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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 8-K

CURRENT REPORT

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

Date of report (Date of earliest event reported): Aril 19, 2011

VMWARE, INC.

(Exact name of registrant as specified in its chaetr)

Delaware 001-33622 94-3292913
(State or Other Jurisdiction (Commission (IRS Employer
of Incorporation) File Number) Identification Number)
3401 Hillview Avenue, Palo Alto, CA 94304
(Address of Principal Executive Offices’ (Zip code)

Registrant’s telephone number, including area codeg650) 427-5000
N/A

(Former Name or Former Address, if changed since & report)

Check the appropriate box below if the ForrK &ling is intended to simultaneously satisfy tlillng obligation of the registrant under any oé!
following provisions (see General Instruction Ab2low):

O

O oo

Written communications pursuant to Rule 425 unberSecurities Act (17 CFR 230.42
Soliciting material pursuant to Rule -12 under the Exchange Act (17 CFR 240-12)
Pre-commencement communications pursuant to Rul-2(b) under the Exchange Act (17 CFR 240-2(b))
Pre-commencement communications pursuant to Rul-4(c) under the Exchange Act (17 CFR 240-4(c))




Item 2.02  Results of Operations and Financial Condition

On April 19, 2011, VMware, Inc. (“VMware”) issuedpaiess release announcing its financial resultthi@iquarter ended March 31, 2011.

The press release, which includes information iggrVMware’s use of noGAAP financial measures, is attached hereto askib@9.1 and it
incorporated by reference herein.

The information in this Item 2.02 and the Exhilittahed hereto shall not be deemed “filed” for msgs of Section 18 of the Securities

Exchange Act of 1934 (the “Exchange Act”) or othisenvsubject to the liabilities of that section, sball it be deemed incorporated by reference
in any filing under the Securities Act of 1933 be tExchange Act, regardless of any general incatjwsr language in such filing.

ltem 9.01 Financial Statements and Exhibits
(d) Exhibits

99.1 Press release of VMware, Inc. dated April 19,12



SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causied¢iport to be signed on its
behalf by the undersigned hereunto duly authorized.

Date: April 19, 2011
VMware, Inc.

By: /s/ Mark S. Peek

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



Exhibit 99.1

vmware

VMware Reports First Quarter 2011 Results

. Yearovel-Year Revenue Growth of 33% to $844 Mill

. EPS Growth of 53% to $0.29; N-GAAP EPS Growth of 50% to $0.

. Operating Margin of 18.2%; N.-GAAP Operating Margin of 29.9¢

. Trl?iling Twelve Months Operating Cash Flows Growft20% to $1.3 Billion; Free Cash Flows Growth &8 to $1.3
Billion

PALO ALTO, Calif., April 19, 2011 — VMware, Inc. (NYSE: VMW), the global leader inrtialization and cloud infrastructure, today
announced financial results for the first quarte2@L1:

. Revenues for the first quarter were $844 milliamjrecrease of 33% from the first quarter of 2C

. Operating income for the first quarter was $154iari| an increase of 50% from the first quarte2610. Non-GAAP operating
income for the first quarter was $252 million, anrease of 44% from the first quarter of 20

. Net income for the first quarter was $126 million,$0.29 per diluted share, compared to $78 millar$0.19 per diluted share, 1
the first quarter of 2010. Non-GAAP net incomeftioe quarter was $204 million, or $0.48 per dilutbdre, compared to $133
million, or $0.32 per diluted share, for the figatarter of 2010

. Operating cash flows for the first quarter were &#iillion, an increase of 35% from the first quaé&2010. Free cash flows for the
quarter were $473 million, an increase of 45% ftbmfirst quarter of 201(

. Trailing twelve months operating cash flows were3ddillion, an increase of 20%. Trailing twelve ntios free cash flows were $1.3
billion, an increase of 39%

. Cash, cash equivalents and s-term investments were $3.7 billion and unearneémae was $2.0 billion as of March 31, 20

U.S. revenues for the first quarter of 2011 gre#a6 $400 million from the first quarter of 201@térnational revenues grew 40% to $444
million from the first quarter of 2010.

License revenues for the first quarter of 2011 v#t&9 million, an increase of 34% from the firsagper of 2010. Service revenues, which
include software maintenance and professional sesyiwere $425 million for the first quarter of 20&n increase of 32% from the first quarter
of 2010.

“The quarter’s strong performance underscores #hgevthat VMware is providing customers on theirjeey to cloud computing,” said Paul
Maritz, chief executive officer. “Customers continto invest in our portfolio of virtualization amtbud infrastructure solutions to remove
complexity and enable IT as a Service.”

“VMware’s first quarter results were driven by stgpdemand across all geographies,” said Mark Reeéf financial officer. “Second quarter
2011 revenues are expected to be in the range6®f $8d $880 million, a year-over-year increase8$h2o 31%. For the year, we expect annual
revenues to be in the range of $3.55 billion an@$®illion, an increase of 24% to 28% comparedb0. We expect our non-GAAP operating
margin for 2011 to expand slightly from 20”



Recent Highlights & Strategic Announcements

. In February 2011, VMware announced at VMware Paifixehange 2011 new specializations, certificatgmition competency and
toolkits designed to help partners deliver entegphiybrid cloud solutions. The industry’s premiegrg included more than 3,300
attendees, an increase of over 25% from the pear,ywith 65 sponsors and exhibitc

. In March 2011, VMware announced VMware vCenter™ 1@pens, a strategy and a new solution to simg@lifg automate how IT
organizations manage services in dynamic virtudl@aud environments. vCenter Operations will ingtg performance, capacity
and configuration management capabilit

. In April 2011, VMware introduced Cloud Foundry™etidustry’s first open Platform as a Service, espnting a new generation of
application platform, architected specifically fdoud computing environments and to be delivered ssrvice from enterprise
datacenters and public cloud service provid

. During the quarter, VMware announced it has reaeheilestone in delivering the enterprise hybrioud with the availability of
VMware vCloud® Datacenter Services from Sing TeéleRock and Colt, beta services available from ¥@mi and the addition of
SOFTBANK TELECOM to the VMware vCloud Datacentem8ees Program

VMware plans to host a conference call today tdesits first quarter 2011 results and to disctss$inancial outlook. The call is scheduled to
begin at 2:00 p.m. PT/ 5:00 p.m. ET and can bessetkvia the Web at http://ir.vmware.coifhe webcast will be available live, and a replay
will be available following completion of the liveroadcast for approximately 30 days.

About VMware

VMware delivers virtualization and cloud infrasttue solutions that enable IT organizations to gizerbusinesses of all sizes. With the
industry leading virtualization platform — VMwar&phere® — customers rely on VMware to reduce clagitd operating expenses, improve
agility, ensure business continuity, strengthemusgcand go green. With 2010 revenues of $2.9dmillmore than 250,000 customers and 25
partners, VMware is the leader in virtualizatiohigh consistently ranks as a top priority among £1@Mware is headquartered in Silicon
Valley with offices throughout the world and canfband online at www.vmware.com

HHH

VMware, VMware vSphere,VMware vCenter, VMware vQioand Cloud Foundry are registered trademarksadetnarks of VMware, Inc. in
the United States and/or other jurisdictions. Otharks mentioned herein are trademarks which angrigtary to VMware, Inc. or another
company.

Use of Non-GAAP Financial Measures

Reconciliations of non-GAAP financial measures tdware’s financial results as determined in accocganith GAAP are included at the end
of this press release following the accompanyingricial data. For a description of these non-GAiRrfcial measures, including the reasons
management uses each measure, please see tha séttie tables titled “About Non-GAAP Financial Esures.”

Forward-Looking Statements

This press release contains forward-looking statgésnacluding, among other things, statements diggrVMware’s second quarter and annual
revenue projections, expectations regarding 20Etating margins, the expected value of VMware’'dpia portfolio in efforts by customers to
remove complexity from IT infrastructures and impknt cloud computing solutiol



and expectations for newly introduced solutionshsag vCenter Operations and Cloud Foundry. Thaseafd-looking statements are subject to
the safe harbor provisions created by the Privataifities Litigation Reform Act of 1995. Actual tdts could differ materially from those
projected in the forwartboking statements as a result of certain riskdiagtincluding but not limited to: (i) adverse chas in general econorr
or market conditions; (ii) delays or reductiongonsumer or information technology spending; onpetitive factors, including but not limited
to pricing pressures, industry consolidation, enfrmew competitors into the virtualization markatd new product and marketing initiatives by
our competitors; (iv) factors that affect timinglimiense revenue recognition such as product arseunants and beta programs; (v) our
customers’ ability to develop, and to transitionriew products and computing strategies such asldomputing and desktop virtualization;

(vi) the uncertainty of customer acceptance of gingrtechnology; (vii) changes in the willingnegastomers to enter into longer term
licensing and support arrangements; (viii) raphtelogical and market changes in virtualizatiofiveare and platforms for cloud and desktop
computing; (ix) changes to product development liimes; (x) VMware's relationship with EMC Corporati and EMC's ability to control
matters requiring stockholder approval, includihg élection of VMware’s board members; (xi) oudipto protect our proprietary technology;
(xii) our ability to attract and retain highly qifeéd employees; (xiii) the successful integratmfracquired companies and assets into VMware;
and (xiv) fluctuating currency exchange rates. Eiesward looking statements are based on curpgecatations and are subject to uncertainties
and changes in condition, significance, value dfettas well as other risks detailed in documéited with the Securities and Exchange
Commission, including our most recent reports omtd0-K and Form 10-Q and current reports on FoihtBat we may file from time to tim
which could cause actual results to vary from eigqie@mns. VMware assumes no obligation to, and dmégurrently intend to, update any such
forwarc-looking statements after the date of this rele



VMware, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(unaudited)

Operating activities:
Net income

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

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

Net cash provided by operating activit

Investing activities:

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

Sale of strategic investmer

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

Net cash used in investing activiti

Financing activities:

Proceeds from issuance of common si

Repurchase of common sta

Excess tax benefits from stc-based compensatic

Shares repurchased for tax withholdings on vesifrrgstricted stocl
Net cash provided by (used in) financing activi

Net increase in cash and cash equival

Cash and cash equivalents at beginning of the ¢gb

Cash and cash equivalents at end of the pi

For the Three Months Ended

March 31,
2011 2010
$ 125,81 $ 78,42:
80,94¢ 53,78¢
80,57: 63,69
(50,009) (23,919
962 1,41
81,34( 185,23:
(17,920 (845)
60,70( 25,77¢
9,39¢ (2,647)
(68,569 (51,202
35,44¢ —
32,921 14,36¢
(12,077 (4,22))
118,38t 15,09(
477,91° 354,95
(27,04¢) (31,117
(27,427 (21,867)
(598,76 —
153,09° —
215,57¢ —
(14,000) —
2,51: —
(14,950 (106,55()
(12,490) —
(45,000) (16,849
(368,48f) (176,37)
90,171 109,77!
(147,729 (31,349
50,00¢ 23,91¢
(21,917 (10,906
(29,467) 91,43¢
79,96¢ 270,02(
1,628,96! 2,486,46.
$1,708,93.  $2,756,48.




Revenues
License
Services

Operating expenses (:
Cost of license revenu
Cost of services revenu
Research and developme
Sales and marketir
General and administratiy
Operating incomu
Investment incom:
Interest expense with EMC, r
Other income (expense), r
Income before income tax
Income tax provisiol
Net income

VMware, Inc.

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

Net income per weight-average share, basic for Class A and Cla

Net income per weight-average share, diluted for Class A and Cla

Weightec-average shares, basic for Class A and Cle
Weightec-average shares, diluted for Class A and Cla

(1) Includes sto-based compensation as follov

Cost of license revenur
Cost of services revenu
Research and developme
Sales and marketir
General and administratiy

For the Three Months Ended

March 31,

2011 2010
$ 418,99¢ $ 312,17
424,72 321,35¢
843,72 633,53:
56,01¢ 40,12:
93,87¢ 68,52¢
169,16 138,11
302,92 216,82¢
68,23¢ 67,75¢
153,50: 102,18t
3,40¢ 68t
(95€) (901)
165 (4,33))
156,11 97,63¢
30,30: 19,21¢
$ 12581. $ 78,42
$ 0.3C $ 0.1¢
$ 0.2¢ $ 0.1¢
417 44 404,48(
429,24° 416,85:
$ 46€ $ 38t
5,58¢ 4,157
41,88¢ 34,72
22,52 16,04
10,11z 8,38t



VMware, Inc.

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

(unaudited)
December 31
March 31,
2011 2010
ASSETS
Current assett
Cash and cash equivale! $1,708,93.  $1,628,96!
Shor-term investment 1,952,86:! 1,694,67!
Accounts receivable, net of allowance for doub#fttounts of $3,649 and $4,5 534,17! 614,72¢
Due from EMC, ne — 55,48:
Deferred tax ass: 120,55( 100,68
Other current asse 251,10¢ 203,11¢
Total current asse 4,567,63. 4,297,65!
Property and equipment, r 421,50( 419,06!
Capitalized software development costs, net anelr: 149,75( 151,94!
Deferred tax assi 119,73: 149,12¢
Intangible assets, n 209,72: 210,92¢
Goodwill 1,580,72 1,568,60!
Total asset $7,049,06.  $6,797,31!
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 72,73¢ $ 58,91
Accrued expenses and ot} 401,40¢ 459,81
Due to EMC, ne 5,21¢ —
Unearned revent 1,309,27: 1,270,42
Total current liabilities 1,788,64. 1,789,15:
Note payable to EM( 450,00( 450,00(
Unearned revent 669,20: 589,66¢
Deferred tax liability 13,13¢ 30,09¢
Other liabilities 135,60° 129,96(
Total liabilities 3,056,58 2,988,87!
Commitments and contingenci
Stockholder' equity:
Class A common stock, par value $.01; authoriz6@®000 shares; issued and outstanding 118,070 and
116,701 share 1,181 1,167
Class B convertible common stock, par value $.0fharized 1,000,000 shares; issued and outstanding
300,000 share 3,00( 3,00
Additional paic-in capital 2,999,85! 2,955,97.
Accumulated other comprehensive inca 33,96! 19,63¢
Retained earning 954,48 828,67(
Total stockholder equity 3,992,47! 3,808,44.
Total liabilities and stockholde’ equity $7,049,06.  $6,797,31!




VMware, Inc.

RECONCILIATION OF GAAP TO NON-GAAP DATA
For the Three Months Ended March 31, 2011
(in thousands, except per share amounts)
(unaudited)

Stock-Based
Compensatior
Capitalized
Employer Acquisition Software Included in Tax
Payroll Taxes Developmen Capitalized Adjustment
Stock-Based on Employee Intangible Related Software Non-GAAP,
GAAP Compensatior Stock Transactions Amortization Iltems Costs (1) Development (2) as adjusted

Operating

expenses
Cost of

license

revenues $ 56,01¢ (46€) (24) (9,040 — (28,465 — —  $ 18,02
Cost of

services

revenue: $ 93,87¢ (5,58¢) (377 (1,242 — — — — $ 86,67:
Research and

developmef169,16: (41,889 (2,07)) (797) — 32,30¢ (4,887) — $151,83:
Sales and

marketing $302,92: (22,527 (1,059 (2,089 — — — — $277,25¢
General and

administratiy 68,23 (10,119 (239 (36) 172 — — — $ 57,67¢

Operating

income  $153,50: 80,57: 3,76¢ 13,20« 17z (3,839 4,88: —  $252,25¢
Operating

margin 18.2% 9.5% 0.4% 1.6% — -0.4% 0.6% — 29.9%

Income
before
income
taxes $156,11 80,57: 3,76¢ 13,20¢ 172 (3,839 4,882 —  $254,87(

Income tax
provision $ 30,30 20,67: $ 50,97
Tax rate 19.4% 20.0%

Net income $125,81: 80,57:¢ 3,76¢ 13,20 17z (3,839 4,88: (20,672 $203,89¢

Net income
per
weighted-
average
share,
basic for
Class A
and Class
B (3) $ 03C $ 0.1¢ $ 001 $ 00: $ — $ (001 $ 001 $ (0.0 $ 0.4¢

Net income

per

weighted-

average

share,

diluted for

Class A

and

ClassB4$ 0.2¢ $ 0.1¢ % 001 $ 00: $ — $ (001 3 001 $ (009 $ 0.4¢

(1) For the first quarter of 2011, we capitaliz&2$8 million (including $4.9 million of stock-basedmpensation) of costs incurred for the
development of software products. Amortization exgeefrom capitalized amounts was $28.5 millionthar first quarter of 201:

(2) Non-GAAP financial information for the quarter is adfed for a tax rate equal to our annual estimaedate on non-GAAP income. This
rate is based on our estimated annual GAAP incaemestte forecast, adjusted to account for itemsuebec from GAAP income in
calculating the nc-GAAP financial measures presented above. Our etgilrtax rate on n-GAAP income is determined annually &



may be re-calculated during the year to take iotmant events or trends that we believe materialjyact the estimated annual rate
including, but not limited to, significant changesulting from tax legislation, tax audit closuregterial changes in the geographic mix of
revenues and expenses and other significant ev@uaésto the differences in the tax treatment ohgeexcluded from non-GAAP earnings,
as well as the methodology applied to our estimatedial tax rates as described above, our estineteadte on non-GAAP income may
differ from our GAAP tax rate and from our actuak tiabilities.

(3) Calculated based upon 417,444 basic weic-average shares for Class A and Clas

(4) Calculated based upon 429,247 diluted weig-average shares for Class A and Clas



VMware, Inc.

RECONCILIATION OF GAAP TO NON-GAAP DATA
For the Three Months Ended March 31, 2010
(in thousands, except per share amounts)
(unaudited)

Stock-Based
Compensatior
Capitalized
Employer Software Included in Tax
Payroll Taxes Developmen Capitalized Adjustment
Stock-Based on Employee Intangible Acquisition Software Non-GAAP,
GAAP Compensatior Stock Transactions Amortization Related Items Costs (1) Development (2) as adjusted

Operating

expenses
Cost of

license

revenues $ 40,121 (38%) (12 (3,112 — (23,68) — — $ 12,930
Cost of

services

revenue: $ 68,52¢ (4,157 (55) (257) — — — — $ 64,06(
Research and

developme$138,11: (34,727 (983) 473 — 26,04 (4,180 —  $123,79:
Sales and

marketing $216,82¢ (16,047 (337 (440) — — — — $200,00!
General and

administrats67,75¢ (8,38Y) (211) (38) (1,239 — — — $ 57,88

Operating

income  $102,18¢ 63,69’ 1,59¢ 4,31¢ 1,23¢ (2,360 4,18( —  $174,85¢
Operating

margin 16.1% 10.1% 0.3% 0.7% 0.1% -0.4% 0.7% — 27.6%

Income
before
income
taxes $ 97,63¢ 63,697 1,59¢ 4,31¢ 1,23¢ (2,360 4,18( — $170,31:

Income tax
provision $ 19,21¢ 18,25! $ 37,46¢
Tax rate 19.7% 22.0%

Netincome $ 78,421 63,69' 1,59¢ 4,31¢ 1,23¢ (2,360) 4,18 (18,257 $132,84

Net income
per
weighted-
average
share,
basic for
Class A
and Class
B (3) $ 01¢ $ 0.1¢ $ 001 $ 001 $ — $ — $ 001 $ (0.05)$ 0.32

Net income

per

weighted-

average

share,

diluted for

Class A

and

ClassB4$ 0.1¢ $ 0.1t % — $ 001 $ — $ — $ 001 $ (0.0H)3$ 0.3z

(1) For the first quarter of 2010, we capitaliz&t6® million (including $4.2 million of stock-basedmpensation) of costs incurred for the
development of software products. Amortization exgeefrom capitalized amounts was $23.7 millionthar first quarter of 201(

(2) Non-GAAP financial information for the quarter is adfed for a tax rate equal to our annual estimaedate on non-GAAP income. This
rate is based on our estimated annual GAAP incaemestte forecast, adjusted to account for itemsuebec from GAAP income in
calculating the nc-GAAP financial measures presented above. Our etgilrtax rate on n-GAAP income is determined annually &



may be re-calculated during the year to take iotmant events or trends that we believe materialjyact the estimated annual rate
including, but not limited to, significant changesulting from tax legislation, tax audit closuregterial changes in the geographic mix of
revenues and expenses and other significant ev@uaésto the differences in the tax treatment ohgeexcluded from non-GAAP earnings,
as well as the methodology applied to our estimatedial tax rates as described above, our estineteadte on non-GAAP income may
differ from our GAAP tax rate and from our actuak tiabilities.

(3) Calculated based upon 404,480 basic weic-average shares for Class A and Clas

(4) Calculated based upon 416,853 diluted weig-average shares for Class A and Clas



Revenues
License
Services
Software maintenanc
Professional service

Total service:

Percentage of revenue
License
Services
Software maintenanc
Professional service

Total service:

VMware, Inc.

REVENUE BY TYPE
(in thousands)
(unaudited)

For the Three Months Ended

March 31,
2011 2010

$418,99¢ $312,17

363,80¢ 267,24«

60,91¢ 54,11:

424,72 321,35¢

$843,72: $633,53:
49.7% 49.2%
43.1% 42.2%
7.2% 8.5%
50.2% 50.7%

100.(% 100.(%




VMware, Inc.

RECONCILIATION OF GAAP CASH FLOWS FROM OPERATING AC TIVITIES
TO FREE CASH FLOWS
(A NON-GAAP FINANCIAL MEASURE)
For the Three Months Ended March 31, 2011 and 2010
(in thousands)

(unaudited)
For the Three Months Ended
March 31,
2011 2010
GAAP cash flows from operating activiti $ 477,91 $ 354,95:.
Capitalized software development cc (27,427 (21,867
Excess tax benefits from stc-based compensatic 50,00¢ 23,91¢
Capital expenditure (27,04¢) (31,117

Free cash flow $ 473,45 $ 325,89°




VMware, Inc.

RECONCILIATION OF GAAP CASH FLOWS FROM OPERATING AC TIVITIES
TO FREE CASH FLOWS
(A NON-GAAP FINANCIAL MEASURE)
For the Trailing Twelve Months Ended March 31, 2011and 2010
(in thousands)

(unaudited)
For the Trailing Twelve Months
Ended March 31,
2011 2010
GAAP cash flows from operating activiti $1,297,35 $1,081,32!
Capitalized software development cc (69,710 (60,539
Excess tax benefits from stc-based compensatic 249,54 49,90:
Capital expenditure (127,629 (98,66:)

Free cash flow $1,349,56. $ 972,03




About Non-GAAP Financial Measures

To provide investors and others with additionabmfation regarding VMware’s results, we have disetbin this press release the following
non-GAAP financial measures: non-GAAP operatinggme, non-GAAP net income, non-GAAP operating maggid trailing twelve-month
free cash flows. VMware has provided a reconcoadf each non-GAAP financial measure used inghigings release to the most directly
comparable GAAP financial measure. These non-GAA&tial measures differ from GAAP in that theylexle stock-based compensation,
employer payroll tax on employee stock transactiansortization of intangible assets, acquisitidatedl items, and the net effect of the
amortization and capitalization of software deveb@nt costs, each as discussed below.

VMware’s management uses these non-GAAP financégsures to understand and compare operating rasutiss accounting periods, for
internal budgeting and forecasting purposes, fortsland long-term operating plans, to calculateudsopayments and to evaluate VMware’s
financial performance, the performance of its imdlixal functional groups and the ability of operasdo generate cash. Management believes
these non-GAAP financial measures reflect VMwangigoing business in a manner that allows for megnimperiod-toperiod comparisons ai
analysis of trends in VMware’s business, as theyusle expenses that are not reflective of ongopeyating results. Management also believes
that these non-GAAP financial measures provideulseformation to investors and others in underdiag and evaluating VMware’s operating
results and future prospects in the same mannaaasagement and in comparing financial results aaosounting periods and to those of peer
companies. Additionally, management believes inftian regarding free cash flows provides investord others with an important perspective
on the cash available to make strategic acquisitaomd investments, to repurchase shares, to fugairognoperations and to fund other capital
expenditures.

Management believes these non-GAAP financial measare useful to investors and others in asse¥ditwiare’s operating performance due
the following factors:

Stock-based compensatioAlthough stock-based compensation is an importapéet of the compensation of VMware’s employees
and executives, determining the fair value of tioelsbased instruments involves a high degreedgrjuent and estimation and the
expense recorded may bear little resemblance tadhual value realized upon the future exercisenination of the related stock-
based awards. Furthermore, unlike cash compensttiewalue of stock-based compensation is deteunising a complex formula
that incorporates factors, such as market volatilitat are beyond our control. Management beli@vissuseful to exclude stock-
based compensation in order to better understanbbtig-term performance of our core business affiacibtate comparison of our
results to those of peer companies. In additionaesount for stock-based compensation under GAAR;hwequires that we report
the excess income tax benefit from stock-based eosgtion as a financing cash flow rather than aspanating cash flow. We have
added this benefit back to our calculation of fteash flows in order to generally classify cash 8avising from income taxes as
operating cash flow:

Employer payroll tax on employee stock transacticThe amount of employer payroll taxes on stock-basedpensation is
dependent on VMwa'’'s stock price and other factors that are beyondontrol and do not correlate to the operatiorhefliusiness

Amortization of intangible assetA portion of the purchase price of VMwaseacquisitions is generally allocated to intangéssets
such as intellectual property, and is subject torigation. However, VMware does not acquire busses on a predictable cycle.
Additionally, the amount of an acquisition’s pursbagrice allocated to intangible assets and time ¢diits related amortization can
vary significantly and are unique to each acqusitiTherefore, VMware believes that the presentationon-GAAP financial
measures that adjust for the amortization of intalegassets, provides investors and others withnasistent basis for comparison
across accounting perioc

Acquisition related itemsAcquisition related items include direct costs ofjaisitions, such as transaction fees, which vary
significantly and are unique to each acquisitiodd#ionally, VMware does not acquire businessesa pnedictable cycle

Amortization and capitalization of software devetmmt costs Amortization and capitalization of software deyeitent costs can
vary significantly depending upon the timing of guats reaching technological feasibility and beimgde generally available. In
addition, we exclude the capitalization of softwhmn our free cash flows to better convey manageim@iew of operating cash
flows. If we did not capitalize costs under genlgratcepted accounting guidance, our GAAP operatasgh flows would be lower as
a result of additional expense recognized withinimeome and paid out in cash during the per



Additionally, we believe that the non-GAAP finanalaeasure, free cash flows, is meaningful to inmesbecause we review cash flows
generated from operations after taking into consitien capital expenditures due to the fact thas¢hexpenditures are considered to be a
necessary component of ongoing operations. As sketliabove, we also exclude capitalization of sofvdevelopment costs and the excess
income tax benefit from stock-based compensatiom four measure of free cash flows.

The use of non-GAAP financial measures has celitaitations because they do not reflect all iterthéhaome and expense that affect VMware’
operations. Specifically, in the case of stock-Hasmmpensation, if VMware did not pay out a portidrits compensation in the form of stock-
based compensation and related employer payraktake cash salary expense included in costyehues and operating expenses would be
higher, which would affect VMware’s cash positidMMware compensates for these limitations by redorgihe non-GAAP financial measures
to the most comparable GAAP financial measuress@m®n&AAP financial measures should be considered intiaddo, not as a substitute

or in isolation from, measures prepared in accardavith GAAP and should not be considered measaft¥ddware’s liquidity. Further, these
non-GAAP measures may differ from the non-GAAP infation used by other companies, including peergzories, and therefore
comparability may be limited. Management encouragesstors and others to review VMware’s finanadibrmation in its entirety and not rely
on a single financial measure.
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