,379.¢ 32
Total revenues $ 1,133 $ 941.¢ 2c $ 3,311.¢ $ 2,706.¢ 22
Revenues:
United States $ 553.¢ $ 443.¢ 25% $ 1,589.. $ 1,293.: 23%
International 580.1 498.t 16 1,722 1,413t 22
Total revenues $ 1,133 $ 941.¢ 2c ¢ 3,311¢ % 2,706.¢ 22

Total revenues increased by $191.8 or 20% to $171i83he third quarter of 2012 from $941.9 in thied quarter of 2011 . Total revenues
increased by $605.1 or 22% to $3,311.9 in the fiirs¢ months of 2012 from $2,706.8 in the firsteamonths of 2011 .

In the third quarter and first nine months of 20d& saw growth in license and services revenuesgeowith in the United States and
internationally, as compared with the third quasted first nine months of 2011 .

License Revenues

Software license revenues increased by $47.5 ortd1$491.1 in the third quarter of 2012 from $44i8.éhe third quarter of 2011 .
Software license revenues increased by $162.9%rt©2$1,490.3 in the first nine months of 2012 fr$in327.4 in the first nine months of
2011 . License revenues in the third quarter amstl fine months of 2012 increased as comparecetthttd quarter and first nine months of
2011 due to continued demand for our product oftgi

In the third quarter of 2012 , ELAs comprised 24ftotal sales compared with 22% in the third quaofe2011 , and 25% in the first nine
months of 2012 compared with 24% in the first nimenths of 2011 . We have promoted the adoptiorirafalization and built long-term
relationships with our customers through the adwoptif ELAS. ELAs continue to be an important comgmanof our revenue growth and are
offered both directly by us and through certainrocted partners. ELAs are a core element to oureggyeto build long-term relationships with
customers as they commit to our virtualizationasfructure software solutions in their data centek#\s provide a base from which to sell
additional products, such as our application pfatfproducts, our end-user computing products amaloud infrastructure and management
products. Under
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a typical ELA, a portion of the revenues is atttéulito the license and recognized immediately hadeémainder is deferred and primarily
recognized as software maintenance revenues irefptriods. In addition, the initial maintenanceqeis typically longer for ELAs than for
other types of license sales.

Services Revenues

Services revenues increased by $144.3 or 29% t2.66d the third quarter of 2012 from $498.3 in thied quarter of 2011 . Services
revenues increased by $442.2 or 32% to $1,821ll&eifirst nine months of 2012 from $1,379.4 in fingt nine months of 2011 . The increase
in services revenues during the third quarter @mstiriine months of 2012 was primarily attributatmegrowth in our software maintenance
revenues.

Software maintenance revenues increased by $1229% to $550.6 in the third quarter of 2012 fro426.8 in the third quarter of 2011 .
Software maintenance revenues increased by $3833% to $1,562.0 in the first nine months of 2@t $1,176.9 in the first nine months
of 2011 . In the third quarter and first nine manti 2012 , software maintenance revenues bendfaetstrong renewals, multi-year software
maintenance contracts sold in previous periods aaigitional maintenance contracts sold in conjamctvith new software license sales. In the
third quarter and first nine months of 2012 , costes bought, on average, more than 24 months giostipnd maintenance with each new
license purchased, which we believe illustratescostomers’ commitment to VMware as a core eleroétiieir data center architecture and
hybrid cloud strategy.

Professional services revenues increased by $2@4% to $92.0 in the third quarter of 2012 froni%/in the third quarter of 2011 .
Professional services revenues increased by $528% to $259.6 in the first nine months of 201¢hir$202.5 in the first nine months of
2011 . Professional services revenues increasgrbash in our license sales and installed-basedeatiditional demand for our professional
services. As we continue to invest in our partrae expand our ecosystem of third-party profes$somth expertise in our solutions to
independently provide professional services toaustomers, we do not expect our professional sesuievenues to constitute an increasing
component of our revenue mix. As a result of thiategy, our professional services revenue can vasgd on the delivery channels used ir
given period as well as the timing of engagements.

Revenue Growth in Constant Currency

We invoice and collect in the Euro, the British Rduthe Japanese Yen and the Australian Dolldréir tespective regions. As a result,
our total revenues are affected by changes inaghes\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 tgerith the U.S. Dollar as our functional currenagearned revenues for orders booked in
currencies other than the U.S. Dollar are convdrterlU.S. Dollars at the exchange rate in effectfie month in which each order is booked.
We calculate constant currency on license revera@gynized during the current period that wereioaidy booked in currencies other than
U.S. Dollars by comparing the exchange rates useecdbgnize revenue in the current period agairesekchange rates used to recognize
revenue in the comparable period. For the thirdtguaf 2012 , the year-over-year growth in licerseenues measured on a constant currenc
basis was 14% compared with 11% as reported, and 4 compared with 12% as reported year-over{fpedhe first nine months of 2012 .
We do not calculate constant currency on servieesnues, which include software maintenance reszand professional services revenues.

Unearned Revenues
Our unearned revenues as of September 30, 20I2Desember 31, 2011 were as follows:

September 30, December 31,

2012 2011
Unearned license revenues $ 366.1 $ 389.2
Unearned software maintenance revenues 2,415.1 2,133t
Unearned professional services revenues 211.¢ 185.%
Total unearned revenues $ 2,993.0 % 2,708.¢

The complexity of our unearned revenues has inetkaser time as a result of acquisitions, an expdnmoduct portfolio and a broader
range of pricing and packaging alternatives. ASetember 30, 2012 , total unearned revenues senldzy $284.9 or 11% to $2,993.3 from
$2,708.4 at December 31, 2011 . This increase wamply due to growth in unearned software maiafge revenues, attributable to our
growing base of maintenance contracts.

Unearned license revenues are recognized eittalyatr upon the delivery of existing productsufiet products or services. Future
products include, in some cases, emerging prodiuatsare offered as part of product promotions wtlikee
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purchaser of an existing product is entitled teiee a promotional product at no additional chaiye.regularly offer product promotions as a
strategy to improve awareness of our emerging mtsddio the extent promotional products have nehlelivered and VSOE of fair value
cannot be established, the revenue for the entiler s deferred until such time as all productvwéel/ obligations have been fulfilled.
Increasingly, unearned license revenue may alsedmgnized ratably, which is generally due to atrig receive unspecified future product:

a lack of VSOE of fair value on the software maiatece element of the arrangement. At Septembe&®(®, , the ratable component
represented over half of the total unearned liceegenue balance. The amount of total unearnedd&eeevenues may vary over periods due t
the type and level of promotions offered, as weltlae to the portion of license contracts sold witiatable recognition element. Unearned
software maintenance revenues are attributablarton@intenance contracts and are recognized ratafelyterms from one to five years with a
weighted-average remaining term at September 3® @0approximately 1.9 years . Unearned profesdisarvices revenues result primarily
from prepaid professional services, including tiragn and are generally recognized as the servieedelivered. We believe our overall
unearned revenue balance improves predictabilifytofe revenues and that it is a key indicatathefhealth and growth of our business.

Operating Expenses

Information about our operating expenses for tlire tuarter and first nine months of 2012 and 2i314s follows:

For the Three Months Ended September 30, 2012

Capitalized
Core Software Other Total

Operating Stock-Based Development Operating Operating

Expenses (1) Compensation Costs, net Expenses Expenses
Cost of license revenue $ 25€ $ 0€ $ 14¢ % 192 % 60.2
Cost of services revenue 110.1 7.€ — 1.1 119.C
Research and development 197.¢ 60.2 — 1.8 259.¢
Sales and marketing 356.: 51.% — 3.t 411.5
General and administrative 78.7 11.¢ — 2.1 92.¢
Total operating expenses $ 768.f % 1321 % 14¢ % 278 $ 943.%
Operating income $ 190.:

Operating margin 16.8%

For the Three Months Ended September 30, 2011

Capitalized
Core Software Other Total

Operating Stock-Based Development Operating Operating

Expenses (1) Compensation Costs, net Expenses Expenses
Cost of license revenue $ 185 $ 04 $ 14.4 % 12¢ % 46.1
Cost of services revenue 99.( 6.1 — 1.€ 106.7
Research and development 170.¢ 46.7 (21.7) 3.2 199.%
Sales and marketing 302.¢ 24.¢ — 4.2 331.¢
General and administrative 65.4 10.4 — 1.2 77.C
Total operating expenses $ 656.2 $ 88.4 % 6.7 $ 23.C % 761.1
Operating income $ 180.7

Operating margin 19.2%
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For the Nine Months Ended September 30, 2012

Capitalized
Core Software Other Total

Operating Stock-Based Development Operating Operating

Expenses (1) Compensation Costs, net Expenses Expenses
Cost of license revenue $ 68.2 $ 1E 8 57t $ 46.2 $ 173.¢
Cost of services revenue 331.( 20.7 — 4.2 355.¢
Research and development 575.¢ 147.¢ — o5 730.¢
Sales and marketing 1,042.¢ 110.¢ — 12.¢ 1,166.
General and administrative 226.¢ 34.: — 4.5 265.7
Total operating expenses $ 2,244¢ $ 314¢ % 57t % 752 % 2,692.!
Operating income $ 619.

Operating margin 18.7%

For the Nine Months Ended September 30, 2011

Capitalized
Core Software Other Total

Operating Stock-Based Development Operating Operating

Expenses (1) Compensation Costs, net Expenses Expenses
Cost of license revenue $ 541 $ 12 $ 62.7 $ 33.C $ 151.(
Cost of services revenue 281.¢ 17.¢ — 4.9 304.1
Research and development 486.¢ 134.¢ (74.0 10.7 558.1
Sales and marketing 866.¢ 70.€ — 12.C 949.1
General and administrative 189.: 30.¢ — 3.5 223.4
Total operating expenses $ 1,878! $ 254.. % (113 ¢ 641 $ 2,185
Operating income $ 521.1

Operating margin 19.2%

(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 ardogeppayroll taxes on employee stock transactiangrtization of intangible assets
and acquisition-related items. See “Non-GAAP Finalndeasures” for further information.

Our operating margin decreased to 16.8% in the tiarter of 2012 from 19.2% in the third quarte2@11 . Our operating margin in the
first nine months of 2012 decreased to 18.7% irthird quarter of 2012 from 19.3% in the first nimenths of 2011 . The decreases in our
operating margins in the third quarter of 2012 caregd with the third quarter of 2011 and in thetfirime months of 2012 compared with the
first nine months of 2011 primarily relate to theay-over-year impact on operating margins fromdisereases in capitalized software
development costs, partially offset by the yearrepgar increases in our revenues, which outpaceéhttreases in our core operating expense
Additionally, our operating margin in the third gtex of 2012 compared with the third quarter of Pdas impacted by the increase in stock-
based compensation expense.

Our core operating expenses reflect our busineasranner that allows meaningful period-to-periothparisons. Our core operating
expenses are reconciled to the most comparable GAéd&sure, “total operating expenses,” in the tabtave.

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 tolsttased compensation, the net effect of the aratitn and capitalization of software
development costs and certain other expenses, wbitsist of employer payroll taxes on employeelstoansactions, amortization of acquired
intangible assets and acquisition-related items.

Core operating expenses increased by $112.0 orii T8e third quarter of 2012 compared with thedhgjuarter of 2011 . Core operating
expenses increased by $366.4 or 20% in the fing mionths of 2012 compared with the first nine memtf 2011 . As quantified below, these
increase s were primarily due to increases in eyaglaelated expenses, which include salaries anefii® bonuses, commissions, and
recruiting and training, and which increased layged a result of increases in
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headcount. Our headcount as of September 30, 2882wer 13,300, compared with approximately 12a96f June 30, 2012 and compared
with approximately 10,900 as of September 30, 20h&se increases in headcount were driven by gtcatéring, business growth and
business acquisitions. A portion of our core opegagxpenses, primarily the cost of personnel tiveletechnical support on our products and
professional services, marketing, and researctdaadlopment, are denominated in foreign curreneied,are thus exposed to foreign
exchange rate fluctuations. Core operating expdesesfited by $24.0 and $46.9 in the third quaatet first nine months of 2012 ,
respectively, as compared with the third quarte fasst nine months of 2011due to the effect of fluctuations in the excharages between tl
U.S. Dollar and other currencies.

Cost of License Revenues

Core operating expenses for cost of license reveimeeeased by $7.1 or 38% in the third quarte#Gif2 compared with the third quarter
of 2011 , and by $14.2 or 26% in the first nine therof 2012 compared with the first nine month&@f1 . The increase s were primarily due
to an increase of $3.0 and $6.8 in the third quame first nine months of 2012 , respectively,lfbodevelopment costs. Additionally, cost of
license revenues increased by $2.7 and $3.7 ithifttequarter and first nine months of 201I2spectively, related to royalty and licensingts
for technology licensed from third-party providénat is used in our products.

Cost of Services Revenues

Core operating expenses for cost of services reagemereased by $11.1 or 11% in the third quarf@0&2 compared with thidird quarte
of 2011 , and by $49.2 or 17% in the first nine therof 2012 compared with the first nine month&@f1 . The increase s were primarily due
to growth in employee-related expenses of $14.6%2d2 in the third quarter and first nine month2@l2 , respectively, which were largely
driven by incremental growth in headcount. Addiéiy, our third-party professional services costseased by $10.6 in the first nine months
of 2012 to provide technical support and profesaigervices primarily in connection with increasksinand for services. The increase in the
third quarter of 2012 was partially offset by a ase of $4.4 due to the completion of certainéVellopment projects.

Research and Devel opment Expenses

Core operating expenses for R&D increased by $861%% in the third quarter of 2012 compared whth third quarter of 2011 , and by
$89.0 or 18% in the first nine months of 2012 coredawith the first nine months of 2011 . The inaea were primarily due to growth in
employee-related expenses of $29.8 and $82.7 ithittequarter and first nine months of 2012 , exdjwely, which was primarily driven by
incremental growth in headcount from strategicrigirand business acquisitions. These increasespaetially offset by the positive impact of
$4.2 and $8.5, respectively, from fluctuationshia €xchange rate between the U.S. Dollar and fomigrencies.

Sales and Marketing Expenses

Core operating expenses for sales and marketimgaaed by $53.6 or 18% in the third quarter of 2€dapared with the third quarter of
2011, and by $176.2 or 20% in the first nine memh2012 compared with the first nine months dER20The increase s were primarily due tc
growth in employee-related expenses of $49.2 ad@ $1in the third quarter and first nine month2012 , respectively, driven by incremental
growth in headcount. Additionally, the costs of ke&ting programs increased by $6.0 and $27.7 irthtiné quarter and first nine months of
2012 , respectively. These increases were partiffibet by the positive impact of $13.0 and $28%pectively, from fluctuations in the
exchange rate between the U.S. Dollar and foreigrencies.

General and Administrative Expenses

Core operating expenses for general and adminigtraicreased by $13.4 or 20% in the third quasfe2012 compared with the third
quarter of 2011 , and by $37.7 or 20% in the filese months of 2012 compared with the first ninenthe of 2011 . The increase s were
primarily due to an increase of $5.8 and $16.Menthird quarter and first nine months of 2012speetively, related to employee-related
expenses mostly due to incremental growth in haamic@General and administrative expenses alsoaserkin the third quarter of 2012 due to
an increase of $4.2 and $8.2, respectively, in@aie expenses, including contributions to ouritdiale foundation. Also contributing to the
increase in expenses in the third quarter andrfiree months of 2012 were equipment and depreciakpenses of $2.9 and $7.5, respectively
to support increased headcount. Additionally, caetbr costs primarily related to IT security iniiv@s contributed to the overall year-owezar
change in expenses with an increase of $2.5 ardi$he third quarter and first nine months of 2Qtespectively.
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Stock-Based Compensation Expense

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2012 2011 2012 2011

Stock-based compensation, excluding amounts
capitalized $ 132.1 % 88.4 $ 314¢ $ 254.¢
Stock-based compensation capitalized — 3.4 — 12.4

Stock-based compensation, including amounts

Capita"zed $ 132.1  $ 91.¢ $ 314¢ $ 266.¢

Stock-based compensation expense increased by $40.848.0 in the third quarter and first nine rherdaf 2012 compared to the third
quarter and first nine months of 2011 primarily do@n increase of $28.6 and $83.5, respectivehynéw awards issued to our existing
employees, as well as an increase of $9.0 and $288ectively, for awards made to new employees the last year. Partially offsetting th
increase s was a decrease of $18.6 and $84.3ctieghe related to grants which became fully vesteer the past year.

Additionally, stockbased compensation expense increased by $26.8 thith quarter and first nine months of 2012 inmeection with oL
acquisition of Nicira in August 2012. As part ofstlacquisition, we assumed all of Nicira’s unvestttk options and restricted stock. The fair
value of the assumed equity awards attributed s¢-pombination services was $152.4 , of which $288 recognized in the third quarter of
2012. The remaining fair value of $126.6 is beiagognized as stock-based compensation expens¢hevawards’ remaining requisite service
periods, which extends through the first half o120

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 expense than other functions

As of September 30, 2012 , the total unamortizedvédue of our outstanding equity-based awardd bglour employees was
approximately $1,015.7 , and is expected to begmeiced over a weighted-average period of approxaipdt.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 feasilfibis 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 the third quarter and first nine mantii2012 , all software development costs
related to product offerings were expensed as ieduand were included in R&D expenses on the acaeogipg consolidated statement of
income. In the third quarter and first nine moreh2011 , we capitalized $24.5 (including $3.4 wfck-based compensation) and $86.4
(including $12.4 of stock-based compensation),aetyely, of costs for the development of softwareducts. The amounts capitalized in the
third quarter and first nine months of 2011 pridyarélated to the development of VMware vSphere 5.

Our expensed and capitalized R&D costs may nobbgparable to our peer companies due to differeimcgslgment as to when
technological feasibility has been reached or diffiees in judgment regarding when the productasdlave for general release. Additionally,
future changes in our judgment as to when techimgabéeasibility is established, or additional cgas in our business, including our go-to-
market strategy, could materially impact the amaifrdosts capitalized. For example, if the lendttirne between technological feasibility a
general availability was to increase again in titere, the amount of capitalized costs would likelyrease.

In the third quarter of 2012 , amortization expefieen capitalized software development costs ineede$0.5 to $14.9 from $14.4 in the
third quarter of 2011 . In the first nine month=26fl2 , amortization expense from capitalized safendevelopment costs decreased $5.2 to
$57.5 from $62.7 in the first nine months of 20TThese changes were primarily due to both the tinnfnnew product releases and the
completion of amortization for other product relesisncluding different

29




Table of Contents

versions of vSphere. Amortization expense fromtediped software development costs is includedist of license revenues on our
accompanying consolidated statements of incomfutlme periods, we expect our amortization expdrma capitalized software development
costs to decline as these costs are expectedrecbaled as R&D expense as incurred given our cug@to-market strategy.

Other Operating Expenses

Other operating expenses consist of employer plagrobn employee stock transactions and intangibiertization, which are recorded to
each individual line of operating expense on owoagpanying consolidated statements of income. Aalditly, other operating expenses
include acquisition-related items, which are reedrtb general and administrative expense on ooniecstatement.

Other operating expenses increased by $4.8 to $21h@ third quarter of 2012 from $23.0 in thedhjuarter of 2011 . The increase in the
third quarter of 2012 was primarily due to an i in intangible amortization of $7.0 resultingnfrnew acquisitions, which was primarily
recorded to costs of license revenues on our ingiatement. The increase was partially offset bgaease of $3.0 in employer payroll taxes
on employee stock transactions, which was primaitiifbutable to a decrease in the number of awexdscised, sold or vested. Other
operating expenses increased by $11.2 to $75Iifirst nine months of 2012 from $64.1 in thetfit;ie months of 2011 . The increase in the
first nine months of 2012 was primarily due to merease in intangible amortization of $14.8 reaglfrom new business acquisitions, which
was primarily recorded to costs of license reveraresur income statement. The increase was partffiet by a decrease of $4.7 in employel
payroll taxes on employee stock transactions, whiak primarily attributable to a decrease in thaber of awards exercised, sold or vested.

Investment Income

Investment income increased by $3.1 to $7.5 irthilrd quarter of 2012 from $4.4 in the third qua&2011 . Investment income
increased by $8.7 to $20.2 in the first nine mowth012 from $11.5 in the first nine months of 20l1nvestment income primarily consists of
interest earned on cash, cash equivalents andteortinvestment balances partially offset by thm#gization of premiums paid on fixed
income securities. Investment income increaselarthird quarter and first nine months of 2012@sgared with the third quarter and first
nine months of 2011 due to increased cash equivatehshort-term investment balances availablénfa@stment, as well as increases in the
average rate of interest earned, resulting fromediacation of funds from cash equivalents to fixezbme securities. Additionally, realized
gains earned upon the liquidation of securitiesannection with the acquisition of Nicira increasegestment income in the third quarter of
2012,

Other Income (Expense), Net

Other expense, net of $1.5 in the third quarte2Gif2 changed by $0.5 as compared with other expaasef $1.0 in the third quarter of
2011 . Other expense, net of $2.8 in the first mmaths of 2012 changed by $58.6 from other incareepf $55.8 in the first nine months of
2011 . The change in first nine months of 2012@mspared with the first nine months of 2011 was prity due to a $56.0 gain recognized on
the sale of our investment in Terremark Worldwide, in 2011.

Income Tax Provision

Our effective income tax rate was 19.7% and 3.1f4He third quarter of 2012 and 2011 , respectivEhe higher effective rate for the
third quarter of 2012 compared with the third qeladf 2011 was primarily attributable to a changenix of profitability of our domestic and
international operations and the expiration offdteral research credit at the end of 2011. Thextffe income tax rate was 14.7% and 10.6%
for the first nine months of 2012 and 2011 , resipely. The higher effective rate for the first simonths of 2012 compared with the first nine
months of 2011 was primarily attributable to thems discussed above for the third quarter of 284 2vell as the year-over-year effect of a
release in uncertain tax benefits in the first nimanths of 2011 due to a closure of a tax audit.

Our rate of taxation in foreign jurisdictions isMer than our U.S. tax rate. Our international ineamprimarily earned by our subsidiaries
in Ireland, where the statutory tax rate is 12.3%e.do not believe that any recent or currentlyeexgd developments in non-U.S. tax
jurisdictions are reasonably likely to have a matémpact on our effective tax rate. AsSeptember 30, 2012ur total cash, cash equivale
and short-term investments were $4,394.6 , of wiR820.0were held outside the U.S. If these overseas fanelseeded for our operation:
the U.S., we would be required to accrue and p&y tdxes on related undistributed earnings to rigpatthese funds. However, all income
earned abroad, except for previously taxed incam&JfS. tax purposes, is considered indefinitelguested in our foreign operations and no
provision for U.S. taxes has been provided witlpees thereto. At this time, it is not practicalbesstimate the amount of tax that may be
payable were we to repatriate these funds, andwuent plans do not demonstrate a need to refmthiam to fund our U.S. operations. We
will meet our U.S. liquidity needs through cashaffofrom operations, external borrowings, or botle Wlize a variety of tax planning and
financing strategies in an effort to ensure thatwaorldwide cash is available in the locations ihieh it is needed.
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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@mix of income earned in various tax jurisdioidhat apply a broad range of income tax r
The rate at which the provision for income taxesalkulated 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

We have been included in the EMC consolidated gfoup).S. federal income tax purposes, and exmecbintinue to be included in such
consolidated group for periods in which EMC owneast 80% of the total voting power and value wf @utstanding stock as calculated for
U.S. federal income tax purposes. The percentagetifg power and value calculated for U.S. fedarabme tax purposes may differ from
percentage of outstanding shares beneficially ovinyeHMC due to the greater voting power of our €lBscommon 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 incomepaxposes, and thus no longer be liable in the elratitany income tax liability was
incurred, but not discharged, by any other membér@EMC consolidated group. Additionally, our Uf8deral income tax would be reported
separately from that of the EMC consolidated group.

Our effective tax rate for the remainder of 201%/rha affected by such factors as changes in tag, lezgulations 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 September 30, 2012 , EMC owned 39,163,00€eshat Class A common stock and all 300,000,00@eshaf Class B common stock,
representing 79.2% of our total outstanding shafe®@mmon stock and 97.1&6 the combined voting power of our outstanding ooom stock

In the second quarter of 2011, we acquired cedssets relating to EMC’s Mozy cloud-based dataagmand data center services,
including certain data center assets and a licensertain intellectual property. EMC retained ovaiép of the Mozy business and its
remaining assets. EMC continues to be responsibildoizy customers for Mozy products and servicesamdinues to recognize revenue from
such products and services. We entered into aratipeal support agreement with EMC through the @012, pursuant to which we took
over responsibility to operate the Mozy servicebehalf of EMC. Pursuant to the support agreemeastsancurred by us to support EMC's
Mozy services, plus a mark-up intended to approténtizird-party costs and a management fee, areotgsad to us by EMC. On the
consolidated statements of income, in the threetihsoended September 30, 2012 and 2011 , such asnasidiescribed above were
approximately $16.6 and $13.1 , respectively. lairitne months ended September 30, 2012 and 2@th asnounts were $47.5 and $25.3 ,
respectively. These amounts were recorded as atiedudo the costs we incurred.

In 2010, we acquired certain software product tetdgy and expertise from EMC’s lonix IT managemeasiness for cash consideration
of $175.0 . EMC retained the lonix brand and wilhtinue to offer customers the products acquiredd)ypursuant to an ongoing reseller
agreement between EMC and us. During the thrememedmonths ended September 30, 2011 , $1.9 and $idspectively, of contingent
amounts were paid to EMC. These payments werededas equity transactions and were offsets tanttial capital contribution from EMC.
As of December 31, 2011, all contingent paymenter the agreement had been made.

Pursuant to an ongoing reseller arrangement wittCEEMC bundles our products and services with EMEE&lucts and sells them to
end-users. In the three months ended Septemb&03@,and 2011 , we recognized revenues of $26.8h64 , respectively, from products
and services sold pursuant to our reseller arrapgemith EMC. In the nine months ended SeptembePB02 and 2011 , we recognized
revenues of $107.5 and $50.9 , respectively, froah €ontractual arrangement with EMC. As of Sepend0, 2012 , $132.7 of revenues from
products and services sold under the reseller geraent were included in unearned revenues.

In the three months ended September 30, 2012 atid,20e recognized professional services reventi$212 and $13.2 , respectively,
for services provided to EMC’s customers pursuamur contractual agreements with EMC. In the mrasths ended September 30, 2012 an
2011, we recognized professional services reveol$83.5 and $44.0 , respectively, from such amitral agreements with EMC. As of
September 30, 2012 , $5.4 of revenues from prafeabservices to EMC customers were included iratmed revenues.

In the three months ended September 30, 2012 akid,20e recognized revenues of $3.0 and $1.0 eotisgly, from products and
services purchased by EMC for internal use purstmaatir contractual agreements with EMC. In theemimonths ended September 30, 2012
and 2011 , we recognized revenues of $6.8 and,$8dpectively, from such contractual agreements
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with EMC. As of September 30, 2012 , $23.4 of rexenfrom products and services purchased by EM@tfemal use were included in
unearned revenues.

We purchased products and services from EMC fd &4d $3.8 in the three months ended Septemb@03@, and 2011 , respectively,
and for $28.1 and $17.2 in the nine months endeteSwer 30, 2012 and 2011 , respectively.

In certain geographic regions where we do not lzewvestablished legal entity, we contract with EMBssdiaries 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 costssbald 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. The total cost of the service:
provided to us by EMC as described above was $2&d4521.1 in the three months ended Septemb&03@, and 2011 , respectively, and
$75.5 and $63.8 in the nine months ended Septe®he@012 and 2011 , respectively.

In the three and nine months ended September 3@, 28 payments were made by either us or EMCruthéetax sharing agreement. In
the three and nine months ended September 30,,Z8IC paid us $100.0 and $276.4 , respectivelygeuiite tax sharing agreement and no
payments were made by us to EMC. Payments betwseandlEMC under the tax sharing agreement primegifite to our portion of federal
income taxes on EMC'’s consolidated tax return. Raymfrom us to EMC primarily relate to periods fdrich we had stand-alone federal
taxable income, while payments from EMC to us eetatperiods for which we had a stand-alone fedaxalble loss. The amounts that we
either pay to or receive from EMC for our portidrfederal income taxes on EMC'’s consolidated taxrrediffer from the amounts we would
owe on a stand-alone basis and the differenceeisepted as a component of stockholders’ equityalF@eriods presented, the difference was
not material .

In the three months ended September 30, 2012 aid,2f1.2 and $0.9 , respectively, of interest egpavas recorded related to the note
payable to EMC and included in interest expensk ®iIC on our consolidated statements of incom#hémine months ended September 30.
2012 and 2011 , $3.6 and $2.8 , respectively, tef@st expense was recorded related to the no@bfgato EMC and included in interest
expense with EMC on our consolidated statemenitscoime. Our interest expense as a separate, skamel-@mpany may be higher or lower
than the amounts reflected in the consolidatedfiizd statements.

As of September 30, 2012 , we had $46.2 net due EMC, which consisted of $79.2 due from EMC, @ditioffset by $33.0 due to
EMC. These amounts resulted from the related peatsactions described above. In addition to tteeZbdet due from EMC as of
September 30, 2012 , we had an immaterial amoum¢iihcome taxes receivable from EMC, which iduded in other current assets on our
consolidated balance sheet. Balances due to orEidi@ which are unrelated to tax obligations areggalfy settled in cash within 60 days of
each quarter-end. The timing of the tax paymengstdwand from EMC is governed by the tax sharingagent with EMC.

Effective September 1, 2012, our former CEO, Paatitd, was succeeded as Chief Executive OfficarMfvare by Pat Gelsinger. Pat
Gelsinger was the President and Chief Operating€@fbf EMC Information Infrastructure ProductsuP®laritz remains a board member of
VMware and took on a new technology strategist alEMC. With the exception of a long-term inceatperformance award from EMC that
Pat Gelsinger agreed to cancel in consideratianradw performance stock unit award from us, bothl Btaritz and Pat Gelsinger retained and
continue to vest in their respective equity awdhds they held as of September 1, 2012. Stock-beseghensation expense related to Pat
Gelsinger's EMC awards will be recognized on oursmidated statements of income over the awardsaneing requisite service periods.
Stock-based compensation expense related to PailziMa/Mware awards will be recognized as an exgeeby EMC.

By nature of EMC’s majority ownership of us, theamts we recorded for our intercompany transactiatts 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 flowsWwadngaged in such transactions with an unrethiedi party during all periods presented.
Accordingly, our historical results should not letied upon as an indicator of our future perforngaas a stand-alone company.
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Liquidity and Capital Resources

At September 30, 2012 and 2011 , we held cash,aegsifalents, and short-term investments as follows

September 30,
2012 2011
Cash and cash equivalents $ 1,480.. $ 1,549.¢
Short-term investments 2,914. 2,426.¢
Total cash, cash equivalents and short-term inverstsn $ 4394.¢ $ 3,976.

As of September 30, 2012 , we held a diversifiedfplio of money market funds and fixed income s@@s totaling $3,989.2 . Our fixed
income securities were denominated in U.S. Dolaud consisted of highly liquid debt instrumentshef U.S. government and its agencies,
U.S. municipal obligations, and U.S. and foreigrpooate debt securities. We limit the amount of @omestic and international investments
with any single issuer and any single financiatiinon, and also monitor the diversity of the ffolio, thereby diversifying the credit risk.
Within our portfolio, we held $42.2 of foreign gomenent and agencies securities, $10.0 of whichdeasned sovereign debt,Zgptember 3(
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 September 30, 2012 , our total cash, caslvalgmts and short-term investments were $4,39dfGvhich $2,920.0 was held outside
the U.S. If these overseas funds are needed faspmmations in the U.S., we would be required e 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 2012 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 including sriatacquisitions and capital expenditures for astehe next twelve months.

Our operating activities in the third quarter aimdtfnine months of 2012 and 2011 , respectivednegated sufficient cash to meet our
operating needs. Our cash flows for the third guaanhd first nine months of 2012 and 2011 werebews:

For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2012 2011 2012 2011

Net cash provided by (used in):
Operating activities $ 436.. % 523t % 1,404.. $ 1,464..
Investing activities (973.2) (651.0) (1,807.9) (1,430.9)
Financing activities (59.7) (113.9) (71.9 (112.%9)

Net decrease in cash and cash equivalents $ (596.7) $ (2419 $ (475.6) $ (79.7)

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 amadizadtock-based compensation expense, exceseefits from stock-based compensation
and other adjustments. Net changes in assetsailitiés were impacted by increases in unearnedmeaes in the periods presented, and we
expect this trend to continue in the future.

Cash provided by operating activities decrease®dy3 to $436.2 in the third quarter of 2012 fros2$.5 in the third quarter of 2011 .
Cash provided by operating activities decrease$iglyl to $1,404.1 in the first nine months of 2&b2n $1,464.2 in the first nine months of
2011. The decrease in both periods was primarilyedrby the timing of tax payments we received fieMC under the tax sharing agreement
Under the tax sharing agreement, EMC is obligadgubty us an amount equal to the tax benefit gemditat us that EMC will recognize on its
consolidated tax return. In the third quarter argt fiine months of 2012, we did not receive anyants from EMC under the tax sharing
agreement, but in the third quarter and first mmanths of 2011, we benefited from the collectio$900.0 and $276.4, respectively, which
included amounts for both the 2011 and 2010 taxsyé@r 2012, we expect to pay U.S. federal staterne taxes to EMC, therefore we do not
expect to benefit from the collection of income tageivables under the tax sharing agreement i2.201
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In addition to the impact of the decrease in caskived from EMC under the tax sharing agreemeboth the third quarter and first nine
months of 2012, cash provided by operating actisibenefited from increases in cash collectionsedrby growth in sales to our customers
and was negatively impacted by increases in ow operating expenses, primarily due to headconrihd third quarter of 2012, increases in
our cash collections were offset by increases incowe operating expenses. As a result, there wia significant net impact to our cash
provided by operating activities from these sourteshe first nine months of 2012, increases ishceollections from customers outpaced the
increases in our core operating expenses. Addltigriae excess tax benefit from stobksed compensation decreased by $86.8 in theifivs
months of 2012, which positively impacted our cpebvided by operating activities. This change waarily due to changes in the market
value of our stock and the number of equity awasdscised, sold or vested.

In evaluating our liquidity internally, we focus tong-term, sustainable growth in free cash flowd en non-GAAP cash flows from
operating activities (“non-GAAP operating cash f&§jvover trailing twelve months periods, which wansider to be a relevant measure of our
long-term progress. We define non-GAAP operatirghddows as net cash provided by operating activikess capitalized software
development costs plus the excess tax benefits $took-based compensation. We define free castsflalso a non-GAAP financial measure,
as non-GAAP operating cash flows less capital edpperes. See “Non-GAAP Financial Measures” for éiddal information.

Our non-GAAP operating cash flows and free casidlfor the three months and trailing twelve morghded September 30, 2012 and
2011 were as follows:

For the Trailing Twelve Months

For the Three Months Ended Ended
September 30, September 30,
2012 2011 2012 2011
Net cash provided by operating activities $ 436.2 $ 523t $ 1,965.¢ $ 1,870.¢
Capitalized software development costs — (21.7 — (90.0
Excess tax benefits from stock-based compensation 24.F 46.4 137.7 254.(
Non-GAAP operating cash flows 460.7 548.¢ 2,103. 2,034.¢
Capital expenditures (74.9) (54.9 (205.7) (217.¢)
Free cash flows $ 385.¢ $ 493¢ % 1,897.¢ $ 1,817..

Free cash flows decreased by $107.9 or 22% to $386the third quarter of 2012 from $493.9 in thied quarter of 2011 . The decrease
was primarily due to a decrease in the amount weived from EMC under the tax sharing agreememie Eash flows increased by $80.4 or
4% to $1,897.6 for the trailing twelve months en&egitember 30, 2012 from $1,817.2 for the traitimglve months ended September 30,
2011 . The increase was primarily due to increasées and related cash collections, partially offgehigher operating expenses which were
primarily driven by headcount growth and a decréagbe amount we received from EMC under the tering agreement.

Investing Activities

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

Total fixed income securities of $764.6 and $95&eTe purchased in the third quarter of 2012 and.20&spectively. In the first nine
months of 2012 and 2011, we purchased $2,719.62)083.5, respectively, of fixed income securitiel purchases of fixed income securi
were classified as cash outflows from investingyvis. We classified these investments as stesrty investments on our consolidated bal:
sheets based upon the nature of the security aidatbailability for use in current operations or dbther purposes, such as business acquis
and strategic investments. These cash outflows pamtelly offset by cash inflows of $1,116.4 artb3$.4 in the third quarter of 2012 and
2011 , respectively, and $2,421.2 and $1,333.8erfitst nine months of 2012 and 2011 , respeaqtj\ad a result of the sales and maturities of
fixed income securities. In the third quarter ofl2Ppurchases of fixed income securities declimatisales of fixed income securities increase
with the liquidation of securities in connectionthivthe acquisition of Nicira. Activity in the fixeidcome portfolio increased in the first nine
months of 2012 primarily from increased cash argha@uivalent and short-term investment balancasade for investment, including a
reallocation of funds from cash equivalents todixecome securities.

We did not capitalize any development costs fotveafe to be sold, leased, or otherwise marketelderthird quarter and first nine months
of 2012 as compared to $21.1 and $74.0 of cositatiapd in the third quarter and first nine monti2011 . Following the release of vSphere
5 and the comprehensive suite of cloud infrastmectechnologies in the third quarter of 2011, weedeined that our go-torarket strategy he
changed from single solutions to product suite tamhs. As a result of
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this change in strategy, and the related incremspdrtance of interoperability between our produtiie length of time between achieving
technological feasibility and general release tst@mers significantly decreased. As the vast migjofiour products are now available for
general release soon after technological feagsilhiis been established, we expect the costs incsutesequent to the achievement of
technological feasibility to continue to be imméiéim future periods and all software developmeosgts will be expensed as incurred.

In the third quarter of 2012 and 2011 , we pai®$2,0 and $99.5 , respectively, and in the firaemonths of 2012 and 2011 , we paid
$1,344.2 and $303.6 , respectively, for businegsiattions. The increase in the third quarter cf2@nd first nine months of 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 bussnecquisitions in the future.

In the second quarter of 2011, we closed an agreetm@urchase all of the right, title and interiesé ground lease covering the property
and improvements located adjacent to our existalg Rlto, California campus for $225.0. We paid #afler $45.0 in the first quarter of 2011
as a good faith deposit, and in the second quaft2d11, we paid the remaining $180.0. Based upeméspective preliminary fair values,
$51.9 of the purchase price was recorded to prpped equipment and the remaining $173.1 was redaml intangible assets on the
consolidated balance sheet. In the third quart@0afL, the gross amount classified to propertyeapdpment, net was increased by $22.0 to
$73.9 to reflect the final assumptions regardingintended use of the existing structures. As alted this adjustment, the gross amount of
value attributed to the leasehold interest wasedesmd by the same amount. Refer to Note H to theotidated financial statements for further
information. The $22.0 adjustment is reflected o donsolidated statement of cash flows for thel thuarter of 2011. For the first nine mor
of 2011, the final value of $73.9 paid and attréulito the property is included within additiongtoperty and equipment and the $151.1 paid
and attributed to the intangible assets is seggrdigclosed within net cash used in investing\atiéis on the consolidated statement of cash
flows. Our renovation of the new property will benalti-year project with capital investment extemglinto future periods. Our total capital
expenditures for 2012 are expected to be approrim&250 to $270, which includes the continued vation of our expanded campus. This
expectation is lower than what we reported in therguarter primarily due to construction schedeti@nges which have delayed the cash
payments until the first half of 2013.

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

Proceeds from the issuance of our Class A comnuak $tom the exercise of stock options and the Ipase of shares under the VMware
Employee Stock Purchase Plan (“ESPP”) were $636584.6 in the third quarter of 2012 and 2011 peetvely. Proceeds from the issuance
of our Class A common stock from the exercise oflsoptions and the purchase of shares under tR® Bfere $214.2 and $285.3 in the first
nine months of 2012 and 2011 , respectively.

In the third quarter of 2012 and 2011 , we paid882nd $210.5 , including commissions, to repusetand retire 1.5 million and 2.4
million shares, respectively, of our Class A commstotk at a weighted-average price of $88.35 ai@d8ii8per share, respectively, as part of
our stock repurchase programs. In the first ninatimof 2012 and 2011 , we paid $307.0 and $4988&uding commissions, to repurchase
and retire 3.3 million and 5.5 million shares, mdpvely, of our Class A common stock at a weigkdedrage price of $92.91 and $88.63 per
share, respectively, as part of our stock repucpasgrams. From time-to-time, stock repurchasesleanade pursuant to the stock
repurchase authorizations in open market transeto privately negotiated transactions as perthlitesecurities laws and other legal
requirements. We are not obligated to purchaseshayes under our stock repurchase programs. Thegtofiany repurchases and the actual
number of shares repurchased will depend on atyafdactors, including our stock price, cash regments for operations and business
combinations, corporate and regulatory requiremantsother market and economic conditions. Purcheae be discontinued at any time that
we feel that additional purchases are not warrateaf September 30, 2012 , the amount remairongepurchase was $378.3 . This amount
is authorized for repurchases through the end 8820

There were additional cash outflows of $25.0 andl & the third quarter of 2012 and 2011 , respelst, and $90.0 and $104.8 in the
first nine months of 2012 and 2011 , respectivie\cover tax withholding obligations in conjunctiasith the net share settlement upon the
vesting of restricted stock units and restrictextist Additionally, the excess tax benefit from std@sed compensation was $24.5 and $46.4 i
the third quarter of 2012 and 2011 , respectivahy] $110.9 and $197.7 in the first nine months0df2and 2011 respectively, and is shown
a reduction to cash flows from operating activitsl an increase to cash flows from financing #&@&s: The year-over-year changes in the
repurchase of shares to cover tax withholding altlbsns and the excess tax benefit from stock-basetbensation in the third quarter and first
nine months of 2012 were primarily due to changethé market value of our stock and the numbemnafrds 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 withholdbiigations will depend upon, and could fluctuate
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significantly from period-to-period based on, tharket value of our stock, the number of awardsaiged, sold or vested, the tax benefit
realized and the tax-affected compensation recegniz

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

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, non-GAAP operating casvsfand free cash flows each meet
the definition of a non-GAAP financial measure.

Core Operating Expenses

Management uses the non-GAAP measure of core amgetpenses 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 tlanhat reflective of our ongoing operating resudtse operating expenses reflect our business
in a manner that allows for meaningful period-toipe 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 dasthe reasons set forth below, management balithat excluding the component provides
useful information to investors and others in ustlrding and evaluating our operating results ahdd prospects in the same manner as
management, in comparing financial results acrossumting periods and to those of peer companidsahetter understand the long-term
performance of our core business.

»  Sock-based compensation. Stock-based compensation expense is generally éikdte time the stock-based instrument is graatet
amortized over a period of several years. Althosigick-based compensation is an important aspebheafompensation of our
employees and executives, determining the fairevafulsome of the stock-based instruments we uiifizelves a high degree of
judgment and estimation and the expense recordgdas little resemblance to the actual value zedliupon the vesting or futu
exercise of the related stock-based awards. Funtbrer, unlike cash compensation, the value of stetions, which is an element of
our ongoing stock-based compensation expensetasndi@ed using a complex formula that incorporééesors, such as market
volatility, that are beyond our control. Additiohalin order to establish the fair value of perfamee-based stock awards, which are
also an element of our ongoing stock-based comftiensaxpense, we are required to apply judgmesstonate the probability of the
extent to which performance objectives will be agled.

e Amortization and capitalization of software development costs. Capitalized software development costs encompagssatization of
development costs and the subsequent amortizatitre @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 availablefuture periods, we expect our amortization expdrea capitalized software
development costs to decline as software developotets are expected to be recorded as R&D exmengeurred given our current
go-to-market strategy, which has changed from singleyrbsiolutions to product suite solutions. As a ltesfuthis change in strateg
and the related increased importance of interogi@yabbetween our products, the length of time bedéw achieving technological
feasibility and general release to customers hsfgiantly decreased. Given that we expect theonitgjof our product offerings to k
suites or to have key components that interopevikeour other product offerings, the costs incdrsebsequent to achievement of
technological feasibility are expected to be immiatén future periods. For additional informatisee “Results of Operations -
Capitalized Software Development Costs, Net” above.

» Other expenses. Other expenses excluded are employer payroll tanesmployee stock transactions, amortization otisied
intangible assets and other acquisition-relatadsteThe amount of employer payroll taxes on stagéeld compensation is dependent
on our stock price and other factors that are béymmr control and do not correlate to the operatibtine business. Regarding the
amortization of acquired intangible assets, we galyeallocate a portion of the purchase pricefaquisition to intangible assets,
such as intellectual property, which is subjecnmortization. Additionally, the amount of an acdfig®’s purchase price allocated to
intangible assets and the term of its related amation can vary significantly and are unique toteacquisition. Acquisition-related
items include direct costs of acquisitions, suclrassaction fees, which vary significantly and anégue to each acquisition. We also
do not acquire businesses on a predictable cycle.

Non-GAAP operating cash flows and free cash flows

We define non-GAAP operating cash flows as net gashided by operating activities less capitalizeftware development costs plus the
excess tax benefits from stock-based compensatierdefine free cash flows as non-GAAP
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operating cash flows less capital expendituresdidsussed above, when viewing operating resultevatuating our past performance and for
planning purposes, management excludes certais,jt@ciuding the effect of capitalizing and amar@ software development costs and it
related to stock-based compensation, which areeadslded in the non-GAAP operating cash flows rmemadManagement also uses non-
GAAP operating cash flows and free cash flows aasuees of financial progress in our business, @glthlance operating results, cash
management and capital efficiency. In additionuarterly free cash flows, management also focusdsading twelve month free cash flows,
as free cash flows can be volatile in the shoriter

We believe that our measures of non-GAAP operatagh flows and free cash flows provide useful imfation to investors and others, as
they allow for meaningful period-to-period comparis of our operating cash flows for analysis ofidi®in our business. Additionally, we
believe that both measures provide investors amerstwith an important perspective on cash thatmag choose to use for strategic
acquisitions and investments, the repurchase séshaperations and other capital expenditures.

We deduct capitalization of software developmestedrom both measures because management corsidisvare development costs as
a necessary component of our operations and thargrapitalized under GAAP can vary significantigrh period-to-period depending upon
the timing of products reaching technological fedity and being made generally available. UnderARA capitalized software development
costs paid out during a period are accounted faaak used in investing activities and consequelatlgot impact GAAP operating cash flows.
However, such costs do result in a decrease teasures of non-GAAP operating cash flows and nAAdSfree cash flows, thereby
providing management with useful measures of clastsfgenerated from operations during the period.algo add back the excess income
benefits from stock-based compensation to our nreasyf non-GAAP operating cash flows and free dksiis as management internally
views cash flows arising from income taxes as sinih operating cash flows rather than as financash flows as required under GAAP.
Furthermore, we exclude capital expenditures opgnty and equipment from free cash flows becaussetlexpenditures are also considered t
be a necessary component of our operations.

Limitations on the use of No-GAAP financial measures

A limitation of our non-GAAP financial measuresaafre operating expenses, non-GAAP operating casisfand free cash flows is that
they do not have uniform definitions. Our definitfowill likely differ from the definitions used hyther companies, including peer companies,
and therefore comparability may be limited. Thus, mon-GAAP measures of core operating expenses@#AP operating cash flows and
free cash flows should be considered in additioméd as a substitute for, or in isolation from aseres prepared in accordance with GAAP.
Additionally, in the case of stock-based compensatif we did not pay out a portion of compensaiiothe form of stock-based compensation
and related employer payroll taxes, the cash sabgpgnse included in costs of revenues and opgratipenses would be higher which would
affect our cash position. Further, the non-GAAP suea of core operating expenses has certain lioisbecause it does not reflect all items
of income and expense that affect our operatiodsaaa reflected in the GAAP measure of total ofpegagxpenses.

We compensate for these limitations by reconcitioge operating expenses to the most comparable GivaRcial 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 three and nine months ended Septed®h@012 and 2011 .

See “Liquidity and Capital Resources” for a recbation of non-GAAP operating cash flows and fresit flows to the most comparable
GAAP measure, “net cash provided by operating iy’ for the three and nine months ended Sepéer@0, 2012 and 2011 .

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 estimatdsassumptions about future events that affecathounts reported in our financial
statements and the accompanying notes. Futuressapdttheir effects cannot be determined with oepaTherefore, the determination of
estimates requires the exercise of judgment. Acgllts could differ from those estimates, andsugh differences may be material to our
financial statements. We believe that the critaxaounting policies set forth within Item 7 of @011 Annual Report on Form 10-K may
involve a higher degree of judgment and complexitiheir application than our other significant agnting policies and represent the critical
accounting policies used in the preparation offmancial statements. If different assumptions amditions were to prevail, the results coulc
materially different from our reported results.
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Forward-Looking Statements

This Quarterly Report on Form 10-Q contains forwimaking statements, including, without limitatisstatements regarding: expectations
of, and our plans for, achieving future businegsugin, including broadening our product portfolioaonoeconomic conditions; future product
offerings; future use of the vSphere foundation #nedSDDC; plans for future acquisitions; expeddergies from our acquisitions and the
associated accounting for goodwill; expected cotignieof a Nicira project and associated accountihtiis project; expectations for future
competition; our view of the competitive landscapel our plans for maintaining our leadership posithrough continuing investments; our
expectation that we will be able to fund strategitiatives through operating cash flows generdtgdales of our products and services; our
plans for funding expansion of our industry segnstrare and developing long term relationships withcustomers; our expectations to
manage our resources prudently while making kegstment in support of long term growth objectivas; plans for geographic expansion
adding additional channel partners; our relatiomstith EMC; our revenue outlook and mix; customemand for our products; the delivery of
professional services to our customers; the sefiicy of our liquidity and capital reserves to fund operations and business strategy;
continuation of our stock repurchase program; facadfecting our tax position; the effects on ugpofential developments in non-U.S. tax
jurisdictions; our intention to indefinitely reinsteour overseas earnings in our foreign opera@gomsour plans not to repatriate them to func
U.S. operations; expected expenditures to improgedal estate parcel adjacent to our headqudintarsve recently purchased; our anticipatec
capital spending for 2012; expectations that saftvelevelopment costs incurred subsequent to aghievieof technological feasibility will be
immaterial and software development costs will gelhiebe expensed as incurred and that the subaegu®ortization of such capitalized costs
will decline for 2012; plans regarding interopefidpiamong our future product offerings and for thereasing development of product suites;
our expectations with respect to costs associattdfareign currency fluctuation and internal dev@hent; and our belief that the resolution of
pending claims, legal proceedings and investigatigifi not have a material adverse effect on us.

These forward-looking statements involve risks andertainties and the cautionary statements sit &nove and those contained in the
section of this report and our Annual Report omfra0-K for the fiscal year ended December 31, 28ititled “Risk Factors” identify
important factors that could cause actual resaltiffer materially from those predicted in any sdorward-looking statements. We assume n
obligation to, and do not currently intend to, ugeddhese forward-looking statements.

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 thraubith investors can easily find or navigate to iperit information about us, all of which is
made available free of charge, including:

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

* announcements of investor conferences, speectteavents at which our executives talk about oomlyct, service and competitive
strategies. Archives of these events are alsoaaifor a limited time;

« additional information on financial metrics, inding reconciliations of noGAAP financial measures discussed in our presemtsitic
the nearest comparable GAAP measure;

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

« 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 governanceslated policies

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

« 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,
us.”

our” or

“
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ITEM 3. 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 totahiess were 51.2% and 52.9% in the third quart@0a® and 2011 , respectively, and
52.0% and 52.2% in the first nine months of 201@ 2011 , respectively. We invoice and collect i@ Buro, the British Pound, the Japanese
Yen and the Australian Dollar in their respectiegions. Additionally, a portion of our operatingpexses, primarily the cost of personnel to
deliver technical support on our products and msifnal services, sales and sales support andchsaad development, are denominated in
foreign currencies, primarily those currencies imch we also invoice and collect. Revenues reguftiom selling in local currencies and costs
incurred in local currencies are exposed to foreigrhange rate fluctuations which can affect owarafing income. As exchange rates vary,
operating margins may differ materially from exadicins.

Core operating expenses benefited by $24.0 mi#iweh $46.9 million in the third quarter and firsh@imonths of 2012 due to fluctuations
in the exchange rates between the U.S. Dollar argigh currencies as compared with the same peinctthe prior year. We calculate the
foreign currency impact on our operating expensdaba difference between operating expenses ttadsdé current exchange rates and the
same expenses translated at prior-period exchaneg r

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

Cash Flow Hedging Activities. To mitigate our exposure to foreign currency flations resulting from operating expenses denonriate
certain foreign currencies, we entered into foreigrrency forward contracts starting in the fougtiarter of 2011. We expect to enter into casl
flow hedges semi-annually with maturities of sixntits or less. As of September 30, 2012 , we hasdorcurrency forward contracts to
purchase approximately $37.8 million in foreignremcy. The fair value of these forward contracts wamaterial as of September 30, 2012 .

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 foeda@ntracts are generally traded on a
monthly basis with a typical contractual term oéanonth. As of September 30, 2012 , we had outstgridrward contracts with a total
notional value of $260.8 million . The fair valuktbese forward contracts was immaterial as of &aper 30, 2012 .

Sensitivity Analysis. There can be no assurance that our hedging aeswitill adequately protect us against the riske@ated with foreigi
currency fluctuations. A hypothetical adverse fgreturrency exchange rate movement of 10% woul@ hesulted in a potential loss of $27.1
million in fair value of our foreign currency fornghcontracts used in both the cash flow hedgingtmidnce sheet hedging activities as of
September 30, 2012 . This sensitivity analysisegdjiards any potentially offsetting gain that mayabgociated with the underlying foreign-
currency denominated assets and liabilities thabhedge.

This analysis also assumes a parallel adverseddtdft foreign currency exchange rates againstit& Dollar; however, foreign currency
exchange rates do not always move in such a mamueactual results may differ materially. We do exoter into speculative foreign exchange
contracts for trading purposes. See Note G to ¢tinsaidated 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 iargxt rates or credit spreads could have a maseh@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 Septem®0, 2012 by $20.8 million and $41.7 million spectively. This sensitivity analysis
assumes a parallel shift of all interest rates,dw@s, interest rates do not always move in sucla@ner and actual results may differ materit
We monitor our interest rate and credit risk, inldhg our credit exposures to specific rating catexgoand to individual issuers. There were no
impairment charges on our cash equivalents and fixeome securities during the third quarter of20These instruments are not leveraged
and we do not enter into speculative securitiedrfating purposes. See Notes E and F to the caiased financial statements for further
information.
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Note Payable to EM(

As of September 30, 2012 , $450.0 milliwas outstanding on our consolidated balance sheété note payable to EMC. The interest
on the note payable was 1.01% as of Septembei03@, @&hd 0.80% as of September 30, 2011 . In the ¢hiarter of 2012 and 2011 , $1.2
million and $0.9 million , respectively, of intetesxpense was recorded related to the note payaliee first nine months of 2012 and 2011 ,
$3.6 million and $2.8 million , respectively of émest expense was recorded related to the notbleaya

The note may be repaid, without penalty, at angtim June 2011, we and EMC amended and restaatbtl to extend the maturity date
of the note to April 16, 2015 and to modify thengipal amount of the note to reflect the outstagdialance of $450.0 million . The amended
agreement continues to bear an interest rate dd@hday LIBOR plus 55 basis points, with intengayable quarterly in arrears. The interest
rate on the note resets quarterly and is deternondtie two business days prior to the first dagaxth fiscal quarter. If the interest rate on the
note payable were to change 100 basis points fnenSeptember 30, 2012 rate, and assuming no atalitiepayments on the principal were
made, our annual interest expense would changd yrillion.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedur

We carried out an evaluation required by the Exglahct, 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 ouralsek controls and procedures, as defined in
Rule 13a-15(e) of the Exchange Act, as of the drileoperiod covered by this report. Based oneliuation, our principal executive officer
and principal financial officer concluded that aisclosure controls and procedures were effectiyerdvide 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.

Changes in Internal Controls Over Financial Repont

There were no changes in our internal control éwamncial reporting during the fiscal quarter en@saptember 30, 2012 that materially
affected, or are reasonably likely to materiallfeef, our internal control over financial reporting

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 disctosomtrols 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.
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PART Il
OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

See Note M to the consolidated financial statemienBart |, Item 1 of this Quarterly Report on Fat+Q for a description of legal
proceedings. See also the risk factor entitled filégy become involved in litigation that may adveysafect us” in Part Il, Item 1A of this
Quarterly Report on Form 10-Q for a discussionaitptial risks to our results of operations anaficial condition that may arise from legal
proceedings.

ITEM 1A. RISK FACTORS

The risk factors that appear below could materiaffgct our business, financial condition and rissaf operations. The risks and
uncertainties described below are not the onlysreakd uncertainties facing us. Our business issalbject 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, managememnt automation of information technology'IT”) infrastructure, platforms and services
through cloud-based solutions. If businesses do fiotl our cloud computing solutions compelling, owevenue growth and operating
margins may decline.

Our products and services are based on computeahiation and related technologies that have ariilmbeen 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 operatibeakfits 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 sohtaur 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 2012tk from the growth rate of 32%
experienced in 2011. In addition, to the extent tha newer cloud computing infrastructure manageraed automation (including software
defined networking), end-user computing, PaaS aafS3olutions are adopted more slowly or less celngmsively than we expect, our
revenue growth rates may slow materially or ouerexe may decline substantially.

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

The virtualization, cloud computing, and end-usenputing markets are inter-related and rapidly engl. We experienced increased
competition during the first nine months of 2012 &xpect it to remain intense through the rest0dfZand into 2013. For example, Microsoft
continues to make incremental improvements toiitsal infrastructure and virtual management pradudlicrosoft began shipping Windows
Server 2012 in September 2012, which includes a&radvanced version of its Hyper-V virtualizatiomguct, that will continue its push into
the virtualization market, and its upcoming releas8ystem Center, Microsoft's bundle of managenpeatiucts targeted at legacy and virtual
environments, is currently in beta. Microsoft ates cloud-based computing offerings and recentiypanced infrastructure as a service
(“laaS")-like capabilities for Windows Azure. Wesal face competition from other companies that tereunced a number of new product
initiatives, alliances and consolidation efforter Example, Citrix Systems continues to enhanceritsuser and server virtualization offerings
and now has a client hypervisor in the market. IBMpgle and Amazon have existing cloud computidgriofgs and announced new cloud
computing initiatives. Red Hat has also releasedmercial versions of Linux that have virtualizaticapabilities as part of the Linux kernel
("KVM”) and has also announced plans for cloud commgy products. Other companies have also indictiteid intention to expand offerings
of virtual management and cloud computing solutidwditionally, our vision for hybrid cloud computi in which enterprises pool internal
and external IT resources running on a common VMw&phere infrastructure competes with low-costipwoud infrastructure offerings
such as Amazon EC2. Google has also entered thedsipublic cloud infrastructure market with Gaa@ompute Engine.

We believe that the key competitive factors invhtualization and cloud computing markets include:
» the level of reliability, security and new functadity of product offerings

» the ability to provide comprehensive solutionsJuding management capabiliti
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» 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 ss\fiom a wide variety of end-user
devices;

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

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

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

» the ability to attract and preserve a large nunob@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 pidun 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 @thér 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 éxisuise 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 m#kem available without additional charge.
For example, Oracle provides free server virtusilimasoftware intended to support Oracle and @oacle applications, and Microsoft offers
own server virtualization software packaged wighWindows Server product and offers built-in vitiz@tion in the client version of Windows.
As a result, existing VMware customers may eleatde products that are perceived to be “free” erydow cost” instead of purchasing
VMware products and services for certain applicatiohere they do not believe that more advancedamngst capabilities are required.
Competitors may also leverage open source techigslog offer zero or low cost products capableuwdfipg 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

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

In fiscal year 2011, approximately 90% of our lisemevenues were from our cloud infrastructureraadagement solutions with the
balance from our other solutions. Although we ametinuing to develop other applications for outwalization technology such as our
networking and end-user computing products, we exbpat our data center
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virtualization products and related enhancemerndsugigrades will constitute a majority of our reveriar the foreseeable future. Declines and
variability in demand for our data center virtuatibn products could occur as a result of:

» improved products or product versions being offdrgdompetitors in our marke
e competitive pricing pressurt
» failure to release new or enhanced versions oflata center virtualization products on a timelyifas at all

» technological change that we are unable to addréth our data center virtualization productshait changes the way enterprises
utilize our products; and

e general economic conditiol

Also, as more and more businesses achieve thelzdtion of their data centers and other IT fumts, the market for our VMware
vSphere product line may become saturated. If Weoféntroduce compelling new features in futupggtades to our VMware vSphere product
line, develop new applications for our virtualizatitechnology or provide product suites based erMitiware 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 businessilt®ef operations, financial condition, and calstwé would therefore be adversely
affected by a decline in demand for our data cevitaralization products.

Additionally, in connection with the announcemenidiugust 2012 of our latest product suite centeqmoh vSphere, we announced the
elimination of the virtualization-based entitlemémuse of vSphere that was based upon virtual mgmo vRAM. We had introduced the
VRAM-based entitlement with the release of our ipviersion of vSphere in the third quarter of 201t diminated the entitlement in the third
quarter of 2012. Although we currently do not exghe elimination of the vVRAM entitlement to havenaterial impact upon our revenues,
there can be no assurance that revenues in futuieds will not be materially and adversely affectieie to the elimination of the vVRAM-based
entitlement.

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

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

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

In 2012, we also acquired Dynamic Ops, a providetaud automation solutions that enable provigigréand management of IT services
across heterogeneous environments, and Nicirayelajeer of software defined networking and a leaderetwork virtualization for open
source initiatives. Both acquisitions are importaatts of VMware’s software defined data centeatstyy.

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.

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

Our acquisitions of Zimbra, SlideRocket, and Saaat in 2010 and 2011 were a part of VMware’s sthato enter the emerging SaaS
market. In 2011, we also acquired Digital Fuel, ehhprovides IT financial and business managemdatisns and we acquired certain assets
related to our parent company’s Mozy cloud-basdd strage and data services and entered intorapragnt with EMC to operate the
services on EMC'’s behalf.
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The expansion of our offerings to deliver the seftevdefined data center and address IT managemeiidomation, laaS, PaaS and Saa
offerings subjects us to additional risks, sucthasfollowing:

* 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. In addition, some of our new initiatives laosted by third parties whom we
do not control but whose failure to prevent sudrugitions, failures or breaches may require usdod credits or refunds or indemr
or otherwise be liable to customers or third parte@ damages that may occur. Any transition ofsemvices from a third party hosti
service to our own data centers would also entadkaof service disruption during a transition.

* We may be subject to claims if customers of¢érm=rvice offerings experience service disruptmmfgilures, security breaches, data
losses or other quality issues.

e The success of these new offerings depends tlygotooperation of hardware, software and clouditngsendors to ensure
interoperability with our products and offer conipbe products and services to end users. If waiaadble 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 approprigo-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 marketinghBihagement and automation, laaS (including sofwefined networking), Pa:
and Saas offerings that enable customers to trangfweir 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 iniie$ are predicated on converting free and triatsito paying customers of the
premium tiers of these services and therefore w& maintain a sufficient conversion ratio for sisehvices 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 ignéoed for our services over the term of the supson, 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 ohet 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, Googltel 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.

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 commitingincapital 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, loweringipes for our products and services, reducing wéssand reducing the rate of adoption of
our products by new customers and the
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willingness of current customers to purchase upggdd our existing products. The ongoing soverdggiut crisis in Europe threatens to
suppress demand and our customers’ access to icrélliit region, which is an important market for products and services. Additionally, in
response to sustained economic uncertainty, matign@hand local governments that are current ospective customers for our products anc
services, including the U.S. federal governmentghalso made, or announced plans to make, signifgzending cutbacks which could reduce
the amount of government spending on IT and therial demand for our products and services fraengitvernment sector.

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 meeftcoedit 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 makingtggic 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.

Industry alliances or consolidation may result iméreased competitior

Some of our competitors have made acquisitiongredtinto or extended partnerships or other sti@atetationships to offer more
comprehensive virtualization and cloud computinigisons than they individually had offered. In 2QTlitrix Systems continued to invest in
desktop virtualization marketing by continuingdtsse collaboration with Microsoft and acquired #erglayers like Kaviza and Ringcube.
Moreover, information technology companies areaasingly seeking to deliver top-to-bottom IT saas to end users that combine
enterprise-level hardware and software solutionzéeide an alternative to our virtualization ptath. For example, in 2011, Oracle brought tc
market integrated hardware and software solutibastitilized technologies from its 2010 acquisitadrSun Microsystems, and Microsoft and
Hewlett-Packard continued their collaboration based/icrosoft’'s cloud computing and virtualizatipfatforms. In 2011, Citrix announced its
acquisition of Cloud.com, which offers an laaS daervices solution, and Red Hat continued to invethe Open Virtualization Alliance
(“OVA") to bolster KVM as a direct competitor to VMware V@pe. In 2012, Dell acquired Wyse Technologiesdistlr its ability to serve tt
“cloud client” market. On the PaasS front, Salesforce.com acqtiezdku in late 2010. We expect these trends toimeatas companies atter
to strengthen or maintain their market positionthmevolving virtualization infrastructure and entrise IT solutions industry. Many of the
companies driving this trend have significantlyajez financial, technical and other resources thawlo 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 coatition could result in a substantial loss of
customers or a reduction in our revenues.

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

» the sale of our products 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 requiretsien

» 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 fulfilmgmtoduct delivery, purchasing, billii
and general accounting, among other functions;

e our ability to control costs, including our opengtiexpense

» changes to our effective tax r

» 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 cortgrstand custome

* renewal rates for ELAs as original ELA terms exj

« the timing and amount of software developmeststhat are capitalized beginning when technoldeasibility has been established
and ending when the product is available for gdnetaase;

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

» the recoverability of benefits from goodwill andangible assets and the potential impairment ofdtesset

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 increasaughpetitive. We generally do not
have employment or notempete agreements with our existing managemesitw@lopment personnel and, therefore, they coutditate thei
employment with us at any time without penalty andld pursue employment opportunities with anywf @ompetitors. Changes to
management and key employees can also lead taadditinplanned losses of key employees. The Ibkeyoemployees could seriously harm
our ability to release new products on a timelyidaad could significantly help our competitors.

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

Developing our products is expensive. Our investimeresearch and development may not result irketable products or may result in
products that take longer to generate revenuaggmgrate less revenues, than we anticipate. Ceangsand development expenses were ove
20% of our total revenues in the first nine morth2012 and in the fiscal year 2011, respectiv®lyr future plans include significant
investments in software research and developmehtedated product opportunities. We believe thaimuest continue to dedicate a significant
amount of resources to our research and developefi@nts to maintain our competitive position. Hoxge, we may not receive significant
revenues from these investments for several ydassall.

Because competition for our target employees igitge, we may not be able to attract and retain liighly skilled employees we need
support our planned growth, and our compensatiornpexises 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 ardealoping 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
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employees with appropriate qualifications. Manytef companies with which we compete for experienmdonnel have greater resources
than we have. In addition, in making employmentslens, particularly in the high-technology indystiob candidates often consider the value
of the stock options, restricted stock grants bepstock-based compensation they are to receigerinection with their employment. Declines
in the value of our stock could adversely affeat alility to attract or retain key employees ansuiein increased employee compensation
expenses. If we fail to attract new personnel btdaretain and motivate our current personnet, lmusiness and future growth prospects could
be severely harmed.

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

The markets for our software solutions are charaeté by rapid technological changes, changingaruset needs, frequent new software
product introductions and evolving industry stadaiThe introduction of thirgarty solutions embodying new technologies ancethergenc:
of new industry standards could make our existimg) fature software solutions obsolete and unmabket&loud computing promises to be a
disruptive technology that will alter the way ttisinesses consume, manage and provide physicasdlirces, applications, data and IT
services. We may not be able to develop updatedigte that keep pace with technological developmantl emerging industry standards anc
that address the increasingly sophisticated neledsra@ustomers 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 atoyprovide better products for our customersptigration of servers to quad-core and
greater multi-core microprocessor technology alkma an end user with a given number of licensggies of our software to more than
double the number of virtualization machines rungever socket without having to purchase addiitinenses from us. If any of the
foregoing events were to occur, our ability to ireta increase market share and revenues in thgalization software market could be
materially adversely affected.

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

If we are unable to develop new products and sesyinitegrate acquired products and services, estemd improve our products and
support services in a timely manner, or positiod/anprice our products and services to meet matéetand, customers may not buy new
software licenses from us, update to new versidsiosoftware or renew product support. In additimformation technology standards from
both consortia and formal standards-setting foramell as de facto marketplace standards arelyapidlving. We cannot provide any
assurance that the standards on which we choate/tdop new products will allow us to compete dffexdy for business opportunities in
emerging areas 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 cyclenew products and product enhancements, whichregadntly been longer than we
originally expected;

* managing customergansitions to new products, which can result ilgein their purchasing decisio
* adapting to emerging and evolving industry stanslarttl to technological developments by our congrstind 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 motteleep pace with industry trends, our revenuedddoe negatively impacted. For
example, if we increase our adoption of subscnipbased pricing models for our products, we malyt@eset pricing at levels appropriate to
maintain our revenue streams or our customers Mmagse to deploy products from our competitors they believe are priced more favorably.
Additionally, we may fail to accurately predict sabiption renewal rates or their impact on results] because revenue from subscriptions is
recognized for our services over the term of tHesestiption, downturns or upturns in sales may moinbmediately reflected in our results. As
we offer more products that
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depend on converting users of free services tsudfgremium services and as such services graz@) our ability to maintain or improve
and to predict conversion rates will become mongartant.

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 may attempt to penetrate our netwankrig, or that of our website, and misapproprate proprietary information or cause
interruptions of our service. Because the techriqused by such computer programmers to accesbatag@ networks change frequently and
may not be recognized until launched against a&tavge may be unable to anticipate these technidpesldition, sophisticated hardware and
operating system software and applications thapreduce or procure from third parties may contaifedts in design or manufacture,
including “bugs” and other problems that could ymestedly interfere with the operation of the syst@évie have also outsourced a number of
our business functions to third party contractars] our business operations also depend, in patheosuccess of our contractors’ own
cybersecurity measures. Similarly, we rely upotritistors, resellers, system vendors and systetagrators to sell our products and our sale:
operations depend, in part, on the reliabilitytradit cybersecurity measures. Additionally, we depepon our employees to appropriately
handle confidential data and deploy our IT resosiinesafe and secure fashion that does not exposgetwork systems to security breaches
and the loss of data. Accordingly, if our cyberségisystems and those of our contractors failrutgxt against unauthorized access,
sophisticated cyberattacks and the mishandlingate Hy our employees and contractors, our abdityoinduct our business effectively coulc
damaged in a number of ways, including:

e sensitive data regarding our business, includitglectual property and other proprietary data,lddae 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;

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 hieaduced into our software products, thereby danmmthie reputation and perceived
reliability and security of our products and poially making the data systems of our customersemalble to further data loss and
cyberincidents; and

» personally identifiable data of our customers, empés and business partners could be

Should any of the above events occur, we couldubgest to significant claims for liability from owustomers, regulatory actions from
governmental agencies, our ability to protect atellectual 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 containgriefects or security
vulnerabilities. Some errors in our products maly dxe 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 Apoil2, VMware became aware of the
public posting by a hacker of a single file frone iMware ESX source code. The hacker publicly iatid that additional portions of the
source code would be posted in the future. Theepostde and associated commentary is from the @@@4rame. It is possible that the
released source code could expose unknown seeultitgrabilities in our products that could be exigld by hackers or others. Actual or
perceived security vulnerabilities in our produmsild harm our reputation and lead some custoroenetiirn products, to reduce or delay
future purchases or use competitive products. Eedsywho rely on our products and services foirttezoperability of enterprise servers and
applications that are critical to their informatisystems, may have a greater
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sensitivity to product errors and security vulndraés than customers for software products gelherAny security breaches could lead to
interruptions, delays and data loss and protectiorterns. In addition, we could face claims forduret liability, tort or breach of warranty,
including claims relating to changes to our produntde by our channel partners. Our contractsauistomers contain provisions relating to
warranty disclaimers and liability limitations, vehi may not be upheld and customers and channelgpamay seek indemnification from us
for their losses and those of their customers. dfey a lawsuit, regardless of its merit, is costiyl time-consuming and may divert
management’s attention and adversely affect th&etiarperception of us and our products. In addijtibour business liability insurance
coverage proves inadequate or future coverageagailable on acceptable terms or at all; our bissinBnancial 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 maintain our international sales
operations and investments.

Revenues from customers outside the United Statepigsed approximately 52% of our total revenuethafirst nine months ended 2012
and 2011 , respectively. We have sales, adminigratesearch and development and technical suppoesbnnel in numerous countries
worldwide. We expect to continue to add personmeldditional countries. Additionally, our investmig@ortfolio includes investments in non-
U.S. financial instruments and holdings in non-Uigancial institutions, including European instituns. Our international operations subject
us to a variety of risks, including:

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

» increased exposure to foreign currency exchangerisit
» difficulties in enforcing contracts and collectiagcounts receivable, and longer payment cyclegcésly in emerging marke
» difficulties in delivering support, training and@gonentation in certain foreign mark

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

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

* macroeconomic disruptions, such as monetarycesdit crises, that can threaten the stabilityos&l and regional financial institutions
and decrease the value of our international invests;

» the overlap of different tax structures or charigéaternational tax law

» reduced protection for intellectual property righteluding reduced protection from software piratgome countrie
» difficulties in transferring funds from certain attries; 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 effedgvmanage
these and other risks associated with our inteznatioperations. 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 iregusubstantial partnering, capital investmentamgloyee resources, as well as the
cooperation of the vendors or developers of theaifgy systems and hardware. Operating system arthiMare vendors may not provide us
with early access to their technology and prodwadsist us in these development efforts or shateavisell to us any application programming
interfaces, or APIs, formats, or protocols we magd If they do not
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provide us with the necessary early access, assestar proprietary technology on a timely basismay experience product development
delays or be unable to expand our products interatheas. To the extent that software or hardwanears develop products that compete witt
ours or those of our controlling stockholder, EMIGzy may have an incentive to withhold their coapien, decline to share access or sell to u
their proprietary APIs, protocols or formats or agg in practices to actively limit the functionglibr compatibility, and certification of our
products. To the extent that we enter into collabions or joint development and marketing arrangemeith certain hardware and software
vendors, vendors who compete with our collaborgtiaeners may similarly choose to limit their comgi®mn with us. In addition, hardware or
operating system vendors may fail to certify orgp or continue to certify or support our produfctstheir systems. If any of the foregoing
occurs, our product development efforts may beyeelar foreclosed and our business and resultpaftions may 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 tikeodd 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 productsereéby 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 andné$p evolving customer needs.

Recruiting and retaining qualified channel partrard training them in the use of our technology pratiuct offerings requires significant
time and resources. In order to develop and expandistribution channel, we must continue to expand improve our processes and
procedures that support our channel, 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, incladiour new product developments, may make it miffiewt to introduce those products to
end users and delay end-user adoption of our ptadfgrings.

We generally do not have long-term contracts orimmimm 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. Our competitors may be effective in providinmcentives to existing and potential channel parrio favor products of our competitors or
to prevent or reduce sales of our products. Cestgstem vendors now offer competing virtualizatiwaducts preinstalled on their server
products. Additionally, our competitors could atferno require key distributors to enter into exelitg arrangements with them or otherwise
apply their pricing or marketing leverage to disame 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 chiinnel partners. Three of our distributor:
each accounted for more than 10% of revenues dthimfjrst nine months of 2012 , and three of dstributors each accounted for more than
10% of revenues during the first nine months of200ur agreements with distributors are typictdlyminable by either party upon 30 to 90
days’ prior written notice to the other party, aradther party has any obligation to purchase drasgl products under the agreements. While
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 martsecould 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.

Three of our distributors each accounted for mbas t10% of revenues during the first nine montha0df2 , and three of our distributors
each accounted for more than 10% of revenues dthim§rst nine months of 201MWe anticipate that sales of our products to d@didinumbe
of distributors will continue to account for a sijgant portion of our total product revenues foe foreseeable future. The concentration of
product sales among certain distributors increasepotential credit risks. For example, approxiehatd3% of our total accounts receivable as
of September 30, 2012 was from three distribut®ne of our distributors may experience financifflcdiities, which could adversely impact
our collection of accounts receivable. One or nuirihese distributors could delay payments or defaucredit extended to them. Our
exposure to credit risks of our distributors magréase if our distributors and their customersaaiersely affected by global or regional
economic
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conditions. Additionally, we provide credit to dibutors, resellers, and certain end-user customete normal course of business. Credit is
generally extended to new customers based upogdit evaluation. Credit is extended to existingtomsers based on ongoing credit
evaluations, prior payment history, and demondrfiteancial stability. We often allow distributoasd customers to purchase and receive
shipments of products in excess of their estabdiginedit limit. We are unable to recognize revefiam such shipments until the collection of
those amounts becomes reasonably assured. Anficagnidelay or default in the collection of sigo#nt accounts receivable could result ir
increased need for us to obtain working capitahfaher sources, possibly on worse terms than wkldwve negotiated if we had establishec
such working capital resources prior to such detaydefaults. Any significant default could resulta negative impact on our results of
operations and delay our ability to recognize rexen

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 fatins 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®e 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 flliogram may alleviate credit risk from our dtstitors 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 Euro, the British Pound, Japanese Yen and the Australian Dollar
relative to the U.S. Dollar. While variability irperating margin may be reduced due to invoicinggriain of the local currencies in which we
also recognize expenses, increased exposure fgriarerrency fluctuations will introduce additiorrédk for variability in revenue-related
components of our consolidated financial statements

We enter into foreign currency forward contracthi¢alge a portion of our net outstanding monetasgtasand liabilities against moveme
in certain foreign exchange rates. Although we 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 expedtlidonally, 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 can fe-{tonsuming, divert management’s attention anauress and cause us to incur significant
expenses. While no formal legal proceedings thakdchave a material impact on our results of op@nator financial condition 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, results of operationgn@antial condition could be negatively affected
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 persaial. Any failure by us to comply with our postet/acy policies or other federal, state or
international privacy-related or data protectiondaand regulations could result in proceedingsrejais by governmental entities or others
which could have a material adverse effect on agirtess, results of operations and financial carditn addition, the increased attention
focused upon liability
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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 isnsistent with our data practices. If so, in
addition to the possibility of fines and penaltiagjovernmental order requiring that we changedata 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. Nonc@npé could result in penalties being imposed oor wge could be ordered to cease
conducting the noncompliant activity.

In addition to government regulation, privacy adsgcand industry groups or other third parties mapose new and different self-
regulatory standards that either legally or conitralty 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 hambuosiness.

Additionally, our virtualization technology is useg cloud computing vendors, and we have expandethwolvement in the delivery and
provision of cloud computing through business atlizs with various providers of cloud computing 8% and software and expect to conti
to do so in the future. For example, in April 20k entered into an agreement with EMC to acquéréam assets relating to EMC’s Mozy
cloud-based data storage and data services, ingugirtain data center assets and a license rcertellectual property. We also entered intc
an operational support agreement with EMC pursteawnthich we will take over responsibility for opéray the Mozy service on behalf of
EMC. The application of U.S. and international dati@acy laws to cloud computing vendors is undartand our existing contractual
provisions may prove to be inadequate to protedtams claims for data loss or regulatory noncomudia made against cloud computing
providers who we may partner with. Accordingly, fadure to comply with data protection laws andutations by our customers and busines:
partners who provide cloud computing services cbialde a material adverse effect on our business.

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

Our contracts with our customers may include unige specialized performance requirements. Inquaati, our contracts with federal,
state, and local and non-U.S. governmental custeared our arrangements with distributors and reseitho may sell directly to
governmental customers are subject to various peoocents regulations, contract provisions and atbguirements relating to their formation,
administration and performance. Any failure by asomply with provisions in our customer contramt@any violation of government
contracting regulations could result in the impositof various civil and criminal penalties, whiotay include termination of contracts,
forfeiture of profits, suspension of payments dandhe case of our government contracts, finessaisgension from future government
contracting. Further, any negative publicity retate our customer contracts or any proceeding®sading them, regardless of its accuracy,
may damage our business and affect our abilityptopete for new contracts. From time to time, werezinquiries from government entities
regarding the compliance of our contracting andssplactices with applicable regulations. Whilderonal legal proceedings that could have &
material impact on our results of operations oafficial condition have been taken, there can bessarance that actions will not be taken in
future. If our customer contracts are terminatbdiei are suspended from government work or finestloer government sanctions are imposec
or if our ability to compete for new contracts dvarsely affected, we could suffer an adverse efirmur business, operating 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@ghnology. We rely on trade secret, patent, dghyand trademark laws and
confidentiality agreements with employees and tpadies, all of which offer only limited protectioAs such, despite our efforts, the steps we
have taken to protect our proprietary rights 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 witkirtluse of our products and technology. There iguarantee that such parties will abide by
the terms of such agreements or that we will be tbhdequately enforce our rights, in part becaweseely on “click-wrap” and “shrink-wrap”
licenses in some instances.

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 intellectualpery

52




Table of Contents

rights, to protect our trade secrets or to deteerttie validity and scope of the proprietary rigtftethers. Such litigation could result in
substantial costs and diversion of management ressueither of which could harm our business riona condition and results of operations,
and there is no guarantee that we would be sueadeBsirthermore, many of our current and poteriathpetitors have the ability to dedicate
substantially greater resources to protecting tieeinnology or intellectual property rights than e Accordingly, despite our efforts, we may
not be able to prevent third parties from infringinppon or misappropriating our intellectual propewthich could result in a substantial loss of
our market share.

We provide access to our hypervisor and other sel@source 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 sadesource code to more than 50 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 parteensloyees 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 inflement 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 intellectpadperty 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 license for the
of such intellectual property, which may not beide on commercially reasonable terms or atAdternatively, we may be required to
develop norinfringing technology, which could require signdiat effort and expense and may ultimately not lmeessful. Any of these ever
could seriously harm our business, operating result financial condition. Third parties may alseet infringement claims against our
customers and channel partners. Any of these cletmkl require us to initiate or defend potentigliptracted and costly litigation on their
behalf, regardless of the merits of these clairesabse we generally indemnify our customers andraigartners from claims of infringeme
of proprietary rights of third parties in connectiwith the use of our products. If any of thesénestasucceed, we may be forced to pay damag
on behalf of our customers or channel partnersghvbould negatively affect our results of operation

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

A significant portion of the products, technolog@sservices acquired, licensed, developed or edféry us may incorporate so-called
“open source” software, and we may incorporate qmemce 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” Iges) “BSD-style” licenses and other open sour@n$ies. We monitor our use of open
source software in an effort to avoid subjecting pnoducts to conditions we do not intend. Althowg believe that we have complied with
our obligations under the various applicable li@nfor open source software that we use, therlésdr no legal precedent governing the
interpretation of many of the terms of certaintedge licenses, and therefore the potential imdabtiese terms on our business is somewhat
unknown and may result in unanticipated obligatitegarding our products and technologies. For examye may be subjected to certain
conditions, including requirements that we offer products that use the open source software faost that we make available source code
for modifications or derivative works we create ddsipon incorporating, using or distributing thewource software and/or that we license
such modifications or derivative works under thente of the particular open source license. Anyheke 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 distribugeeh open source software were to allege that Wwanbaicomplied with the conditions of
one or more of these licenses, we could be reqtirgttur significant legal expenses defending mgfasuch
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allegations. Although we have received inquiriegarding open source license compliance for softwaegl in our products, no formal legal
proceedings that would have a material impact arr@aults of operations or financial condition héesn taken. However, there can be no
assurance that actions will not be taken in theréutlf our defenses were not successful, we cbelgubject to significant damages, enjoined
from the distribution of our products that contairire open source software and required to comjily thve foregoing conditions, which could
disrupt the distribution and sale of some of owdpicts. In addition, if we combine our proprietaoftware with open source software in a
certain manner, under some open source licensesue be required to release the source code gbrmprietary software, which could
substantially help our competitors develop prodtitas are similar to or better than ours.

In addition to risks related to license requirersensage of open source software can lead to gmésite than use of third-party
commercial software, as open source licensors gyelo not provide warranties or assurance o tl controls on origin of the software. In
addition, many of the risks associated with usdg®en source such as the lack of warranties arrasses of title, cannot be eliminated, and
could, if not properly addressed, negatively affaat business. We have established processespal@liate these risks, including a review
process for screening requests from our developorgahnizations for the use of open source and adimdpappropriate due diligence of the
use of open source in the products developed byaoias we acquire, but we cannot be sure thapath source software is submitted for
approval prior to use in our products or is diseededuring 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 srugitions to the release or distribution
of those software solutions, and increased comjpetit

In September 2009, we completed our acquisitioBfngSource and, in February 2010, we completedoguisition of Zimbra. In April
2011, we launched our Cloud Foundry PaaS offekivig.offer each of the product offerings under opmuree licenses. In July 2012, we
acquired Nicira whose expertise is in softwarerdadinetworking and whose principal products corgaime open source software. Software
solutions that are substantially or mostly basedmen source software subject us to a number ks @ad challenges:

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

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

e ltis possible that a court could hold that libenses under which our open source products amices are developed and licensed ar
not enforceable or that someone could assert m étai proprietary rights in a program developed distributed under them. Any
ruling by a court that these licenses are not eefilnle, or that open source components of our ptadservices 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 mayyftime to time, modify the terms
of their license agreements in such a manner hiogetlicense terms may no longer be compatible atithr open source licenses in
our offerings or our end-user license agreemetdrans 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 andticd 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, uponiaihwe are dependent, as a
resource to help develop and improve our open sgunaducts and services.

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

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

The timing of our revenues is difficult to predi€ur sales efforts involve educating our custonad@ut the use and benefit of our
products, including their technical capabilitiestgntial cost savings to an organization and adwgpas compared to lowepst products offere
by our competitors. Customers typically undertalsigaificant evaluation process
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that has in the past resulted in a lengthy saleeayhich typically lasts several months, and n@st & year or longer. We spend substantial
time, effort and money on our sales efforts withaoy assurance that our efforts will produce amgssan addition, product purchases are
frequently subject to budget constraints, multggerovals, and unplanned administrative, procesasiugother delays. Moreover, the greater
number of competitive alternatives, as well as ameements by our competitors that they intend ttm@luce competitive alternatives at some
point in the future, can lengthen customer procem@neycles, cause us to spend additional time @swolurces to educate end users on the
advantages of our product offerings and delay prbsales. Economic downturns and uncertainty cem @use customers to add layers to
internal purchase approval processes, adding futithe to a sales cycle. These factors can hawtacplar impact on the timing and length of
our ELA sales cycles.

Additionally, our quarterly sales have historicaléflected an uneven pattern in which a dispropogtie percentage of a quarter’s total
sales occur in the last month, weeks and daysatf @aarter. Similarly, our yearly sales have histily reflected a disproportionate percent
of the year’s sales in the fourth fiscal quartdre3e patterns make prediction of revenues, earaimgjsvorking capital for each financial period
especially difficult and uncertain and increaseribk of unanticipated variations in financial céi@h and results of operations. We believe
uneven sales pattern is a result of many factatading the following:

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

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

» seasonal influences, such as holiday or vacaticogxs

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

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&dcialcast and WaveMaker. In 2011 we also acduegtain assets from EMC’s Mozy
cloud-based data storage and data services amgeimé an agreement with EMC to operate the sesvon EMC’s behalf. We may not be
able to find suitable acquisition candidates, aedway not be able to complete acquisitions on fverterms, if at all. If we do complete
acquisitions, we may not ultimately strengthen@ampetitive position or achieve our goals, or thegy be viewed negatively by customers,
financial markets 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 rssi expected benefits, which may include benefitating to enhanced revenues, technology
human resources, cost savings, operating effiasrmnd other synergies. Acquisitions may reduceasin available for operations and other
uses and could result in an increase in amortizaigense related to identifiable intangible assetgiired, potentially dilutive issuances of
equity securities or the incurrence of debt.

Additionally, we have limited historical experienaith the integration of acquired companies. Thee 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, finarnmabition 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.

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 transadtoriher, the risks described above may be exaamtlzat a result of managing multiple
acquisitions at the same time. We also seek tastrimebusinesses that offer complementary prodsetsjces or technologies. These
investments are accompanied by risks similar tsg¢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 acquire other companies and may not realizta@léconomic benefit from those acquisitions, whichld result in an impairment of
goodwill or intangibles. Under GAAP, we review @mortizable intangible assets for impairment whemis or changes in circumstances
indicate the carrying value may not be recoveraie.test goodwill for impairment at least annualpctors that may be considered a change
in circumstances, indicating that the carrying eatdi our goodwill or amortizable intangible assey not be recoverable, include a decline in
stock price and market capitalization or cash flogduced future cash flow estimates, and slowawtr rates in our industry. We may be
required to record a significant charge in ourfficial statements during the period in which anyampent of our goodwill or amortizable
intangible assets is determined, negatively impgabur results of operations.

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

We have complied with Section 404 of the SarbandsyQAct of 2002 by assessing and testing our sysikinternal controls. Even
though we concluded our system of internal contnals effective as of December 31, 2011, we needritinue to maintain our processes and
systems and adapt them to changes as our busimasgas and we rearrange management responsiladlitieseorganize our business
accordingly. We may seek to automate certain psase® improve efficiencies and better ensure erggoompliance but such automation may
itself disrupt existing internal controls and irduze unintended vulnerability to error or fraudisT¢tontinuous process of maintaining and
adapting our internal controls and complying wittcton 404 is expensive and time-consuming, andires| significant management attention.
We cannot be certain that our internal control messwill continue to provide adequate control awar financial processes and reporting and
ensure compliance with Section 404. Furthermoreuadusiness changes and as we expand througlsitioms of other companies, our
internal controls may become more complex and Wer@guire significantly more resources to ensuwieiaternal controls overall remain
effective. Failure to implement required new or ioyed controls, or difficulties encountered in thigiplementation, could harm our operating
results or cause us to fail to meet our reportipiggations. If we or our independent registeredljpudccounting firm identify material
weaknesses, the disclosure of that fact, evenigkjuremedied, could reduce the market’s configeimcour financial statements and harm our
stock price. In addition, if we are unable to coa# to comply with Section 404, our non-compliaocald subject us to a variety of
administrative sanctions, including the suspensiodelisting of our Class A common stock from thewNYork Stock Exchange and the
inability of registered broker-dealers to make akatin our Class A common stock, which could redoar 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 position, results of agiens 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 taxesthirtle United States and various
foreign jurisdictions. Our domestic and internaéibtax liabilities are subject to the allocationre¥enues and expenses in different jurisdict
and the timing of recognizing revenues and expersdditionally, the amount of income taxes paidudbject to our interpretation of applica
tax laws in the jurisdictions in which we file andanges to tax laws. Significant judgment is resgliin determining our worldwide provision
for income taxes and other tax liabilities. Fromdito time, we are subject to income tax auditsil&he believe we have complied with all
applicable income tax laws, there can be no assartdmat a governing tax authority will not haveiffedent interpretation of the law and assess
us with additional taxes. Should we be assessddasiditional taxes, there could be a material axveffect on our financial condition or
results of operations.

Our future effective tax rate may be affected bghsiactors as changes in tax laws, regulationatesy changing
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interpretation of existing laws or regulations, thmpact of accounting for stock-based compensatimimpact of accounting for business
combinations, changes in our international orgaiiraand changes in overall levels of income beetax. For example, the U.S. federal
research tax credit, which provided a significattuction in our effective tax rate, expired on Deber 31, 2011. Reinstatement of the U.S.
federal research tax credit would have a favorafikxt on our 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 cannotetizatr the final determination of tax audits
or tax disputes will not be different from whatéflected in our historical income tax provisiom&laccruals.

We are also subject to non-income taxes, suchyaslpaales, use, value-added, net worth, propanty goods and services taxes, in both
the United States and various foreign jurisdictioffe are under audit from time to time by tax avithes with respect to these non-income
taxes and may have exposure to additional non-iedam liabilities.

Our business is subject to the risks of earthquakié®, floods and other natural catastrophic evenguch as pandemics, and to interruption
by manmade problems, such as computer viruses, unantitigadisruptions in local infrastructure or terrorim, which could result 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 osinkas, 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 servicesigaa/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@md maintain local and global business corttindiatural 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 systBurthermore, acts of terrorism or war couldseadisruptions in our or our customers’
business or the economy as a whole and diseaseméasdcould temporarily sideline a substantial padur or our customers’ workforce at
any particular time. To the extent that such disams result in delays or cancellations of custooreers, or the deployment or availability of
our products and services, our revenues would bersely affected.

Changes in accounting principles and guidance, tetr 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 inttrand 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 September 30, 2012 , EMC owned 39,163,00€eshat our Class A common stock and all 300,0008)@0es of our Class B
common stock, representing 79.2% of the total antlihg shares of common stock or 97.dPthe 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,
voting separately as a class, are entitled to 8@ of the total number of directors on our baafrdirectors that we would have if there were
no vacancies on our board of directors at the tithese are our Group | directors. Subject to agiytsi of any series of preferred stock to elect
directors, the holders of Class A common stockthecholders of Class B common stock, voting toge#isea single class, are entitled to elect
our remaining directors, which at no time will les$ than one director-our Group Il director(s). @&dingly, the holders of our Class B
common stock currently are entitled to elect 8 wf ® directors.
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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#gicnvert 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 vosiiogk, EMC will be able to elect all of the
members of our board of directors.

In addition, until such time as EMC or its succesdaeinterest beneficially owns shares of our conmnstock representing less than a
majority of the votes entitled to be cast by th&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 amtdptigh our board of directors, any determinatiothwespect to our business plans and
policies;

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

e 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 enforcementgiits we may have against third parties, includiity) vespect to intellectual property
rights;

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

Our certificate of incorporation and the mastensaction agreement entered into between us and iBEM@nection with our initial public
offering (“IPO”) also contain provisions that 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 excepltionorder to authorize us to:

» consolidate or merge with any other en

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

* issue any stock or securities except to our sudrs@di 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 additional rights described above
may discourage transactions involving a changeofrol of us, including transactions in which haklef our Class A common stock might
otherwise receive a premium for their shares dvetheneurrent market price. EMC is not prohibited frontling a controlling interest in us
a third party and may do so without the approvahefholders of our Class A common stock and witlwaviding for a purchase of any sha
of Class A common stock held by persons other EMIC. Accordingly, shares of Class A common stocky tn@ worth less than they would
if EMC did not
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maintain voting control over us nor have the addéi 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 haveaofiand have consented to the
provisions of our certificate of incorporation atieg 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 assuran@&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 whahld impede our growth or our ability to enter nenarkets or otherwise adversely
affect our business. Further, EMC could utilizeciéstrol over us to cause us to take or refraimftaking certain actions, including entering
into relationships with channel, technology anceotimarketing partners, enforcing our intellectuagerty rights or pursuing business
combinations, other corporate opportunities or pobadlevelopment initiatives that could adversefgeetfour competitive position, including
our competitive position relative to that of EMCrirarkets where we compete with them. In additidlCEmaintains significant partnerships
with certain of our competitors, including Microsof

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

Our existing and potential partner relationshipy iba affected by our relationship with EMC. We partwith a number of companies that
compete with EMC in certain markets in which EMCtjggpates. 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, inaigdBM and Hewlett-Packard.
Pursuant to our certificate of incorporation angeotagreements that we have with EMC, EMC may tlagability 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 avklabus.

In order to preserve the ability for EMC to distnilbe 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 incentivesaer employees, which could hurt ot
ability to grow.

Beneficial ownership of at least 80% of the totating power is required in order for EMC to affectax-free spin-off of VMware or
certain other tax-free transactions. We have agieggdor so long as EMC or its successor-in-irgeontinues 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 &piib undertake a tax-free spin-off. Additionaliynder our certificate of incorporation and the
master transaction agreement we entered into WitE Biwve must obtain the consent of EMC or its susoe#n-interest, as the holder of our
Class B common stock, to issue stock or other VMvgarcurities, excluding pursuant to employee bepkins (provided that we obtain Class
B common stockholder approval of the aggregate @mumber of shares to be granted under such plah&h could cause us to forgo cap
raising or acquisition opportunities that wouldertliise 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 tdiiies related to EMC's business and not reldtedur business. However, if those liabilities
are significant and we are ultimately held lialde them, we cannot be certain that we will be ablecover the full amount of our losses from
EMC.
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Although we have entered into a tax sharing 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 thilk 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 stkteal or foreign income tax purposes is jointly aederally liable for the state, local or
foreign income tax liability of each other membéth® consolidated, combined or unitary group. Adawgly, for any period in which we are
included in the EMC consolidated group for U.S efedl income tax purposes or any other consolidai@uhpined 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 trexrise between us and EMC with respect to our parsti ongoing relationships may rest
in a significant reduction of our revenues and eanys.

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

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

» employee retention and recruiti

* business combinations involving

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

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

» the nature, quality and pricing of services EMC agieed to provide L

» arrangements with third parties that are exclusipt@ EMC;

» 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 amendmentese thgreements if required on terms as favorahlse & 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 managetpositions 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 oiioedirectors 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
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master transaction agreement will adequately adgretential conflicts of interest or that potentiahflicts of interest will be resolved in our
favor or that we will be able to take advantagearporate opportunities presented to individuale ate officers or directors of both us and
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 thaé 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 constindependent directo

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

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

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

While we have voluntarily caused our Compensatiwh @orporate Governance Committee to currentlydmeposed entirely of
independent directors in compliance with the rezpuients 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, holdersar Class A common stock will not
have the same protection afforded to stockholdecempanies that are subject to all of the New Y8tick Exchange corporate governance
requirements.

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

The historical financial information covering therfwds prior to our IPO in August 2007 includedur Annual Report on Form 10-K for
the fiscal year ended December 31, 2011 does mesrarily reflect what our financial position, iésof operations or cash flows would have
been had we been an independent entity during thiesaical periods. The historical costs and esgsrreflected in our consolidated financial
statements prior to 2008 include an allocationcntain corporate functions historically providgdEBMC, including tax, accounting, treasury,
legal and human resources services. Although we tramsitioned most of these corporate functionsMaare personnel, in certain
geographic regions where we do not have an egtebliegal entity, we contract with EMC subsidiafi@ssupport services and EMC
employees who are managed by VMware personnelcds$is incurred by EMC on VMware’s behalf relatedhiese employees include a
mark-up intended to approximate costs that wouldtHmeen charged had we contracted for such semwitiesn unrelated third party. These
costs have been charged by EMC and are includegp@nses in our consolidated statements of inc@uehistorical financial information is
not necessarily indicative of what our financiakjion, results of operations or cash flows willibéhe future if and when we contract at arm’s
length with independent third parties for the seggiwe have received and currently receive from EMI additional information, see
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations” and our histdrconsolidated financial statements
and notes 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, 2011 and September 30, 2012 , the glosiding price of our Class A common stock way walatile, ranging between $74.81 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 tfees of our

61




Table of Contents

Class B common stock, which may be converted teCAacommon stock upon request of the holder, ale sy EMC. Shares of Class A
common stock held by EMC (including shares of Clag®mmon stock that might be issued upon the caiwe of Class B common stock)
eligible for sale subject to the volume, mannesaié and other restrictions of Rule 144 of the 8tes Act of 1933, as amended (the
“Securities Act”), which allows the holder to sap} to the greater of 1% of our outstanding Clas®mon stock or our four-week average
weekly trading volume during any three-month peaod following the expiration of their contractwastrictions. Additionally, EMC
possesses registration rights with respect tolihees of our common stock that it holds. If EMC @$®s to exercise such rights, its sale of the
shares that are registered would not be subjgbet®Rule 144 limitations. If a significant amoufittee shares that become eligible for resale
enter the public trading markets in a short pedbtime, the market price of our Class A commorcktmay 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 gersrdltechnology companies in particular, also hdtenexperienced 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, owksprice would likely decline.

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

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

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

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

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

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

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

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

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

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

« amend certain provisions of our bylaws or certificaf incorporatior

» make certain acquisitions or dispositic

» declare dividends, or undertake a recapitalizatioiiquidation

« adopt any stockholder rights plan, “poison pili’other similar arrangeme

* 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
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subsidiaries; or
» undertake certain other actic

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

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
* (a) Sales of Unregistered Securi
None.

* (b) Use of Proceeds from Public Offering of Commaocg
None.

* (c) Purchases of Equity Securities by the IssuerAdfiliated Purchase!
Purchases of equity securities during the threethsoended September 30, 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) 1)) (2)(3)(4)
July 1 — July 31, 2012 1,437,16;. $ 84.9¢ 1,087,91' $ 414,050,63
August 1 — August 31, 2012 153,03( 91.4¢ 108,03 404,054,77
September 1 — September 30, 2012 307,32: 96.4( 262,01: 378,428,24
1,897,51! 87.3¢ 1,457,96.

(1) Includes 439,552 shares repurchased by EMipém market transactions. In the three months ehtdedh 31, 2010, EMC announced a
stock purchase program of VMwaseClass A common stock to maintain its approxinkatel of ownership in VMware over the long te|
Inclusion of EMC'’s purchases in the above tablesduat indicate that EMC is deemed to be an “affilibpurchaser” with respect to the
VMware stock repurchase program discussed in #heafimg footnote. Shares purchased by EMC remaines and outstanding.

(2) In February 2012, VMware’s Board of Directargthorized the repurchase of up to $600.0 millibwMware’s Class A common stock
through the end of 2013 . Stock has, and may iriutuee be, purchased pursuant to our stock repsecluthorizations, from time to time,
in the open market or through private transactisanbject to market conditions. We are not obligategurchase any shares under our ¢
repurchase program. Subject to applicable lawsirofyases under our stock repurchase program mayabe at such times and in such
amounts as we deem appropriate. The timing of apyrchases and the actual number of shares regerthall depend on a variety of
factors, including VMware’s stock price, cash regments for operations and business combinati@mppcate and regulatory
requirements and other market and economic conditiBurchases under our stock repurchase progmaimecdiscontinued at any time t
we feel additional purchases are not warranted.

(3) Represents the amounts remaining in the VMwarekstmurchase authorizatio

(4) Amounts do not include potential purchases by E

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.

ITEM 4. MINE SAFETY DISCLOSURES
Not Applicable.

ITEM 5. OTHER INFORMATION
None.
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ITEM 6. EXHIBITS
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
Corporation, Nicira, Inc. and the Representativéhefindemnifying Holders of 8-K 8/24/2012
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
10.28+ Form of Restricted Stock Unit Agreement, approvegt&mber 14, 2012. X
10.29+ Form of Performance Stock Unit Agreement, apprdveptember 14, 2012. X
31.1 Certification of Principal Executive Officer reqad by Rule 13a-14(a) or Rule
15d-14(a) of the Securities Exchange Act of 1934adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002. X
31.2 Certification of Principal Financial Officer reqeut by Rule 13a-14(a) or Rule
15d-14(a) of the Securities Exchange Act of 1934adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002. X
32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002. X
32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002. X
101.INS XBRL Instance Document X
101.SCH 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, thereduaty authorized.

VMWARE, INC.

Dated: November 1, 2012 By: Is/ Carl M. Eschenbach

Carl M. Eschenbach
Chief Operating Officer and Co-President (Principal Financial Officer)
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EXHIBIT INDEX

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
Corporation, Nicira, Inc. and the Representativéhefindemnifying Holders of 8-K 8/24/2012
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
10.28+  Form of Restricted Stock Unit Agreement, approvegdt&mber 14, 2012. X
10.29+  Form of Performance Stock Unit Agreement, apprdseptember 14, 2012. X
31.1 Certification of Principal Executive Officer regat by Rule 13a-14(a) or Rule
15d-14(a) of the Securities Exchange Act of 1934adopted pursuant to X
Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of Principal Financial Officer reqeit by Rule 13a-14(a) or Rule
15d-14(a) of the Securities Exchange Act of 1934adopted pursuant to X
Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as X
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002.
32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as X
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002.
101.INS XBRL Instance Document X
101.SCH 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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Form of Time-Vested RSU
Agreement w/Acceleration Provisions (US Employees)
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 this e@tf grant ("Notice of Grant”) and Restricted Stock Unit
agreement (Agreement”).

Name: (“Participant”)

Address:

The Participant has been granted an Award of RéstriStock Units (RSUs”). Each RSU represents the right
to receive one share of Stock, subject to the temdsconditions of this Notice of Grant, the Plad ¢his Agreement, .
follows:

Grant Number:

Date of Grant:

Vesting Commencement Date:
Number of RSUs:

Vesting Schedule

[VESTING SCHEDULE TO BE REVISED FOR EACH EMPLOYEE] _ % of the total Number of RSUs shall vest
on the month anniversary of the Vestingp@encement Date and % vests on each subsequent _
month anniversary], subject to the Participambntinuing employment with the Company, any Siibsy, the Parent
an Affiliate in which the Company and/or Parentdhalirectly or indirectly, at least 80% of the dguor voting interest
through each vesting date.

. AGREEMENT

1. Grant of the RSUsThe Company has granted the Participant the nupnfliRSUs set forth in the
Notice of Grant. However, unless and until the R®lishave vested, the Participant will have natigo the paymer
or receipt of any Stock subject thereto. Priordtmal payment or receipt of any Stock, the RSUsnepresent an
unsecured obligation of the Company, payable @lxtonly from the general assets of the Company.

2. Vesting of RSUs Subject to Section 5 below, the Participant walét in the RSUs in accordance with the
vesting schedule set forth in the Notice of Grantyvided that, in the event the Participant in@itermination of
employment for any reason other than those sdt forEection 4 below, such that the Participamioisonger employed
by the Company, any Subsidiary, the Parent or ditigké in which the Company and/or Parent holdedily or
indirectly, at least 80% of the equity or votingerest, the Participant’s right to vest in the R&ldd to receive the
Stock related thereto will terminate effective &the date that Participant ceases to be so emglagd thereafter, the
Participant will have no further rights to such asted RSUs or the related Stock. In such casejmrgsted RSUs he



by the Participant immediately following such tenation of employment shall be deemed reconveydideto
Company and the Company shall thereafter be tlad &egl beneficial owner of the unvested RSUs aal khve all
the rights and interest in or related thereto witHfarther action by the Participant. In all cadbs, date of termination
of employment shall be determined in the sole dismn of the Administrator.

3. Issuance of StockNo Stock shall be issued to the Participant godhe date on which the RSUs vest.
After any RSUs vest and subject to the terms af Agreement, including without limitation Sectiom@&reof, the
Company shall cause to be issued (either in botk-&orm or otherwise) to the Participant or thetRgpant’s
beneficiaries, as the case may be, that numbdrawés of Stock corresponding to the number of sested RSUs as
soon as administratively practicable following wegt but in no event shall the issuance of sucheshiae made
subsequent to March 15th of the year followingytbar in which the shares vested. No fractionaleshaf Stock shall
be issued under this Agreement. Notwithstandingpanyision in the Plan to the contrary, the RSUalIdbe settled
only in shares of Stock.

4. Certain Terminations

(a) Death or Disability. In the event that the Participasmiemployment is terminated by reason of d
or “disability” (as defined under the applicabl@dsterm disability plan of the Company, Subsidiaryrd?d or Affiliate,
or, if there is no such plan, as determined byBbard or the Committee (each, thA&dministrator ")), then any
unvested portion of the RSUs will automatically @lecate and the Participant will become fully vestethe RSUs
upon termination of employment by reason of deattiability.

(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 theiBi@ant terminates employment for “Good Reas@s defined
below), then any unvested portion of the RSUs auitiomatically accelerate, and the Participant wplon the date of
such termination, become fully vested in the RSUs.

5. Administrator Discretion The Administrator, in its discretion, may accaterthe vesting of the balance, o
some lesser portion of the balance, of the RSldsyatime, subject to the terms of the Plan. If sceterated, such
RSUs will be considered as having vested as ofl#ite specified by the Administrator.

6. 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 to the Company to estabishvalidity of the transfer and compliance with denys or
regulations pertaining to said transfer.

7. Taxes.

(@) Generally. The Participant is ultimately liable and respobiesior all taxes owed in connection
with the RSU, regardless of any action the Compargny of its Subsidiaries or Affiliates takes wispect to any tax
withholding obligations that arise in connectiorimthe RSU. None of the Company, the Parent orSarsidiaries or
Affiliates makes any representation or undertakaggarding the treatment of any tax withholding @amigection with th
grant or vesting of the RSU or the subsequentafaBtock issuable pursuant to the RSU. The CompaeyParent and
the Subsidiaries do not commit and are under nigatbdn to structure the RSU to reduce or elimirthgeParticipant’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 RSUs. The Administratio its 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 and/or by the sale of shares ofiStogenerate sufficient cash proceeds to satisfysach tax




withholding obligation. The Participant hereby aurthes the Administrator to take any steps as neay b
necessary to effect any such sale and agrees tanyagosts associated therewith, including witHiooitation any
applicable broker’s fees. In addition, and to theximum extent permitted by law, the Company may@se the right
to retain, without notice, from salary or other amts payable to the Participant, cash having aevalifficient to satisf
any tax withholding obligations that cannot beatd by the withholding and/or sale of otherwigsdivterable shares
Stock.

8. Changes in Stockin the event that any extraordinary dividend threo extraordinary distribution (whether
in the form of cash, Stock, other securities, dieoproperty), 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 disione) to be necessary or appropriate, the Admiatstrshall
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 intelvthe RSUs may be converted shall always be denianber.

9. Rights as Stockholdereither 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 ¢lwhmay 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(iding through
electronic delivery to a brokerage account). Aftech issuance, recordation and delivery, the Raatit will have all
the rights of a stockholder of the Company withpees to voting such Stock and receipt of dividead distributions
on such Stock.

10. 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 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 atiloinal rights under
the Plan or under any other welfare or benefit pifaihe Company, the Parent or any Subsidiary ditidte.

11. Black Out Periods The Participant acknowledges that, to the extentvesting of any RSUs occurs
during a “blackout” period wherein certain employeg@acluding the Participant, are precluded frothregeStock, the
Administrator retains the right, in its sole didta, to defer the delivery of the Stock pursuanthte RSU; provided,
however, that the Administrator shall not exerdiseight to defer the Participant’s receipt of Bi&tock if such shares
of Stock are specifically covered by a Rule 1ab%ading plan of the Participant which causes slares 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 blaicgeriod, such shares shall be issued to theiarit on the first
day following the termination of such regularly ediled blackout period; provided, however, thatorevent shall the
issuance of such shares be deferred subsequerarth MI5th of the year following the year in whible shares
otherwise would have been issued. In the eventettmipt of any shares of Stock is deferred hereudde to the
existence of a special blackout period, such sheiralt be issued to the Participant on the firgtfdlowing the
termination of such special blackout period asmeitged by the Company’s General Counsel or hiscordelegatee;
provided, however, that in no event shall the isseaof such shares be deferred subsequent to Mé&thtof the year
following the year in which such shares otherwiseidd have been issued. Notwithstanding the foregany deferred
shares of Stock shall be issued promptly to thédfaeint prior to the termination of the blackoaripd 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 Sectiabove, this Award of RSUs
and the rights and privileges conferred hereby natl be transferred, assigned, pledged or hypotbéda any way by
the Participant (whether by operation of law oresthise) and will not be subject to sale under ettenyattachment or
similar process, until the Participant has beemedghe Stock. Upon any attempt by the Participatriansfer, assign,
pledge, hypothecate or otherwise dispose of thiaiywor any right or privilege conferred herebyupon any
attempted sale under any execution, attachmentdas process, this Award and the rights and peyes conferred
hereby immediately will become null and void. Thens of this Agreement shall be binding upon thei&pant’s




executors, administrators, heirs, successors angexmitted transferees.

13. 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.

14. 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.

15. Additional Conditions to Issuance of Certificates $tock. The Company shall 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 Adntrai®r shall,
in its absolute discretion, deem necessary or abigs (c) the obtaining of any approval or otheacance from any
state, federal or foreign governmental agency, wtie Administrator shall, in its absolute disaatidetermine to be
necessary or advisable; and (d) the lapse of sagonable period of time following the date of wesbf the RSUs as
the Administrator may establish from time to tinoe feasons of administrative convenience.

16. 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.

17. Administrator Authority. The Administrator will have the power to interpitee 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 and all atiterested persons.
No member of the Administrator will be personalble for any action, determination or interpretatmade in goo
faith with respect to the Plan or this Agreement.

18. Captions. Captions provided herein are for convenience anly are not to serve as a basis for
interpretation or construction of this Agreement.

19. Definitions. Unless otherwise defined in an employment agreéertered 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 reasiy determined by the Company in goo
faith, will constitute “Cause”:

(1) willful neglect, failure or refusal by the Partieipt to perform his or her
employment duties (except resulting from the Pidict’'s incapacity due to illness) as reasonahigated by his or her
employer;

(2)  willful misconduct by the Participant in the penfmance 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 embezzlemémroperty.

The Company is required to deliver a Notice of Tieation (as defined below) to the Participant amd 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 €awo 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 faaith
and without reasonable belief that his or her a¢aiture to act was in, or not opposed to, the besrests of the
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 (thd&ekchange Act”)) directly or indirectly,
of securities of the Company representing 35% arenobthe combined voting power of the Companyénth
outstanding securities, excluding any Person witotnes a Beneficial Owner in connection with subsad) 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 consolidatioheOompany with any other
corporation or similar entity, other than (A) a mper 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 seiesr 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 trariga®g) in which no Person is or becomes the Beradfowner, directl
or indirectly, of securities of the Company (natluding in the securities Beneficially Owned by lsiRerson any
securities acquired directly from the Company siafffiliates) representing 35% or more of the carmativoting 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, othan{liollowing a “355 Distribution” (as defined balpy 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 akened by stockholders of the Company in substdntiaé 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 abhiesults in such Participant, or a group of Resso which such
Participant has a substantial interest, acquidirgctly or indirectly, 35% or more of either theet 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 ameifthed‘ Code™).

(c) “ Good Reasori for a Participant to resign his or her employmergans that one or more of the
following has occurred without his or her expresgten consent:

(1) any materially adverse alteration in the Partictfgrole, reporting relationship or
the nature or status of the Participangsponsibilities relative to his or her role,admg relationship or responsibiliti
at any time following the Change in Control, praddhat neither a mere change in title nor in #ot that the
Participant no longer holds following a Change on€@ol the same position in a public company asrghe held
before the transaction will alone constitute Go@&$dn;

(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 reducd2attieipant’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 inibes 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;

(3) relocation of the Participargt’principal place of employment to a location mibian
50 miles from his or her principal place of empla@mhat any time following a Change in Control (whinay be his or
her home); or

(4) a material breach of the Company’s obligations utitie 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 ewemondition
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 sugmedy within the
30-day cure period, and (iii) the effective datehw 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 ekesterminating 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 Exclkahet 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 temporarilydinof securities pursuant to an offering of suctusges, or (iii) a
corporation owned, directly or indirectly, by theckholders of the Company in substantially the s@moportions as
their ownership of stock of the Company.

20. Cancellation, Recission and Recoupment of Awdrdrticipant hereby acknowledges that this Awaidl a
any shares of Stock issued pursuant to this Awardabject to cancellation, recission, repaymertioer 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 tlear.

21. Section 409A Exemptionlt is intended that the Award satisfy, to theagest extent possible, the
exemption from the application of Section 409Alté Code provided under Treasury Regulation SedtiddOA-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 Participant's pwatten consent, adopt such amendments to this éadopt othe
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 Codetoa 409A
and/or preserve the intended tax treatment of tlard, or (ii) comply with the requirements of Cdslection 409A,
provided, however, that there is no obligation loé part of the Company to adopt any such amendipelnty or
procedure or take any such other action, and ireaent, no such action will reduce the amount ofijgensation that is
owed to the Participant under this Award withow Brarticipant's prior written consent.

22. Agreement Severabldn the event that any provision in this Agreemailitbe 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.

23. 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.




24. Waiver; Cumulative RightsThe failure or delay of either party to requierfprmance by the other party
of any provision hereof shall not affect its rightrequire performance of such provision unlessuand such
performance has been waived in writing. Each amayesrght hereunder is cumulative and may be egecttin part or
in whole from time to time.

25. Notices. Any notice which either party hereto may be reggiior permitted to give the other shall 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, Parent’s or any Subsidigrgyroll

records, or to such other address as the Participamotice to the Company, may designate in mgifrom time to
time.

To the Company: VMware, Inc.
3401 Hillview Avenue
Palo Alto, CA 94304
Attention: Stock Administrator

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 termsaddicns of this
Agreement and the Plan. The Participant acknowkedgeeipt of a copy of the Plan and representdihat she is
familiar with the terms and provisions thereof, @thare incorporated herein by reference.

PARTICIPANT VMWARE, INC.
Signature By

Print Name Title

Date: , 201 _ Date: , 201
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PSU Agreement

VMWARE, INC.
2007 EQUITY AND INCENTIVE PLAN
PERFORMANCE STOCK UNIT AGREEMENT

I. 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 this cetf grant ("Notice of Grant”) and Performance Stock Unit
Agreement (“Agreement”).

Name: (“Participant”)

Address:

The Participant has been granted an award (#hedrd ") 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 nundbehares 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 Schedulé€).

Grant Number:
Date of Grant:
Number of PSUs:

Performance Period:

Vesting Schedule

Except as set forth in Section 4(a), the Award welt in full on the date the “Administrator” (asfohed below)
determines the Conversion Ratio pursuant to thioPeance Schedule (theVeesting Date”). Such determination will
occur no later than sixty days after the end ofReormance Period.

Vesting in thisAward issubject to the Participant’s continuing employmeith the Company, any Subsidiary, the
Parent or an Affiliate in which the Company and?arent hold, directly or indirectly, at least 80%ile equity or
voting interest through the Vesting Date.
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. AGREEMENT

1. Grant of the PSUsThe Company has granted the Participant the nuoflfeSUs set forth in the
Notice of Grant. However, unless and until the P8iJishave vested, the Participant will have nadnti¢p the paymer
or receipt of any Stock subject thereto. Priordtmal payment or receipt of any Stock, the PSUbkreqdresent 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@itermination of
employment for any reason other than due to thediamt’'s death or “disability” (as defined undae applicable long-
term disability plan of the Company, Subsidiaryrdp or Affiliate, or, if there is no such plan, dstermined by the
Board or the Committee (each, thAdministrator ")), such that the Participant is no longer emptbipg the
Company, any Subsidiary, the Parent or an Affiliatevhich the Company and/or Parent hold, direotlyndirectly, at
least 80% of the equity or voting interest, thetiegrant’s right to vest in the PSUs and to recehe 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 PSUs ordlated Stock. In such case, any unvested PSd<lgehe
Participant immediately following such terminatiohemployment will be deemed reconveyed to the Gomgand the
Company will thereafter be the legal and benefiowher of the unvested PSUs and will have all ifjlets and interest
in or related thereto without further action by Berticipant. In the event that the Participantgoyment is
terminated by reason of death or disability, they @anvested portion of the PSUs will automaticaltgelerate and the
Participant will become fully vested in one shaf&twck for each of the PSUs subject to this Agreeinupon
termination of employment by reason of death oaldigy, provided, however, that if termination digsedeath or
disability occurs after a Change in Control, thetiBipant will vest in the number of shares of &taetermined per
Section 4(b) below. In all cases, the date of teation of employment will be determined in the sdikcretion 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 hefldgbe 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 ie tlan to the contrary and subject only to a Cham@®»ntrol, as s
forth in Section 4 hereof, the PSUs will be setthdy in shares of Stock.

4. Change in Contral

(&) Change in Control during Performance Peritdthe event of a Change in Control during the
Performance Period, the Performance Period withitlesite immediately
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prior to consummation of the Change in Control. Adeninistrator will determine the Conversion Rapior to the
consummation of the Change in Control pursuamstructions set forth in the Performance Schediitbe
Performance Schedule does not set forth the mearslculating the Conversion Ratio in the everd @hange in
Control, then the Conversion Ratio will equal oharg 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 Psibgect 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, the Participant incurs an involuntampntmation of servic
other than for “Cause” (as defined below), the iBigdnt terminates employment for “Good Reason"defned
below), or Participant’s employment is terminate@ o death or “disability” (as defined in Sect®above), then any
unvested portion of the PSUs will automaticallyelecate, and the Participant will, upon the datsuah termination,
become fully vested in a number of Shares equideémumber of unvested PSUs multiplied by the Cosiwre Ratio.

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 to the Company to estabtishvalidity of the transfer and compliance with deays 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 Qattee may
determine, in its discretion (i) whether, and thtest to which, a leave of absence will cause agtdn or other chang
in this Award, (ii) whether, and the extent to whia reduction in service level (for example, friutrtime to parttime
employment), will cause a reduction, or other cleamg an Award, and (iii) whether a leave of abgenicreduction in
service level will be deemed a termination of ergplent 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. Chmmittee will also determine all other mattersatiely to whether
the employment or service of Participant is cordumufor purposes of this Award.

7. Taxes.

(@) Generally. The Participant is ultimately liable and respobiesior all taxes owed in connection
with the PSU, regardless of any action the Compmarrgny of its Subsidiaries of Affiliates takes witspect to any tax
withholding obligations that arise in connectiorimthe PSU. None of the Company, the Parent oiSaigidiaries or
Affiliates makes any representation or undertakeagparding the treatment of any tax withholding in
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connection with the grant or vesting of the PSlithersubsequent sale of Stock issuable pursuanetB$U. The
Company, the Parent and the Subsidiaries do noinibamd are under no obligation to structure th&) RSreduce or
eliminate the Participant’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 and/or by the sale of shares ofiStogenerate sufficient cash proceeds to satisfysach tax
withholding obligation. The Participant hereby aurthes the Administrator to take any steps as neagdressary to
effect any such sale and agrees to pay any cagisiated therewith, including without limitationyaapplicable
broker’s fees. In addition, and to the maximum ekpermitted by law, the Company may exercise idjig to retain,
without notice, from salary or other amounts pagdblthe Participant, cash having a value suffidiersatisfy any tax
withholding obligations that cannot be satisfiedtly withholding and/or sale of otherwise delivéeaghares of Stock.

8. Changes in Stockin the event that any extraordinary dividend hreo extraordinary distribution (whether
in the form of cash, Stock, other securities, tieoproperty), 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 disioe) 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 intlwvthe PSUs may be converted will always be a einoimber.

9. Rights as Stockholdemeither the Participant nor any person claimindar 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). Aftech issuance, recordation and delivery, the Raatit will have all
the rights of a stockholder of the Company witlpees to voting such Stock and receipt of dividead distributions
on such Stock.

10. 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 Parenany Subsidiary or Affiliate right to terminatee Participant’s
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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 pifaihe Company, the Parent or any Subsidiary ditidte.

11. Black Out Periods The Participant acknowledges that, to the extenvesting of any PSUs occurs du
a “blackout” period wherein certain employees, ulohg the Participant, are precluded from sellibact, the
Administrator retains the right, in its sole didta, 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 sleres 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 will the
issuance of such shares be deferred subsequerartat 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 spdaidwut period, such
shares will be issued to the Participant on thst éiay 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 subsequerarti NI5th of the year following the year in whicltls shares vest.
Notwithstanding the foregoing, any deferred shafeStock will be issued promptly to the Participanbr 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, statklocal tax laws or
otherwise.

12. Award is Not TransferableExcept to the limited extent provided in Sectioabove, this Award of PSUs
and the rights and privileges conferred hereby matl be transferred, assigned, pledged or hypotbéda any way by
the Participant (whether by operation of law oresthise) and will not be subject to sale under ettenyattachment or
similar process, until the Participant has beemedghe Stock. Upon any attempt by the Participatriansfer, assign,
pledge, hypothecate or otherwise dispose of thiaiywor 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. Thents of this Agreement will be binding upon thetegrant’s
executors, administrators, heirs, successors angexmitted transferees.

13. Entire Agreement This Agreement, subject to the terms and conutif the Plan and the Notice of
Grant, represents the entire agreement betweguathies with respect to the PSUs.

14. 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.
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15. 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 underntiiegs or regulation
of the Securities and Exchange Commission or angragovernmental regulatory body, which the Admmai®r will, in
its absolute discretion, deem necessary or adését) the obtaining of any approval or other cd@ae 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.

16. 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.

17. Administrator Authority. Participant acknowledges that determination efrthmber of shares of Stock
earned under this Award is subject to determinatypthe 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 actionsetaland all interpretations and determinations nigdiae
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.

18. Captions. Captions provided herein are for convenience anly are not to serve as a basis for
interpretation or construction of this Agreement.

19. Definitions. Unless otherwise defined in an employment agreéertered 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 reasiydetermined by the Company in goo
faith, will constitute “Cause”:

(1) willful neglect, failure or refusal by the Partieipt to perform his or her
employment duties (except resulting from the Pidict’'s incapacity due to illness) as reasonahigated by his or her
employer;

(2)  willful misconduct by the Participant in the penfmance of his or her employment
duties;
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(3) the Participant’s indictment for a felony (otheatihtraffic 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 amd 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 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.

(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 (thdekchange 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 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 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(Bra merger or consolidation effected to implemeent
recapitalization of the Company (or similar trarisag in which no Person is or becomes the BeraflOwner, directl
or indirectly, of securities of the Company (natluding in the securities Beneficially Owned by lsiRerson any
securities acquired directly from the Company siaifffiliates) representing 35% or more of the carativoting 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, othantHollowing a “355 Distribution” (as defined belj a sale or
disposition by the Company of all or substantiallyof the Company’s assets to an entity, at 16886 of the combined
voting
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power of the voting securities of which are owngdtockholders of the Company in substantiallysame proportion
as their ownership of the Company immediately piacsuch 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 abhiesults in such Participant, or a group of Resso which such
Participant has a substantial interest, acquidirgctly or indirectly, 35% or more of either theet 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 ameiftied‘ Code™).

(c) “ Good Reasori for a Participant to resign his or her employmergans that one or more of the
following has occurred without his or her expresgten consent:

(1) any materially adverse alteration in the Particifmrole, reporting relationship or
the nature or status of the Participangsponsibilities relative to his or her role,admg relationship or responsibiliti
at any time following the Change in Control, praddhat neither a mere change in title nor in gt that the
Participant no longer holds following a Change on€@ol the same position in a public company asrrghe held
before the transaction will alone constitute Go@&$on;

(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 reducdzattieipant’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 inibes 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 prolmg for a target level of annual incentive bonus;

(3) relocation of the Participargt’principal place of employment to a location mibian
50 miles from his or her principal place of empl@mhat any time following a Change in Control (whroay be his or
her home); or

(4) amaterial breach of the Company’s obligations utitis Agreement.

In order for a Participant to invoke a terminatdre to Good Reason in a manner that would entithe 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 Campeith 30 days
from receipt of the notice to remedy the eventanrdition, (ii) the Company must fail to effect such
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remedy within the 30-day cure period, and (iii) #ifective date of the resignation must occur witd® days after the
end 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, Parent or any of tlesipective subsidiaries (including any trustee bewotiduciary of
any such plan), (i) an underwriter temporarilydinof securities pursuant to an offering of suctusges, or (iii) a
corporation owned, directly or indirectly, by theckholders of the Company in substantially the s@moportions as
their ownership of stock of the Company.

20. Cancellation, Recission and Recoupment of Awdrdrticipant hereby acknowledges that this Awaidl a
any shares of Stock issued pursuant to this Awardabject to cancellation, recission, repaymertioer 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 pagtion of the Stock issued pursuant to this Awardhe value
thereof, if:

(@) the payment was predicated upon the achievemarart#in financial results that were
subsequently the subject of a material financisdatement;

(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 Agregrttee Company will, to the extent practicable afidwable unde
applicable laws, require reimbursement of any nunabeshares of Stock, or the value thereof, issioedhe relevar
period that exceeded the lower number of sharestaxdtk that would have been made based on the eddfiatincia
results, provided that the Company will not seeketmver shares of Stock issued more than thras ypeiar to the da
the applicable restatement is disclosed.
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21. 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 Participant's pwatten consent, adopt such amendments to this éladopt othe
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 Codetioa 409A
and/or preserve the intended tax treatment of tlard, or (i) comply with the requirements of Cdlection 409A,;
provided, however, that there is no obligation lo@ part of the Company to adopt any such amendipelnty or
procedure or take any such other action, and ireaent, no such action will reduce the amount ofgensation that is
owed to the Participant under this Award withow Brarticipant's prior written consent.

22. 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.

23. 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.

24. Waiver; Cumulative RightsThe failure or delay of either party to requiexformance by the other party
of any provision hereof will not affect its right tequire performance of such provision unlessuani such
performance has been waived in writing. Each amayesnrght hereunder is cumulative and may be egecttin part or
in whole from time to time.

25. Notices. Any notice which either party hereto may be reggiior permitted to give the other will 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 addreshawn on the Company’s, Parent’s or any Subsidiggyroll
records, or to such other address as the Participamotice to the Company, may designate in mgifrom time to
time.

To the Company: VMware, Inc.
3401 Hillview Avenue
Palo Alto, CA 94304
Attention: Legal Department
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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 limitatid®ection 20
above. The Participant acknowledges receipt ofpgy ©b the Plan and represents that he or she igidamwvith the term:
and provisions thereof, which are incorporated indvg reference. Participant herby agrees to acpinding,
conclusive and final all decisions or interpretai@f the Administrator upon any questions relatmthe Plan and
Agreement.

PARTICIPANT

Signature

Print Name

Date: , 201

11
v. 9-14-12



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 quarterly report on Fol®sQof 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: November 1, 2012 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, Carl M. Eschenbach, certify that:
1. | have reviewed this quarterly report on Fol®sQof 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: November 1, 2012 By: /s/ Carl M. Eschenbach
Carl M. Eschenbach
Chief Operating Officer and Co-President
(Principal Financial Officer)




Exhibit 32.1

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

I, Patrick P. Gelsinger, certify pursuant to 18 \@.SSection 1350, as adopted pursuant to Secti6roBthe Sarbanes-Oxley Act of 2002,
that, to my knowledge, the Quarterly Report of VMgadnc. on Form 10-Q for the fiscal quarter en8egtember 30, 201flly complies with
the requirements of Section 13(a) or 15(d) of theusities Exchange Act of 1934 and the informationtained in such Form 10-Q fairly
presents, in all material respects, the finanaaldition and results of operations of VMware, Inc.

Date: November 1, 2012 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

[, Carl M. Eschenbach, certify pursuant to 18 U.S€ction 1350, as adopted pursuant to SectioroBte Sarbanes-Oxley Act of 2002,
that, to my knowledge, the Quarterly Report of VMgadnc. on Form 10-Q for the fiscal quarter en8egtember 30, 201flly complies with
the requirements of Section 13(a) or 15(d) of theusities Exchange Act of 1934 and the informationtained in such Form 10-Q fairly
presents, in all material respects, the finanaaldition and results of operations of VMware, Inc.

Date: November 1, 2012 By: /s/ Carl M. Eschenbach
Carl M. Eschenbach

Chief Operating Officer and Co-President
(Principal Financial Officer)




