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Forward-Looking Statements

This Annual Report on Form 10-K contains forwardlimg statements, including, without limitationatgments regarding expectations of, or our plans
for: achieving future business growth by buildingg-term relationships with our customers throdghadoption of enterprise license agreements;dutur
performance of network virtualization product offgys; long-term revenue growth and funding strat@gjtiatives through long-term revenue growth;
maintaining our industry leadership position; bésedf our products and services to customerseipected availability of services through the VMevar
VvCHS Business Ventures program; synergies acraskipt areas; the impact of our realignment planurfinancial results; expenditures to build out ou
corporate headquarters; the recognition of uneamezhue; our relationship with EMC CorporationE"): EMC’s percentage ownership of our shares,
and its impact on taxes; increasing employee head@nd impact on operating expense; customer aridgy demand for our products and services;
synergies from our acquisitions and associatedusntow for goodwill; the sufficiency of our liquityi and capital reserves to fund our operations and
business strategy; our ability to generate positagh flows from operations; continuation of owcktrepurchase program; our effective tax rate effects
of potential developments in U.S. and non-U.Sjuaisdictions; the amount of any unrecognized tardfit ; anticipation that we will not declare aratsh
dividends; reinvesting our overseas earnings irfaaign operations and not needing to repatrizéentto the U.S.; adequacy of our current faciliied
the availability of additional or substitute spdcefuture expansion; the lack of a material adeexect on us due to the resolution of pendingrdalegal
proceedings and investigations; and costs assdaidtk foreign currency and interest rate fluctaas.

These forward-looking statements involve risks andertainties and the cautionary statements skt &fnove and those contained in the section of this
report entitled “Risk Factors” identify importarstctors that could cause actual results to diffeeenadly from those predicted in any such forwandKing
statements. We assume no obligation to, and dourogntly intend to, update these forward-lookitegements.
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PART |

ITEM 1. BUSINESS
Overview

VMware, Inc. is the leader in virtualization inftagcture solutions utilized by organizations tophghnsform the way they build, deliver and consume
information technology (“IT”) resources. We deveknpd market our product and service offerings withree main product groups, and we also seek to
leverage synergies across these three product areas

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

We pioneered the development and application ed&fization technologies with x86 server-based aating, separating application software from the
underlying hardware. The benefits to our custoriraiside lower IT costs and a more automated antlamissystems infrastructure capable of responding
dynamically to variable business demands. Our bemabproven suite of virtualization technologies designed to establish secure and reliable IT
environments and address a range of complex ITestgas that include cost reduction, operationdfitiencies, access to cloud computing capacity,
business continuity and corporate end-user compuivice management. Our solutions enable orgamizato aggregate multiple servers, storage
infrastructure and networks together into sharemspof capacity that can be allocated dynamicakgurely and reliably to applications as neededeOn
created, these internal computing infrastructuweéclouds,” can be dynamically extended by ourteoers to the public cloud environment. When linked
this results in a “hybrid” computing cloud of higtdvailable internal and external computing resesithat organizations can access on demand. Our
customers' deployments range in size from a swigigalized server for small businesses to thousarfdiirtual machines for our Fortune 1000 entepri
customers.

VMware was the first company to articulate a visionthe software-defined data center (“SDDC”), whincreasingly infrastructure is virtualized and
delivered as a service, enabling control of tha danter to be entirely automated by software. ifical data centers are loose collections of tetigy
silos where each application type has its own e&rtack consisting of a CPU and operating sysstéonage pool, networking and security, and
management systems. Over time, costs to maintaiddta center infrastructure are increasing bedhesgata center environment has become divergent,
leading to higher complexity. The increased comipfexf the data center demands constantly incrgasieources to manage and maintain the IT
infrastructure. The SDDC is designed to transfdiemdata center into an on-demand service that sskekeapplication requirements by abstracting, pgoli
and automating the services that are required fhamunderlying hardware. SDDC promises to dramiitisamplify data center operations and lower costs
The VMware vCloud Suite, which is our first intetgrd solution toward realizing the SDDC vision, &sbd upon our VMware vSphere virtualization
platform, was initially introduced in late 2012.8WMware vCloud Suite addresses virtualizationatfanly CPU and memory but also networks and
associated security services. In addition, the u@IBuite delivers a new approach to managememt;dging policy-based automation. VMware vCloud
Suite is engineered for hybrid cloud computinghsat it federates with other pools of infrastructure

We believe that our solutions enable organizattorrealize significant operational and cost efficies as they transition their underlying legacy IT
infrastructure. We work closely with more than 1)28chnology partners, including leading servecroprocessor, storage, networking, software and
security vendors. We have shared the economic gpptes surrounding virtualization with our pantady facilitating solution development through ope
application programming interface (“APIs”) formaiisd protocols and providing access to our sourde end technology. The endorsement and support of
our partners further enhances the awareness, tigugand adoption of our virtualization solutions.

We have developed a multi-channel distribution nhéalexpand our presence and reach various segrogtits market. We derive the majority of our
revenues from our indirect sales channel, whichuges distributors, resellers, system vendors gstEsis integrators. We believe that our partnengfite
greatly from the sale of our solutions through #ddal services, software and hardware sales oppities. We have trained a large number of partapds
end users to deploy and leverage our solutions.

We incorporated in Delaware in 1998, were acquine@MC in 2004 and conducted our initial publicesfiig of our Class A common stock in August
2007. EMC holds approximately 79.7% of our outstag@ommon stock, including 43 million shares of @lass A common stock as of December 31,
2013, and all of our Class B common stock, and ieecansidered a “controlled company” under thesalethe New York Stock Exchange. Total revenues
in 2013 increased 13% to $5,207 million . Thisintgd license revenues of $2,270 million and sesviegenues of $2,937 million . In the years ended
December 31, 2013, 2012 and 2011, our license tegcame primarily from sales of our SDDC prodotitions. Of our total services revenues in 2013,
87% comprised software maintenance revenues amertaning 13% was comprised of

4




Table of Contents

professional services revenues, including train@gr. corporate headquarters are located at 34MWidw Avenue, Palo Alto, California, and we have
approximately 97 offices worldwide.

Products and Technology
Software-Defined-Data-Center
VMware’s SDDC architecture consists of four maingurct categories:
« Comput
e Storage and Availabili
* Network and Securi
« Management and Automati
Compute

VMware vSphere is our flagship data center platfarmd provides the fundamental compute layer for \&wenvironments. A “hypervisor” is a layer
of software that resides between the operatingsysind system hardware to enable compute virtti@izaJsers deploy the VMware vSphere hypervisor
when they purchase VMware vSphere or suite verdtmatsinclude vSphere, such as vCloud suites.

Storage and Availability

VMware provides many storage and availability prtduo offer coseffective holistic data storage and protectionapito all applications running «
the vSphere platform. Key technologies in this anelude:

« VSAN —clusters server disks to create radically simphresth storage designed for virtual machi
» vSphere Replication— provides cosefficient and simple way to manage replicat

« vCenter Site Recovery Manage— leverages vSphere and vSphere Replication tegrapplications against site failures and to stie
planned migrations.

Network and Security

Network virtualization abstracts physical netwoaksl greatly simplifies the provisioning and constiompof networking resources. In addition,
security services are built in, do not require psgbuilt hardware, and can scale with the netwdkkware’s key product in this area is VMware NSX,
launched in the third quarter of 2013. While thekeafor network virtualization is in an early seagve believe that network virtualization product
offerings, including VMware NSX, have the potentabe as transformational for networks as seriréalization has been for computing.

Management and Automation

VMware’s management and automation products moyerigecore infrastructure to manage and automateaoskeing IT processes involved in
provisioning IT services and resources to users frotial infrastructure deployment to retiremehhese IT processes manage virtualized and non-
virtualized infrastructure resources, and private public cloud infrastructures, including hybridud services. Examples of products in the manageme
and automation product portfolio include:

e vCenter Operations Managemen-— provides performance, capacity and configurationagament for virtual or physical infrastructi
« vCloud Automation Center —enables customers to rapidly deploy and provisiond:service:
e IT Business Management Suite- provides transparency and control over the costxjaality of IT service:

Our SDDC offerings are available separately or imagcquired in a single solution. The vCloud Sust@n integrated solution for building and
managing a complete cloud infrastructure optimipedise with the VMware vSphere platform. vCloudtSis our first set of products designed to fulfil
the promise of the software-defined data centgrdmling industry-standard hardware and running agmmetworking and management functions in the
data center as software-defined services.

vCloud Suite offerings include combinations of folowing components:

e vSphere Enterprise Plus— VMware's virtualization platform enabling servétualization with its most robust feature setigaed for policy-
based automation.

e vCloud Director —enables self-service access to logical pools ofpede) network and storage resources with policyedricontrols and service-
level agreements.
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¢ vCloud Connector— extends management to the hybrid cls

» vCloud Networking and Security— provides advanced networking and security fotiegiions and the perimeter of virtual datacentersl-user
computing and cloud environments.

« VMware vCenter Site Recovery Manager -provides simplified, automated disaster recoverywidualized environment
e vCenter Operations Managemen- provides performance, capacity and configurationagament for virtual or physical infrastructi
« vCloud Automation Center —enables customers to rapidly deploy and provisioactservices in the vCloud Su

Hybrid Cloud Computing

VMware enables customers to utilize off-premiseghe3e-based hybrid cloud computing capacity thrahgke programs: our vCloud Hybrid Service,
our VMware vCloud Service Provider Program and\aiHS Business Ventures.

Our vCloud Hybrid Service, built on the foundatiohvVMware’s vSphere, is an Infrastructure as a Ber{iaaS) cloud operated by us, that provides
customers with a common platform to seamlesslynektheir data center to the cloud. vCloud Hybridvi®e enables customers to extend the same skills,
tools, networking and security models across batpmmises and off-premises environments.

Our VMware vCloud Service Provider Program, whighilirected to hosting and cloud computing vendamaples organizations to choose between
running applications in virtual machines on theimd‘private clouds” inside their data center or“pablic clouds” hosted by a service provider.

Our VMware vCHS Business Ventures is a program ariipndeveloped to expand vCHS globally, by parimgand co-investing with large in-country
telecommunication providers in order to enableer experience consistent with VMware’s owned aneraied vCloud Hybrid Service. Services through
the VMware vCHS Business Ventures program are g&gdgo become available to users in 2014.

VMware End-User Computing (“EUC")

VMware's End-User Computing strategy enables Iaoizations to deliver secure access to data, atiglits and devices to end-users - thus allowing
them to work in an increasingly mobile-cloud eréWware’s End-User Computing solutions are desigogarovide corporate end-users with choice and on-
demand access to their applications, content arad-dehile allowing corporate IT appropriate cohweer the computing environment with high-quality
service, improved availability and scalable perfante - either on-premise or in hybrid clouds. VMeisiEnd-User Computing solutions include:

Desktop Solutions

» Horizon View, a virtual desktop infrastructure solution that g&ses control of desktops, applications, and datielivering and managing them
as centralized services.

e Horizon Mirage, stores full desktop images and periodic endpoiapshots enabling IT to recover partial or full degk when neede

e Horizon DaaS (Desktop-as-a-Service) Platform for $eice Providers, a platform for cloud delivery of Windows desktopslapplications to
individual users.

* Fusion and Workstation, a set of personal desktop virtualization solwier Macintosh and Window
Mobile Solutions

In the first quarter of 2014, VMware acquired Airtéta, which offers an industry-leading enterprisebiftomanagement and security suite that includes
solutions for Bring Your Own Device*(BYOD " ) programs; device containerization that sepam@igsorate and personal data and applications on
devices; secure email, data and web browsing; #sviebile Device Management‘(MDM " ), Mobile Application Management'(MAM ” ) and Mobile
Content Management'(MCM " ) solutions.

Social Computing and other Workspace Services

VMware’s EUC portfolio also includes Socialcast,aanerprise social platform, as well as App Managesingle sign-on identity service, to deliver
applications, desktops and data in a single poftahtry, called Workspace.

Technology Alliances

Consistent with our partheentric strategy, we have engaged a broad grobprdivare, software and cloud computing service @entb cooperative
advance virtualization technology through joint keing, product interoperability,
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collaboration and co-development. We create oppiyttor partners by enabling them to build produtttat utilize our virtualization technology anéaie
differentiated value through joint solutions.

We have more than 1,200 technology partners withrvtve bring joint offerings to the marketplace awér 11,500 Service Provider partners. We
classify our partners as follows:

« Independent Hardware Vendors (“IHVs”"). We have established relationships with large systemdors, including Cisco, Dell, Fujitsu, Fujitsu-
Siemens, HP, IBM, Lenovo and NEC for joint cergfion and co-development. We also work closely Wi#iD, Intel and other IHVs to provide
input on product development to enable them tordelhardware advancements that benefit virtuabpatisers. We coordinate with the leading
storage and networking vendors to ensure jointapierability and enable our software to access ti#ferentiated functionality.

* Independent Software Vendors (“ISVs”).We partner with leading systems management, imfreistre software and application software vendors
- including healthcare, telecom, finance and retaitket leaders — to deliver value-added prodietsihtegrate with our VMware products.

« VMware Service Providers.We have established partnerships with over 11,88dce providers including AT&T, Bluelock, Colt, CSDell,
Fujitsu, Hitachi, Optus, OVH, Rackspace, Sing Belftbank and T-Systems to enable them to host alined enterprise-class hybrid clouds as a
way for enterprises to extend their datacenteexternal clouds, while preserving security, compi@and quality of service.

The VMware Technology Alliance Partner program Ifeaties joint solution creation and coordinatedtganarket activities with our partners. Over
4,500 of the most widely used applications from $vpport the VMware vSphere platform. These appdios include business solutions for enterprise
resource planning, human resource management;alecimedical records management, financial prangsnd middleware, such as application servers
and databases. As an extension to this rapidly iggplist, we have expanded our VMware Ready progi@allow application software and desktop
solution providers to qualify for the VMware Reddgo. The VMware Ready Desktop Solutions prografitdages the reference architecture and desktop
specialization of solution providers that simpkfiiware virtual desktop environments.

Our ISVs and other alliance partners, developedsaattitional VMware community members have distéboumore than 1,600 software applications as
virtual appliances. We invest significant capitateésting and certification of infrastructure tgatously ensure our software works well with mdjardware
and software products. We have certified more #3000 servers, storage, 1/0 and thin-client devtbat are VMware Ready. We have successfullydeste
approximately 600 operating system versions forwigie our solutions. We believe that the scale scmpe of this effort is a significant competitive
advantage.

Pivotal Software, Inc. ( Pivotal” )

In April 2013, VMware and EMC each contributed teclogy, people and programs to form a new venfirgtal Inc., a provider of application and
data infrastructure software, agile developmentises, and data science consulting. Pivotal ible&aul Maritz, VMware's former Chief Executive
Officer, and now includes most employees and ressuirom EMC's former Greenplum and Pivotal Lalgmpizations and VMware's former vFabric
(including Spring and Gemfire), Cloud Foundry aretd3 organizations.

As of December 31, 2013, we maintained an appraein28% ownership interest in Pivotal. We alsoacthe selling agent of the products and
services we contributed to Pivotal and provide RiMe@arious transition services.

Research and Development

We have made, and expect to continue to make fisigni investments in research and development PR&We have assembled an experienced
group of developers with system level, systems mament, desktop, mobile devices, security, applinatevelopment, collaborative applications,
networking, storage and open source software @gpel/e also have strong ties to leading academstitutions around the world, and we invest infoin
research with academia.

We prioritize our product development efforts ttgbuwa combination of engineering-driven innovatiod austomer and market-driven feedback. Our
R&D culture places high value on innovation, qyadihd open collaboration with our partners. Weentty participate in numerous standards groups and
VMware employees hold a variety of standards oxgitn leadership positions, including with thetbimited Management Task Force, the Standard
Performance Evaluation Corporation, the Open NetingrFoundation and the Open Stack Foundation.

Our R&D expenses totaled $1,082 million , $999 immill, and $775 million in 2013, 2012 and 2011, eesipely. No R&D costs were capitalized in
2013 and 2012. We capitalized $86 million of R&Dsts) including stock based compensation costswtbe in addition to our R&D expenses in 2011.
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Sales and Marketing

We derive the majority of our sales from our indfreales channel, which includes distributors, Iferse system vendors and systems integrators. The
remainder of our sales is primarily derived fronr divect sales force.

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

A substantial majority of our resellers obtain safte licenses and software support from our distoits and market and sell them to our end-user
customers. These resellers are part of our VMwartBr Network (“VPN”), which offers these resedleiales and product training, pricing incentives,
rebates and access to the worldwide network of ViMwdistributors and the VMware Partner Central \pefial.

We offer several levels of membership in our VPeateling on a reseller's interest and capabilifgrofiding demand generation, fulfillment, service
delivery and education to customers and prospéétsalso have certain resellers, as well as sysiteigrators, who obtain software licenses and softw
support directly from VMware. The VPN agreementsed by the resellers carry no obligation to pusehar sell VMware products and can be terminated
at any time by either party.

We have a highly leveraged Gofttarket strategy that includes a direct sales ftheéis complementary to our channel. Our salesefarorks with ou
channel partners to introduce them to end-useometaccounts and new sales opportunities.

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

We generally do not have long-term contracts ofimmim purchase commitments with our distributorseliers, system vendors and systems
integrators, and our contracts with these chanarthprs do not prohibit them from offering produetservices that compete with ours.

We primarily sell our software under perpetualtises, and our sales contracts require end-usemcergt to purchase maintenance. Maintenance
periods typically range from one to five years.t®&afe maintenance and renewals are sold both Witectnd-user customers and via our network of
channel partners. The majority of professionalises/are sold via our channel, with some professiservices sold directly. End users can obtaegnkes
to our products through individual discrete purasa® meet their immediate needs or through thptamoof enterprise license agreements (“ELAS”).
ELAs are comprehensive volume license offerings phavide for multi-year maintenance and suppodistounted prices. ELAs enable us to build long-
term relationships with our customers as they cantorVMware's virtual infrastructure solutions hrefr data centers. Our sales cycle with end-user
customers ranges from less than 90 days to ovearldepending on several factors, including the aim complexity of the customer's infrastructure.

In establishing prices for our products, we take account, among other factors, the value ouryetsdand solutions deliver and the cost of both
alternative virtualization and hardware solutions.

Our marketing efforts focus on communicating thedfits of our solutions and educating our custondissributors, resellers, system vendors, systems
integrators, the media and analysts about the &algas of our innovative virtualization technology.

We raise awareness of our company and brands, trarkeroducts and generate sales leads throughafhand industry events, public relations
efforts, marketing materials, advertising, dire@rketing, social media initiatives, free downloadsl our website. We have invested in multiple @nlin
communities that enable customers and partnetsaie nd discuss sales and development resouestqractices implementation, and industry trends
among other topics. Our annual user conference, ¥ildlywhich is held in both the U.S. and Europes geown in attendance each year. We also offer
management presentations, seminars, and webinangrqroducts of virtualization and cloud computiki¢e believe the combination of these activities
strengthens our brand and enhances our leadingetrukition in our industry.

Our business is subject to seasonality in theafadeir products and services. For example, ourtfioguarter revenues are affected by a number of
seasonal factors, including fiscal year-end spentiends. Such factors historically have contridutestronger fourth quarter revenues in any given
year. We believe that seasonal factors are comniiimvour industry.

Customers

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

During 2013, three distributors, who purchasedvearfé licenses and software support from us forlegsaend-user customers directly or via resellers,
each accounted for over 10% of our worldwide reesnérrow Electronics, Inc., Tech Data Corporatioia Ingram Micro, Inc. accounted for 15% , 12%
and 11% , respectively, of our worldwide revenue2013. Our
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distribution agreements are typically terminablevlitby either party upon 30 to 90 days' prior t@n notice to the other party, and neither paay &ny
obligation to purchase or sell any products underagreement.

Competition

The cloud computing, end-user computing and viitadibn markets are inter-related and rapidly evgyWe experienced increased competition
during 2013 and expect it to significantly integsif the future. We compete with large and smatidars in different segments of the cloud computergl-
user computing and virtualization markets, and ekfieat new entrants will continue to enter thekeand develop technologies that, if commercidlize
may compete with our products and services.

We believe the key competitive factors in the cloothputing, end-user computing and virtualizaticarkets include:

« the level of reliability, interoperability and newanctionality of product and service offerin

« the ability to provide comprehensive solutions)uding management capabiliti

» the ability to offer products that support multiblerdware platforms, operating systems, applicataord application development framewc
« the ability to deliver an intuitive end-user exignce for accessing data, applications and sfiom a wide variety of enaser device:

« delivery of next-generation entser computing capabilities that integrate with adk alongside existing, legacy capabilit

e the ability to drive down the marginal cost of aggeans and management for both new and existings

e aproven track record of formulating and deliverangpadmap of compelling software and service diéipab that align with industry trenc
e pricing of products, individually and in bundl

< the ability to attract and preserve a large instBbbase of custome

< the ability to attract and maintain a large numiifeaipplication developers for a given cloud ecoamye

< the ability to create and maintain partnering opyaties with hardware vendors, software vendosaaud service providel

< the ability to support newly emerging largeale application development and deployment ajgpes

< the ability to deploy operational cloud solutions €ustomers in a timely manner and provide rotedtnical suppol

e the ability to develop robust indirect sales chasiramnc

< the ability to attract and retain cloud, virtuatisa and systems experts as key emplo!

Our vSphere-based data center virtualization proaffierings, which have evolved into our SDDC prodsuites, remain central to our business
strategy. Microsoft continues to be a primary cotitpefor data center virtualization solutions. Atiighally, we compete with Citrix and its collabticns
with Microsoft for end-user computing solutions.

VMware’s management and automation product offerihgt we market separately and as part of ouradCéuiites provide customers alternatives to
offerings from established IT management vendarsh &8s BMC, CA, HP and IBM, as well as many newaatis, which are trying to penetrate the nascent,
higher growth cloud management markets.

During 2013, we expanded our hybrid cloud computiffgrings with the launch of our vCloud Hybrid 8iee. The cloud computing market is dyna
with both established and new technology companjgsy for thought leadership and market share. Withlaunch of VMware vCloud Hybrid Service, we
now directly compete with Infrastructure-as-a-Sesvofferings from Amazon, Microsoft, Google and egiveg open source efforts. These cloud providers
also present alternatives to VMware's on-premises denter footprint and compete against our hytladd computing vision.

We also expect to compete with new entrants telined computing, end-user computing and virtuailimatnarkets, which may include parties
currently selling our products and our current tetbgy partners. Existing and future competitory iméroduce products in the same markets we sarve o
intend to serve, and competing products may hattertygerformance, lower prices, better functioadihd broader acceptance than our products. Our
competitors may also add features to their cloudmding, end-user computing and virtualization pratd that are similar to features that presently
differentiate our product offerings from theirs. digonally, some of our competitors may make acdgjoiss or enter into partnerships or other strategi
relationships with one another to offer more corhpresive solutions than those they individually bfdred. Some
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competitors have in the past, and may in the futatee advantage of their existing relationshiphwur business partners to engage in businessgasc
such as support, distribution and license restristithat make our products less attractive to baneel partners and end users.

Additionally, information technology companies ateo increasingly seeking to deliver top-to-bottidhsolutions to end users that combine enterprise-
level hardware and software solutions that carr @fternatives to our cloud computing, end-usermating and virtualization platform. In addition,
competitors who have existing relationships with current or prospective end users could integratepetitive capabilities into their existing prothiand
make them available without additional charge. Mahgur current and potential competitors have &rgperating histories, greater name recognition, a
larger customer base and significantly greatemfired, technical, sales and marketing and othenuregs than we do. Overall however, we believe our
market position, large virtualization customer baseng network of partners and indirect salesabbrand innovative solutions suite, and platformessgc
approach position us to compete effectively.

Intellectual Property

As of December 31, 2013, approximately 400 patisstged by the United States Patent and Trademdide@iave been granted or assigned to us. We
also have been granted or assigned patents froen cohintries. These patents cover various aspeots gerver virtualization and other technologiEse
granted United States patents will expire beginming018, with the last patent expiring in 2032. Wso have numerous pending United States prowkion
and nonprovisional patent applications, and numerous penftireign and international patent applicatiohat tover other aspects of our virtualization
other technologies.

We have federal trademark registrations in the d¢h@tates for “VMWARE,” “VMWORLD,” “VMWARE FUSION,"“VSPHERE,” “VMWARE
VCLOUD,” “VMWARE VIEW,” “YVMOTION” and numerous othe trademarks. We have also registered trademarksiimber of foreign countries.

We rely on a combination of patent, trademark, cigghy and trade secret laws in the United Statelsadimer jurisdictions, as well as confidentiality
procedures and contractual provisions to protectrdallectual property rights and our brand.

We enforce our intellectual property rights in theited States and a number of foreign countriespide our efforts, the steps we have taken to prote
our proprietary rights may not be adequate to paEchmisappropriation of our proprietary informatmminfringement of our intellectual property righinc
our ability to police such misappropriation or inffement is uncertain, particularly in countriessie of the United States. United States paténg§ are
intended to provide the holder with a right to exid others from making, using, offering to selllisg or importing into the United States productsered
by the claims of granted patents.

Our granted United States patents, and any futatenfs (to the extent they are issued), may beestad, circumvented or invalidated in the future.
Moreover, the rights granted under any issued jpateay not provide us with proprietary protectisrcompetitive advantages, and we may not be able to
prevent third parties from infringing these patefitserefore, the exact effect of our patents aeddther steps we have taken to protect our intetkc
property cannot be predicted with certainty.

Employees

As of December 31, 2013, we had approximately Bleg@ployees in offices worldwide, less than 5% bfol were contracted through EMC. None of
our employees are represented by labor unionsywanmbnsider current employee relations to be good.

We contract with EMC to utilize personnel who aeglidated to work for VMware on a full-time basisieBe individuals are located in countries in
which we do not currently have an operating subsydand are predominantly dedicated to our saldsvaarketing efforts. We use contractors from time t
time for temporary assignments and in locationstiich we do not currently have operating subsidirin the event that these contractor resources we
not available, we do not believe that this wouldéha material adverse effect on our operations.

Available Information

Our website is located at www.vmware.com, and ouestor relations website is located at http:#iware.com. Our goal is to maintain the Investor
Relations website as a portal through which invsstan easily find or navigate to pertinent infotimraabout us, all of which is made available foée
charge, including:

e our annual report on Form 10-K, quarterly repam Form 10-Q, current reports on Form 8-K, andanendments to those reports, as soon as
reasonably practicable after we electronically lat material with or furnish it to the Securiteasd Exchange Commission (“SEC");

« announcements of investor conferences, speechesvants at which our executives talk about our pets] services and competitive strateq
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» webcasts of our quarterly earnings calls arkklio webcasts of investor conferences at whickegacutives appear (archives of these events are
also available for a limited time);

< additional information on financial metrics, inding reconciliations of non-GAAP financial meassidiscussed in our presentations to the nearest
comparable GAAP measure;

» press releases on quarterly earnings, productemits announcements, legal developments and attenal news

e corporate governance information including oetificate of incorporation, bylaws, corporate gamance guidelines, board committee charters,
business conduct guidelines (which constitutescode of business conduct and ethics) and othergamee-related policies;

e other news, blogs and announcements that we mayrpostime to time that investors might find udedu interesting; ar
e opportunities to sign up for email alerts and R&&16 to have information pushed in real t

The information found on our website is not partasfd is not incorporated by reference into, thiarty other report we file with, or furnish to, t8&C

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

ITEM 1A. RISK FACTORS

The risk factors that appear below could materiaffgct our business, financial condition and ressaf operations. The risks and uncertainties
described below are not the only risks and unawrés facing us. Our business is also subject beige risks and uncertainties that affect manymothe
companies.

Risks Related to Our Business

As the market for our computer virtualization prodts has matured, we have been increasingly develgpind marketing products and services targe
toward the delivery, management and automation miormation technology (“IT”) infrastructure, platfams and services through cloubdased solutions
If businesses do not find our cloud computing satuts compelling, our revenue growth and operatingargins may decline

Our products and services are based on computaakization and related technologies that have griilppbeen used for virtualizing on-premises data
centers. As the market for data center virtualimatias matured, we have increasingly directed mdyzt development and marketing toward produats an
services that enable businesses to utilize vizatbn as the foundation for cloud-based computimgagement and automation of the delivery of IT
resources, end-user computing and Infrastructueesasvice (“laaS”) offerings including hybrid ctbservices. Our success depends on organizatiohs an
customers perceiving technological and operatibeakfits and cost savings associated with the asang adoption of virtualization-based infrastruetu
and management solutions for cloud computing, leytioud services and end-user computing. As thé&ebdor our data center virtualization products
mature and the scale of our business increasasyitbe difficult to maintain previous rates of gtbwn our product sales. In addition, to the exteat our
newer cloud computing infrastructure managementaamdmation, or software-defined data center (“SDP§blutions, end-user computing, and hybrid
cloud solutions are adopted more slowly or lesspreimensively than we expect, our revenue growtsmatay slow materially or our revenue may decline
substantially.

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

The large majority of our revenues have come framdata center virtualization products. Althoughaweatinue to develop other applications for our
virtualization technology such as our end-user aaing products and hybrid cloud services and exmamdfferings into related areas, we expect that o
data center virtualization products and relatechanbments and upgrades will constitute a majofityuo revenue for the foreseeable future. Declares
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 timely execute and implement our praidstrategy, which could lead to quality issuetggration issues with ecosystem partners, and
difficulties in creating and marketing suites afiroperable solutions;

- failure to release new or enhanced versions oflata center virtualization products on a timelyifiaw at all
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» technological change that we are unable to addréth our data center virtualization productshat changes the way enterprises utilize our
products; and

e general economic conditiol

Also, as more and more businesses achieve thahzdtion of their data centers and other IT fumts, the market for our VMware vSphere product
line may become saturated. If we fail to introdooenpelling new features in future upgrades to oMware vSphere product line, develop new applical
for our virtualization technology or provide prodsaites based on the VMware vSphere platformabdtess customer requirements for integration,
automation and management of their IT systems, ddrfa VMware vSphere may decline.

Due to our product concentration, our businesanfial condition, results of operations, and césld would therefore be adversely affected by a
decline in demand for our data center virtualizapooducts.

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

Over the last several years, we have introducedpreduct and technology initiatives that aim todeage our virtualization infrastructure software
products into the emerging areas of cloud compuimjend-user computing as alternatives to theigoming of physical computing resources.

One of VMware’s core strategies is to deliver tbftvgare-defined data center. In 2010, we introdubedfirst of our vCenter and vCloud products,
which we combined in 2011 with our vShield secupitgduct line to create our new Cloud Infrastruetand Management (“CIM”) Suite offering. In 2012,
we delivered the vCloud Suite, which delivers a poghensive suite for cloud computing in a singleJSkith simplified licensing.

In 2012, we acquired two companies that furtherbtivdre’s SDDC strategy; Dynamic Ops, a providerlofid automation solutions that enable
provisioning and management of IT services acressrbgeneous environments, and Nicira, a develmpssftware-defined networking and a leader in
network virtualization for open source initiativéis.2013, we acquired Virsto Software, a develafesoftware that optimizes storage performance and
utilization in virtual environments.

We also continue to expand and enhance our endzasguuting offerings, such as VMware View and HorniSuite, a solution that provides end users
with a single place to get access to their apptinat data and desktops and gives IT a single nemeagt console to manage entitlements, policies and
security. In 2012, we acquired Wanova, a leadimyiger of intelligent desktop solutions that celit@and simplify the management of physical degkto
images while enabling users to take advantageeofiitive performance of a PC. In 2013, we acquiesktone, a leader in the Desktop-as-a-Serviceespac
In the first quarter of 2014, we acquired AirWataHeader in enterprise mobile management.

In the second quarter of 2013, we introduced otrridycloud service called vCloud Hybrid Servicelm@ Hybrid Service is designed to deliver a
public cloud as a service offering that is interasée with our customergxisting VMware virtualized infrastructure, enalglioustomers to extend the sa
skills, tools, networking and security models asrbsth on-premise and off-premise environmentsavéecurrently making significant investments in
developing and introducing new technologies andipcoofferings related to our SDDC, vCloud Hybrieh8ce and end user and mobile computing
initiatives.

The expansion of our offerings to deliver the SDRAdress IT management and automation, and enbanemnd-user computing capabilities and our
hybrid cloud offerings subjects us to additionaks, such as the following:

e These initiatives may present new and difficulbtedlogical challenges. Significant investments Wélrequired to acquire and develop solutior
those challenges. Customers may choose not to adopew product or service offerings and we mayreble to recoup or realize a reasonable
return on our investments.

e Some of our new initiatives are hosted by tipiadties whom we do not control but whose failurgrevent service disruptions, or other failures or
breaches may require us to issue credits or refanthlemnify or otherwise be liable to customarshird parties for damages that may occur.
transition of our services from a third party hogtservice to our own data centers would also lemtask of service disruption during a transition.
We may be subject to claims if customers of theseice offerings experience service disruptionfadures, security breaches, data losses or other
guality issues.

e The success of these new offerings depends tingocooperation of hardware, software and clouditgsendors to ensure interoperability with
our products and offer compatible products andiseswto end users. If we are unable to obtain sooperation, it may be difficult and more co
for us to achieve functionality and service levbkst would make our new products and servicesditieato end users.

*  We will need to develop and implement approprigt-to-market strategies and train our sales forceder to effectively market offerings in
product categories in which we may have less e&pee than our competitors. Accordingly, end usewmdcchoose competing products and
services over ours, even if such offerings aredessinced than ours.
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* Ourincreasing focus on developing and markefinmanagement and automation and laaS (includftgvare-defined networking and vCloud
Hybrid Services), offerings that enable customersansform their IT systems will require a grediteus on marketing and selling product suites
and more holistic solutions, rather than sellingaggroduct-by-product basis. Consequently, weneéd to develop new strategies for marketing
and selling our offerings, our customers’ purchgslacisions may become more complex and requiréi@ail levels of approval and the duration
of sales cycles for our offerings may increase.

« We will need to develop appropriate pricing &ges for our new product initiatives. For examtldas frequently been challenging for software
companies to derive significant revenue streamms fopen source projects, such as certain of ourioffe. Additionally, in some cases our new
product initiatives are predicated on convertiregfand trial users to paying customers of the pnentiers of these services, and therefore we
maintain a sufficient conversion ratio for suchvémas to be profitable. Also, certain of our newdghuct initiatives have a subscription model. We
may not be able to accurately predict subscriptirewal rates or their impact on results, and texaevenue is recognized for our services over
the term of the subscription, downturns or uptunnsales may not be immediately reflected in osults.

e The success of vCloud Hybrid Service will be elggent on the final global implementation of thienifig and building successful go-to-market
strategies. We will need to build sales expertis#iafrastructure to support the new offering. Thydrid cloud offering involves significant risk
and may not be accepted by customers. Furthemffeisng may lead our team to reduce the time sperselling our existing product portfolio,
which could have a material negative impact onmees.

*  Our new products and services may compete Vifhiogs from companies who are members of our liges and technology partner ecosystem.
Consequently, we may find it more difficult to comte to work together productively on other progeeind the advantages we derive from our
ecosystem could diminish.

e The cloud computing and virtualized end-user gotimg industries are in early stages of develofm@ther companies seeking to enter and
develop competing standards for the cloud computiagket, such as Microsoft, IBM, Oracle, Google,aon and Cisco, and the end-user
computing market, such as Citrix and Microsoft, davroduced or are likely to introduce their owitiatives that may compete with or not be
compatible with our cloud and end-user computiriiaitives which could limit the degree to which ettvendors develop products and services
around our offerings and end users adopt our ptago

e Emerging IT sectors, such as those within Iaa& frequently subject to a “first mover” effectrpuant to which certain product and service
offerings can rapidly capture a significant portafrmarket share and developer attention. Therefbcempetitive product and service offerings in
these sectors gain broad adoption before oursgytlme difficult for us to displace such offeringgardless of the comparative technical merit,
efficacy or cost of our products and services.

e Developing and launching new technologies in neavkets, as we are doing with our VMware NSX \dftoetworking, vSAN virtual storage and
vCloud Hybrid Service initiatives, requires sigoint investments of resources and often entailtgreisk than incremental investments in
existing markets. If these investments are notessfal, our rate of growth may decline or reverse @ur operating results will be negatively
affected.

As our vSphere-related products continue to matuefuture revenue growth is increasingly depehdarrevenue from our new product and
technology offerings. Our newer initiatives maylégs profitable than our established products vemdhay not be successful enough in these newer
activities to recoup our investments in them. i afthese risks were to occur, it could damagereputation, limit our growth and negatively affectr
operating results.

Our recently launched vCloud Hybrid Service offegrrelies upon a number of third-party providers fdata center space, equipment, maintenance and
other colocation services, and the loss of, or dehs with, one or more of these providers may imgpdéake growth of our vCloud Hybrid Service
offerings, adversely impact our plans to expand #ervice and damage our reputation.

We recently launched our vCloud Hybrid Service diservice offerings in 2013 in the United Stated announced plans to expand the services
globally. Our vCloud Hybrid Service offerings ralpon third-party providers to supply data centercep equipment maintenance and other colocation
services. While we have entered into various agesesrfor the lease of data center space, equipmaintenance and other services, third parties dailld
to live up to the contractual obligations understnagreements. For example, a data center landlaydail to adequately maintain its facilities sopide
an appropriate data center infrastructure for witichresponsible. If that were to happen, ouligtiio deliver services at levels acceptable to @ustomers
and at levels that we have committed to could hmained. Additionally, if the third parties that wely on do fail to deliver on their obligations,rou
reputation could be damaged, our customers coakldonfidence in us, and our ability to maintaid arpand our vCloud Hybrid Service offerings would
be negatively impaired.
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Ongoing uncertainty regarding global economic cotidns and the stability of regional financial marks may reduce information technology spending
below current expectations and therefore adversatpact our revenues, impede end-user adoption ovm@roducts and services and product and service
upgrades, and adversely impact our competitive posi

Our business depends on the overall demand fomiraftion technology and on the economic health ofcourent and prospective customers. The
purchase of our products and services is oftenatisnary and may involve a significant commitmehtapital and other resources. Weak economic
conditions or significant uncertainty regarding gebility of financial markets could adversely mepour business, financial condition and results o
operations in a number of ways, including by leegthg sales cycles, affecting the size of entegfitense agreements (“ELAS") that customers will
commit to, reducing the level of our non-ELA tracisanal sales, lowering prices for our products aedvices, reducing unit sales and reducing theeafat
adoption of our products and services by new custerand the willingness of current customers telpase upgrades to our existing products and sstvice
For example, a recurrence of the sovereign desisdri Europe or that region's failure to recovenf recession would threaten to suppress demandwand
customers’ access to credit in that region, whichn important market for our products and servigdslitionally, in response to sustained economic
uncertainty, many national and local governmerds éine current or prospective customers for oudyets and services, including the U.S. federal
government, have made, or threatened to make fisgmi spending cutbacks which could reduce thewarnhof government spending on IT and the pote
demand for our products and services from the gouent sector.

Regional economic uncertainty can also result imegal and ongoing tightening in the credit markietser levels of liquidity, increases in the ratés
default and bankruptcy and significant volatilitythe credit, equity and fixed income markets. Assult, current or potential customers may be leniab
fund software purchases, which could cause thetely, decrease or cancel purchases of our prodndtservices. Even if customers are willing to
purchase our products and services, if they doreett our credit requirements, we may not be abfedord accounts receivable or unearned revenue or
recognize revenues from these customers until egwe payment, which could adversely affect the amhof revenues we are able to recognize in a
particular period.

In addition, although we plan to continue makimatggic investments in our business, many of oorpagditors have significantly greater financial,
technical and other resources than we do, ane iEdonomic recovery is anemic or not sustaineg, tiegy be better positioned to continue investment i
competitive technologies.

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

The virtualization, cloud computing, end-user cotmmuand software-defined data center industriedrater-related and rapidly evolving. We
experienced increased competition during 2013 apéat it to remain intense in 2014. For examplesrivBoft continues to make incremental improverr
to its virtual infrastructure and virtual managemgmducts and is expected to release updatedovarsif its Hyper V virtualization product. In Septeer
2012, Microsoft began shipping Windows Server 2@it#ich includes a more advanced version of its Hpeirtualization product which continues its
push into the virtualization market, and its Systeemter 2012 bundle of management products targetedacy and virtual environments. Microsoft also
has cloud-based computing offerings and recenthypanced laaS-like capabilities for Windows Azuree ®iso face competition from other companies that
have announced a number of new product initiatigiisnces and consolidation efforts. For exam@ljx Systems continues to enhance its end-usgr an
server virtualization offerings and now has a ¢ligypervisor in the market. IBM, Google and Amahave existing cloud computing offerings and
announced new cloud computing initiatives. Red tréet released commercial versions of Linux that lvirtealization capabilities as part of the Linux
kernel (“KVM”) and has also announced plans foud@omputing products. Other companies have inglictiteir intention to expand offerings of virtual
management and cloud computing solutions as wellitlonally, our hybrid cloud computing offeringhich allows enterprises to pool internal and
external IT resources running on a common vSplimdrastructure competes with low-cost public cloofiastructure offerings such as Amazon EC2
and Google Compute Engine. Enterprises and sepviméders have also shown significant interestuiiding their own clouds based on open source
projects such as OpenStack.

Following our recent acquisition of Nicira and tlesulting release of our NSX product, a numberoofigetitors have announced software-defined
networking offerings. Specifically, Cisco has annoed plans to ship its Application Centric Infrasture product in the coming year.

We believe that the key competitive factors invhieualization and cloud computing markets include:
« the level of reliability, security and new functality of product offerings
e the ability to provide comprehensive and scalablet®ns, including management and security cajiss;

« the ability to offer products and services thapport multiple hardware platforms, operating eiyst, applications and application development
frameworks;
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« the ability to deliver an intuitive end-user exignce for accessing data, applications and sfiom a wide variety of engaser device:

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

e the proven track record of formulating and delimgra roadmap of virtualization and cloud computagabilities

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

e pricing of products and services, individually andundles

» the ability to attract and preserve a large nunab@pplication developers to develop to a giveudlecosyster

< the ability to create and maintain partnering opyaties with hardware vendors, infrastructure wafe vendors and cloud service provic
e the ability to develop robust indirect sales chasiramnc

< the ability to attract and retain cloud, virtuatipa and systems experts as key emplo!

Existing and future competitors may introduce pidand services in the same markets we serveesrdrio serve, and competing products and
services may have better performance, lower prhpetser functionality and broader acceptance thampmducts and services. Our competitors may also
add features to their virtualization, end-user elodd computing products similar to features thraspntly differentiate our product offerings froneits.
Many of our current or potential competitors alswénlonger operating histories, greater name rettiognlarger customer bases and significantly mea
financial, technical, sales, marketing and otheoueces than we do. This competition could result¢reased pricing pressure and sales and magketin
expenses, thereby materially reducing our operatiaggins, and could also prevent our new produtdssarvices from gaining market acceptance, thereby
harming our ability to increase, or causing uoge| market share. Increased competition also meept us from entering into or renewing service
contracts on terms similar to those that we culyesffer and may cause the length of our saleseciincrease. Additionally, some of our compesitand
potential competitors supply a wide variety of prot and services to, and have well-establishedioekhips with, our current and prospective eratis
For example, small to medium sized businesses amg@nies in emerging markets that are evaluatiag@tloption of virtualization-based technologies and
solutions may be inclined to consider Microsofusioins because of their existing use of Windows @fftte products. Some of these competitors have in
the past and may in the future take advantageedf ¢ixisting relationships to engage in busineastires that make our products and services lesstite
to our end users. Other competitors have limitedemied support for their applications running ikWare virtualization environments. These distribati
licensing and support restrictions, as well as othrsiness practices that may be adopted in thieeflity our competitors, could materially impact our
prospects regardless of the merits of our prodamtsservices. In addition, competitors with exigtialationships with our current or prospective aadrs
could in the future integrate competitive capaleditinto their existing products and services aafterthem available without additional charge. For
example, Oracle provides free server virtualizatoftware intended to support Oracle and non-Oragjications, and Microsoft offers its own server
virtualization software packaged with its Windower&r product and offers built-in virtualizationtime client version of Windows. As a result, exigti
VMware customers may elect to use products thapareeived to be “free” or “very low cost” insteaflpurchasing VMware products and services for
certain applications where they do not believe thate advanced and robust capabilities are requethpetitors may also leverage open source
technologies to offer zero or low cost products seices capable of putting pricing pressure aroan product offerings. By engaging in such busine
practices, our competitors can diminish competiidgantages we may possess by incentivizing end tsehoose products that lack some of the teahnic
advantages of our own offerings. In addition, eNeustomers find our products and services toglo@nically superior, they may choose to empldy a
multiple-vendor’ strategy, where they purposely deploy multiple wadn their environment in order to prevent ang eandor from gaining too much
control over their IT operations.

We also face potential competition from our parsné€or example, third parties currently selling products and services could build and market their
own competing products and services or market ctimpproducts and services of other vendors. laneunable to compete effectively, our growth and
our ability to sell products and services at padfie margins could be materially and adverselycédfd, which could materially and adversely impagt o
financial condition and results of operations.

Industry alliances or consolidation may result imé¢reased competitior

Some of our competitors have made acquisitionseatered into or extended partnerships or othetegfi@relationships to offer more comprehensive
virtualization and cloud computing solutions thhayt individually had offered. Citrix Systems comni@s to invest in desktop virtualization marketiryg b
continuing its close collaboration with Microsoftcahas acquired smaller players like Zenprise udirComputer and Framehawk. Moreover, information
technology companies are increasingly seeking ligeteop-to-bottom IT solutions to end users tbainbine enterprise-level hardware and software
solutions to provide an alternative to our virtaation platform. For example, Oracle offers intégglshardware and software virtualization
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solutions, and Microsoft and Hewlett-Packard camtohtheir collaboration based on Microsoft’s claathputing and virtualization platforms. In additjon
Citrix offers an laaS cloud services solution, &w®tl Hat continued to invest in the Open VirtualmatAlliance (“OVA”) to bolster KVM as a direct
competitor to VMware vSphere. In 2012, Dell acqdi¥yse Technologies to bolster its ability to seihe “cloud client” market and Quest to enhance its
management and automation solutions. A numbermpetitors are active in the emerging software-aafinetworking space. For example, in 2013, Cisco
acquired Insieme, and Juniper acquired Contraile®ys in late 2012. In June 2013, Oracle and Midt@stdered into a partnership pursuant to whichc®
now supports the use of Oracle products in Microldgper-V deployments as well as Windows Azure. 8pect these trends to continue as companies
attempt to strengthen or maintain their markettpmss in the evolving virtualization infrastructumed enterprise IT solutions industry. Many of the
companies driving this trend have significantlyagez financial, technical and other resources thano and may be better positioned to acquire éfed o
complementary products and technologies. The coiepamd alliances resulting from these possiblebioations may create more compelling product and
service offerings and be able to offer greateripgidlexibility than we can or may engage in busmeractices that make it more difficult for uctonpete
effectively, including on the basis of price, sasl marketing programs (such as providing gréatentives to our channel partners to sell a coitgvt
product), technology or product functionality. Thimmpetition could result in a substantial lossudtomers or a reduction in our revenues, whictdcou
materially and adversely impact our financial ctiodi and results of operations.

We may not be able to respond to rapid technolog@®nges with new solutions and services offeringsich could have a material adverse effect on
our sales and profitability.

The virtualization, cloud computing, end-user cotimy and SDDC industries are characterized bydrggghnological changes, changing customer
needs, frequent new software product introductaordevolving industry standards. The introductibthd-party solutions embodying new technologies
and the emergence of new industry standards coakemour existing and future software solutions tdiscand unmarketable. Cloud computing is proving
to be a disruptive technology that will alter thayithat businesses consume, manage and providieahyisresources, applications, data and IT sesiic
We may not be able to establish or sustain ourghbleadership in the cloud computing and entegsftware fields, and our customers may not viaw o
products and services as innovative and bebtr@dd, which could result in a reduction in mastere and our inability to command a pricing premavel
competitor products and services. We may not be abdlevelop updated products and services that@ee with technological developments and
emerging industry standards and that address theadsingly sophisticated needs of our custometisabiinteroperate with new or updated operating
systems and hardware devices or certify our pradaret services to work with these systems and eevits a result, we may not be able to accurately
predict the lifecycle of our software solutionsdahey may become obsolete before we receive tloaiaihof revenues that we anticipate from them. &her
is no assurance that any of our new offerings wbeldccepted in the marketplace. Significant rédnstin server-related costs or the rise of mofieient
infrastructure management software could also aiffemand for our software solutions. As hardwai @ocessors become more powerful, we will hay
adapt our product and service offerings to takeaathge of the increased capabilities. For exarmgiée the introduction of more powerful serversgaets
an opportunity for us to provide better productsdor customers, the migration of servers to migropssors with an increasing number of multipleesor
also allows an end user with a given number ohbeel copies of our software to multiply the nunddferirtualization machines run per server socket
without having to purchase additional licenses fusnlf we are unable to revise our solutions difetings in response to new technological develapis)e
our ability to retain or increase market share l@venues in the virtualization software market dcag materially adversely affected.

Our operating results may fluctuate significantlyyhich makes our future results difficult to predi@nd may result in our operating results falling tmv
expectations or our guidance and cause the priceaf Class A common stock to decline.

Our operating results may fluctuate due to a waéfactors, many of which are outside of our cohtAs a result, comparing our operating resuits
period-to-period basis may not be meaningful. CGast pesults should not be relied upon as an indicaf our future performance. In addition, a sfigaint
portion of our quarterly sales typically occursidgrthe last month of the quarter, which generadijects customer buying patterns for enterprise
technology. As a result, our quarterly operatirgutes are difficult to predict even in the neantetf our revenues or operating results fall betbes
expectations of investors or securities analystsetow any guidance we may provide to the marketprice of our Class A common 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 theselitioms have on our customers’ capital budgets
and the availability of funding for software purebs;

» fluctuations in demand, adoption rates, sales eyatel pricing levels for our products and serv

e fluctuations in foreign currency exchange re
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» changes in customersudgets for information technology purchases arttiértiming of their purchasing decisic

« the timing of recognizing revenues in any gigerrter, which, as a result of software revenuegeition policies, can be affected by a number of
factors, including product announcements, betargraog and product promotions that can cause rewvecognition of certain orders to be defer
until future products to which customers are ezdithecome available;

e the sale of our products and services in the tiameés we anticipate, including the number andafizeders in each quart

» our ability to develop, introduce and ship itirmely manner new products and services and enheems that meet customer demand, certification
requirements and technical requirements;

< the introduction of new pricing and packaging medel our product offering
e the timing of the announcement or release of ugggal new products and services by us or by oupetitors

e our ability to maintain scalable internal syssefor reporting, order processing, license fulféint, product delivery, purchasing, billing and gahe
accounting, among other functions;

e our ability to control costs, including our openatiexpense

e changes to our effective tax re

e the increasing scale of our business and its effiectur ability to maintain historical rates of gtb;

e our ability to attract and retain highly skilled ployees, particularly those with relevant experemcsoftware development and se
e our ability to conform to emerging industry stardfaand to technological developments by our cortgpstand customel

« renewal rates and the amounts of the renewalslfAsB&s original ELA terms expir

« the timing and amount of software developmeststhat may be capitalized beginning when teclyicdd feasibility has been established and
ending when the product is available for geneialse;

« unplanned events that could affect market peimepf the quality or costffectiveness of our products and solutions;
e the recoverability of benefits from goodwill andqa@ed intangible assets, and the potential impaitof these asse

The failure by customers to renew large license egment transactions on a satisfactory basis coulat@nially adversely affect our business, financial
condition, operating results and cash flow.

Our core customers are large enterprises with rgalr enterprise license agreements each of whiaivies substantial aggregate fee amounts. The
failure to renew those transactions in the futarep replace those enterprise license agreemetitsiaw transactions of similar scope, on terms &éhe
commercially attractive to us could materially acbedy affect our business, financial condition, rap@g results and cash flow.

Our current research and development efforts mayt peoduce significant revenues for several yeafsati all.

Developing our products and services is expenshae.investment in research and development mayesoit in marketable products or services or
may result in products and services that take lot@ygenerate revenues, or may generate less resgtan we anticipate. Our research and develdpmen
expenses were over 21% of our total revenues i 208 2012. Our future plans include significanestments in software research and development and
related product opportunities. We believe that westeontinue to dedicate a significant amount sbueces to our research and development efforts to
maintain our competitive position. However, we nmay receive significant revenues from these investimfor several years, if at all.

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

We sell our products and services through two pymaeans, which we refer to as our ELA and our Baw, or transactional, sales.

ELAs are comprehensive long-term license agreenteatgprovide for multi-year maintenance and supgnd constitute an increasing percentage of
total overall sales. Currently, one-quarter to thied of our overall sales are comprised of ELAs.
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These are generally larger size transactions, ajlgidriven by our direct sales force and are prilpattractive to our larger enterprise customers.

Transactional sales, in contrast, tend to be smallscope, shorter in duration with a standardyeer maintenance term, and are principally drivgn
our sales channel partners. Historically, they hapeesented two-thirds to three-quarters of oeralsales.

During 2013, we expanded the sales of productsustech as our vCloud suite, that integrate advhnm@nagement and automation features with our
vSphere cloud infrastructure platform and whichmimarily sold through ELAs. We believe that ELAsIp us grow our business by building long-term
relationships with our enterprise customers.

Although our year-over-year growth rates for ovesales and ELA sales both increased in 2013 cosdptar2012, the year-over-year growth rate for
our transactional sales declined in 2013 compar@d12. As we develop and add new product andeepapabilities to our higher-end product offerings
and as our ELA volume continues to grow, we mayheosuccessful in our strategy to increase theevafithe products and services sold through the
transactional business. Consequently, we may nableeto increase sales volumes in our transadtimrsiness or help attract new customers to oulymo
ecosystem with our enhanced product features grabdaies.

If our overall go-tomarket strategy is not successful, our growth ratag decline further, and our business, finana@aldition and results of operatic
could be materially adversely affected.

Our sales cycles can be long and unpredictable, sales efforts require considerable time and experand timing of sales is subject to changing
purchasing behaviors of our customers. As a resoltiy sales are difficult to predict and may varylstantially from quarter to quarter, which may cae
our operating results to fluctuate significantly.

The timing of our revenues is difficult to predi€ur sales efforts involve educating our custorabiaut the use and benefit of our products and
services, including their technical capabilitiestgmtial cost savings to an organization and adwm# compared to lower-cost products and servitesd
by our competitors. Customers typically undertalsggaificant evaluation process that has in the pEmilted in a lengthy sales cycle which typicédists
several months, and may last a year or longer. Madssubstantial time, effort and money on ourssefforts without any assurance that our efforts wi
produce any sales. In addition, product and septirehases are frequently subject to budget cantgr@&conomic conditions, multiple approvals, and
unplanned administrative, processing and otherydeloreover, the greater number of competitiveraltives, as well as announcements by our
competitors that they intend to introduce compatiilternatives at some point in the future, cagtleen customer procurement cycles, cause us tmspe
additional time and resources to educate end osetise advantages of our product and service offsrand delay product and service sales. Economic
downturns and uncertainty can also cause custamadd layers to their internal purchase approxatgsses, adding further time to a sales cycle.
Additionally, as we sell more products and servicedomestic and foreign governments, we may erteol@ngthier sales cycles, complicated budgeting
processes and complex procurement regulationseThe®rs can have a particular impact on the tinaind length of our ELA sales cycles and our oVeral
sales during any particular fiscal period may hgreater variability as a greater portion of ouesas made utilizing ELAs.

Additionally, our quarterly sales have historicaléflected an uneven pattern in which a dispropoéatie percentage of a quarter’s total sales oocur i
the last month, weeks and days of each quarteilaBiyn our yearly sales have historically refleti@ disproportionate percentage of the year's $altse
fourth fiscal quarter. These patterns make pramiatif revenues, earnings and working capital fehdaancial period especially difficult and un@ert and
increase the risk of unanticipated variations maficial condition and results of operations. Wéebelthis uneven sales pattern is a result of nfactprs
including the following:

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

» the fourth quarter influence of customers spenthiedr remaining capital budget authorization ptmnew budget constraints in the following yt
and

e seasonal influences, such as holiday or vacaticogs

If sales expected from specific customers for &i@ear quarter are not realized in that quarteatoall, our results could fall short of public expation:
and our business, financial condition and resultgperations could be materially adversely affected

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

Our success depends largely upon the continuedtssref our existing management. We are also sotistig dependent on the continued service of
our key development personnel for product and servinovation and timely development and
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delivery of upgrades and enhancements to our egigtioducts and services. The market for expetivané developers upon whom we rely has become
increasingly competitive. We generally do not hamgloyment or non-compete agreements with ouriegishanagement or development personnel, and,
therefore, they could terminate their employmerihwis at any time without penalty and could purstgloyment opportunities with any of our
competitors. Changes to management and key emg@geealso lead to additional unplanned lossesytknployees. The loss of key employees could
seriously harm our ability to release new prodacts services on a timely basis and could signiflgdrelp our competitors.

Because competition for our target employees i®irge, we may not be able to attract and retain tighly skilled employees we need to support
planned growth, and our compensation expenses nmydase

To execute on our strategy, we must continue tactand retain highly qualified personnel. Contpmtifor these personnel is intense, especially for
senior sales executives and engineers with higkidenf experience in designing and developing sarféw\We may not be successful in attracting and
retaining qualified personnel. We have from timéiee in the past experienced, and we expect ttramnto experience in the future, difficulty irrinig
and retaining highly skilled employees with appiaf@ qualifications. Many of the companies with gthive compete for experienced personnel have
greater resources than we have. Research and gmeio personnel are also aggressively recruitestdryup and emerging growth companies, which are
especially active in many of the technical areabgeographic regions in which we conduct produdtsarvice development. In addition, in making
employment decisions, particularly in the high-tealogy industry, job candidates often considenthlgie of the stock-based compensation they are to
receive in connection with their employment. Deeéirin the value of our stock could adversely affectability to attract or retain key employees aeslilt
in increased employee compensation expenses. fiilwe attract new personnel or fail to retain andtivate our current personnel, our business ahdd
growth prospects could be severely harmed.

Our success depends upon our ability to develop pesducts and services, integrate acquired produatsl services and enhance our existing products
and services and develop appropriate business amzing models.

If we are unable to develop new products and sesyintegrate acquired products and services, eetaard improve our products and support services
in a timely manner, or position or price our produend services to meet market demand, customegraiotduy new software licenses from us, update to
new versions of our software or renew product stippro addition, information technology standardsnfi both consortia and formal standards-setting
forums as well as de facto marketplace standardsagidly evolving. We cannot provide any assurdhaethe standards on which we choose to develop
new products and services will allow us to compdtectively for business opportunities in emergangas such as cloud computing.

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

¢ managing the length of the development cyclenfaw products and services and product and seewlsancements, which has frequently been
longer than we originally expected;

e increasing complexity of our product offeringsvae introduce product suites such as our vClotk Suhich can significantly increase the
development time and effort necessary to achiexéntieroperability of product suite components wihilaintaining product quality;

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

« adapting to emerging and evolving industry stanslart to technological developments by our congostiénd custome

e entering into new or unproven markets with whichhage limited experienc

e reacting to trends and predicting which technolegi@l be successful and develop into industry déads

- tailoring our business and pricing models appraelyeas we enter new markets and respond to cotivegbressures and technological char
< incorporating and integrating acquired products t@etinologies; ar

< developing or expanding efficient sales chan

In addition, if we cannot adapt our business motteleep pace with industry trends, our revenuetddoe negatively impacted. For example, if we
increase our adoption of subscription-based prioiaglels for our products, we may fail to set pigcat levels appropriate to maintain our revenueasts
or our customers may choose to deploy products rentompetitors that they believe are priced nfiaverably. Additionally, we may fail to accurately
predict subscription renewal rates or their impactesults of operations, and because revenuedulrscriptions is recognized for our services olrer t
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term of the subscription, downturns or upturnsales may not be immediately reflected in our rasdis we offer more products that depend on comgert
users of free services to users of premium senandsas such services grow in size, our abilithé&intain or improve and to predict conversion ratiis
become more important.

Breaches of our cybersecurity systems could degragieability to conduct our business operations addliver products and services to our custome

delay our ability to recognize revenue, compromile integrity of our software products, result ingmificant data losses and the theft of our intetiial
property, damage our reputation, expose us to ligpito third parties, and require us to incur sigficant additional costs to maintain the securityf our
networks and data.

We increasingly depend upon our IT systems to condctually all of our business operations, ramgfrom our internal operations and product
development activities to our marketing and saffsste and communications with our customers anglri®ss partners. Unauthorized parties have attet
to penetrate our network security and our webSiteh cyberattacks threaten to misappropriate @mprigtary information and cause interruptions af Igu
services. Because the techniques used by unawgtigrersons to access or sabotage networks chagefitly and may not be recognized until launched
against a target, we may be unable to anticipatsettechniques. Further, if unauthorized accesatmtage remains undetected for an extended pefriod
time, the effects of such breach could be exacedoét addition, sophisticated hardware and opegatystem software and applications that we produce
procure from third parties may contain defectsasign or manufacture, including “bugs” and otherypems that could unexpectedly interfere with the
operation of the system. Our exposure to cybergigdtreats and negative consequences of cybelisebueaches will likely increase as our vCloud IHgl
Service business expands and we store increasiograsnof customer data and host or manage pacdsstémers’ businesses in cloud-based IT
environments.

We have also outsourced a humber of our businessidins to third party contractors, and our bussre@gerations also depend, in part, on the sucd
our contractors’ own cybersecurity measures. We ad® third parties to provide colocation serviges data center services) for our hybrid clou@fg.
Similarly, we rely upon distributors, resellerss®m vendors and systems integrators to sell amgyats and our sales operations depend, in patheon
reliability of their cybersecurity measures. Adalitally, we depend upon our employees to approfyiagndle confidential data and deploy our IT
resources in safe and secure fashion that doesxpose our network systems to security breachesharldss of data. Accordingly, if our cyberseagurit
systems and those of our contractors, partnersyemndors fail to protect against unauthorized ageagzhisticated cyberattacks and the mishandlirdpt
by our employees, contractors, partners or venaairsability to conduct our business effectivelyltbbe damaged in a number of ways, including:

e sensitive data regarding our business, includibglectual property and other proprietary data|ddoe stoler

e our electronic communications systems, includingail and other methods, could be disrupted, amclbility to conduct our business operations
could be seriously damaged until such systems earediored and secured;

e our ability to process customer orders and edeatally deliver products and services could bgrdded, and our distribution channels could be
disrupted, resulting in delays in revenue recogniti

» defects and security vulnerabilities could bpleited or introduced into our software product®or hybrid cloud offering, thereby damaging the
reputation and perceived reliability and securitpar products and services and potentially makivegdata systems of our customers vulnerable to
further data loss and cyberincidents; and

» personally identifiable or confidential data of mustomers, employees and business partners ceuwltblen or los

Should any of the above events occur, we couldibgst to significant claims for liability from owustomers, regulatory actions from governmental
agencies, our ability to protect our intellectuedperty rights could be compromised and our rertand competitive position could be significantly
harmed. Also, the regulatory and contractual astititigations, investigations, fines, penalties #iabilities relating to data breaches that resulbsses of
personally identifiable or credit card informatiohusers of our services can be significant in teaffines and reputational impact, and necessita@ges
to our business operations that may be disruptivest Additionally, we could incur significant cesh order to upgrade our cybersecurity systems and
remediate damages. Consequently, our financiabpaence and results of operations could be adyeasklcted.

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

Our products and services are highly technicalamdplex and, when deployed, have contained andomatain errors, defects or security
vulnerabilities. Some errors in our products ovges may only be discovered after a product orisethas been installed and used by customers. Any
errors, defects or security vulnerabilities disgedein our products or services after commerciglase could result in loss of revenues or delagwenue
recognition, loss of customers and increased seand warranty cost, any of which could adverségcaour business, financial condition and resafts
operations. Undiscovered vulnerabilities in ourdarcts or services could expose them to hackerther anscrupulous third parties who develop and
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deploy viruses, worms, and other malicious softwaiograms that could attack our products or sesvitethe past, VMware has been made aware ofq
postings by hackers of portions of our source ctide possible that the released source code axpdse unknown security vulnerabilities in ourducts
and services that could be exploited by hackettmrs. We may also inherit unknown security vudibdities when we integrate the products or sesvife
companies that we acquire into existing and new \&wproducts or services.

Actual or perceived security vulnerabilities in quoducts or services could harm our reputationlead some customers to return products or services
to reduce or delay future purchases or to use ctitivpeproducts or services. End users, who relponproducts and services for the interoperabilfty
enterprise servers and applications that are aritictheir information systems, may have a gresdesitivity to product errors and security vuligiies
than customers for software products generally. #egurity breaches could lead to interruptionsaylelnd data loss and protection concerns. By their
nature, security breaches are often difficult teedeand the failure to detect a breach for anneldd period of time could significantly increase ttamage
it could cause. In addition, we could face claimsgdroduct liability, tort or breach of warrantpciuding claims relating to changes to our prodacis
services made by our channel partners. Our costweithh customers contain provisions relating toramty disclaimers and liability limitations, whichay
not be upheld, and customers and channel partreyseek indemnification from us for their lossed #iose of their customers. Defending a lawsuit,
regardless of its merit, is costly and time-consiygrdand may divert management’s attention and adlyeasfect the market’s perception of us and our
products and services. In addition, if our busiredslity insurance coverage proves inadequatiture coverage is unavailable on acceptable temas
all, our business, financial condition and resafteperations 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 Stateprised approximately 52.3% , 51.6% and 51.6%uoftatal revenues in the years ended 2013,
2012and 2011, respectively. We have sales, adminigésatesearch and development and technical suppmsonnel in numerous countries worldwide.
expect to continue to add personnel in additionahtries. Additionally, our investment portfoliocindes investments in non-U.S. financial instruraetd
holdings in non-U.S. financial institutions, inclng European institutions. Our international opiers subject us to a variety of risks, including:

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

e increased exposure to foreign currency exchangerisk
- difficulties in enforcing contracts and collectiagcounts receivable, and longer payment cyclegcify in emerging marke
« difficulties in delivering support, training andaamentation in certain foreign mark

« tariffs and trade barriers and other regulatorgontractual limitations on our ability to setl develop our products and services in certainidore
markets;

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

e macroeconomic disruptions, such as monetary amtitanmses, that can threaten the stability of Iaoa regional financial institutions and decre
the value of our international investments;

« the overlap of different tax structures or charigasternational tax law

« reduced protection for intellectual property rigliteluding reduced protection from software piracysome countrie
« difficulties in transferring funds from certain agues; an

- difficulties in maintaining appropriate controldagng to revenue recognition practic

Additionally, as we continue to expand our busirgdebally, we will need to maintain compliance witlyal and regulatory requirements covering the
foreign activities of U.S. corporations, such apakcontrol requirements and the Foreign Corruptfices Act, as well as with local regulatory
requirements in non-U.S. jurisdictions. These riskkincrease as we expand our operations to lonatwith a higher incidence of corruption and
fraudulent business practices. Our success wikkdepin large part, on our ability to anticipatel &ffectively manage these and other risks assatiaith
our international operations. We expect a signifigeortion of our growth to occur in foreign coues;, which can add to the difficulties in maintaigi
adequate management and compliance systems arnhirgentrols over financial reporting, and inceeakallenges in managing an organization operating
in various countries. In addition, potential falidrom recent
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disclosures related to the U.S. Internet and conieations surveillance could also make foreign curiis reluctant to purchase cloud computing products
and services from U.S.-based companies and impagrowth rate in foreign markets.

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

If operating system and hardware vendors do not gerate with us or we are unable to obtain early ass to their new products, or access to cer
information about their new products to ensure thatir solutions interoperate with those products,rquroduct development efforts may be delayed or
foreclosed.

Our products interoperate with Windows, Linux ariteo operating systems and the hardware devicesroérous manufacturers. Developing products
that interoperate properly requires substantiatheaing, capital investment and employee resouaes;ell as the cooperation of the vendors andldpee
of the operating systems and hardware. Operatisigisyand hardware vendors may not provide us witly access to their technology and products, assis
us in these development efforts or share with btees any application programming interfacesA&is, formats or protocols we may need. If theyndb
provide us with the necessary early access, assesta proprietary technology on a timely basismay experience product development delays or be
unable to expand our products into other areash@extent that software or hardware vendors develoducts that compete with ours or those of our
controlling stockholder, EMC Corporation (“EMC"h¢y may have an incentive to withhold their coofiena decline to share access or sell to us their
proprietary APIs, protocols or formats, or engagpriactices to actively limit the functionality,ropatibility and certification of our products. Thetextent
that we enter into collaborations or joint devel@miand marketing arrangements with certain harelaad software vendors, vendors who compete with
our collaborative partners may similarly choosértut their cooperation with us. In addition, harake or operating system vendors may fail to cedify
support or continue to certify or support our pratdifor their systems. If any of the foregoing ascwur product development efforts may be delayed
foreclosed and our business and results of opesatitay be adversely affected.

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

Our future success is highly dependent upon maiimigiiand increasing the number of our relationshiipls distributors, resellers, system vendors and
systems integrators. Because we rely on distrisutesellers, system vendors and systems integratermay have little or no contact with the ultiena
users of our products and services, thereby makmgre difficult for us to establish brand awarssieensure proper delivery and installation of our
products and services, service ongoing customeiirergents, estimate end-user demand and respabhang customer needs.

Recruiting and retaining qualified channel partreerd training them in the use of our technology prdiuct offerings requires significant time and
resources. In order to develop and expand ouiilalisibn channel, we must continue to expand anddwgour processes and procedures that support our
channel, including our investment in systems aauhimg, and those processes and procedures magnbenoreasingly complex and difficult to manage.
The time and expense required for sales and magketganizations of our channel partners to bedamdiar with our product and service offerings,
including our new product and service developmeants; make it more difficult to introduce those prots and services to end users and delay end-user
adoption of our product and service offerings.

We generally do not have long-term contracts ofimmim purchase commitments with our distributorseliers, system vendors and systems
integrators, and our contracts with these chanaiehprs do not prohibit them from offering produstservices that compete with ours. Our competitor
may be effective in providing incentives to exigtend potential channel partners to favor prodantsservices of our competitors or to prevent duce
sales of our products and services. Certain systardors now offer competing virtualization produetsinstalled on their server products and services
Additionally, our competitors could attempt to reégkey distributors to enter into exclusivity argements with them or otherwise apply their pricing
marketing leverage to discourage distributors fadfaring our products and services. Accordingly; ciannel partners may choose not to offer our
products and services exclusively or at all. Ouufa to maintain and increase the number of retetips with channel partners would likely lea@toss
of end users of our products and services, whiahldv@sult in us receiving lower revenues from cliannel partners. Three of our distributors each
accounted for 10% or more of revenues during 2@3r.agreements with distributors are typicallyrterable by either party upon 30 to 90 days’ prior
written notice to the other party, and neitheryags any obligation to purchase or sell any prtelacservices under the agreements. While weweetieat
we have in place, or would have in place by the dany such termination, agreements with replargmistributors sufficient to maintain our revesue
from distribution, if we were to lose the distritmrt services of a significant distributor, suchsla®uld have a negative impact on our results efatpns
until such time as we arrange to replace thesghiisibn services with the services of existingnew distributors.
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The concentration of our product sales among a lted number of distributors and the weakness in dtedarkets increase our potential credit risk.
Additionally, weakness in credit markets could affehe ability of our distributors, resellers andistomers to comply with the terms of credit we pd=
in the ordinary course of business. Accordingly,afir distributors, resellers and customers finddifficult to obtain credit or comply with the termsf
their credit obligations, it could cause significafluctuations or declines in our product revenues.

Three of our distributors each accounted for 10%ore of revenues during 2013 . We anticipateshbgs of our products to a limited number of
distributors will continue to account for a sign#dnt portion of our total product revenues forftireseeable future. The concentration of produesssa
among certain distributors increases our poteat&dit risks. For example, approximately 45% of ttial accounts receivable as of December 31, k3
from our three largest distributors. Some of ostributors may experience financial difficultieshieh could adversely impact our collection of aausu
receivable. One or more of these distributors cdeldy payments or default on credit extendedaottOur exposure to credit risks of our distribstoray
increase if our distributors and their customeesaatversely affected by global or regional econaoiditions. Additionally, we provide credit to
distributors, resellers, and certain end-user costs in the normal course of business. Creditieggly extended to new customers based upon & cred
evaluation. Credit is extended to existing custa@sed on ongoing credit evaluations, prior paythistory, and demonstrated financial stability. We
often allow distributors and customers to purcharsreceive shipments of products in excess of #stablished credit limit. We are unable to re¢ogn
revenue from such shipments until the collectiothose amounts becomes reasonably assured. Arificsighdelay or default in the collection of
significant accounts receivable could result inremeased need for us to obtain working capitahfiather sources, possibly on worse terms than wklco
have negotiated if we had established such worsapital resources prior to such delays or defafhy. significant default could result in a negatiwgact
on our results of operations and delay our ahitityecognize revenue.

Our revenues, collection of accounts receivable dmhncial results may be adversely impacted bycfluation of foreign currency exchange rates.
Although foreign currency hedges can offset sometloé risk related to foreign currency fluctuationsye will continue to experience foreign curren
gains and losses in certain instances where it @& possible or cost effective to hedge our fore@nrency exposures

Our revenues and our collection of accounts rebéiviaay be adversely impacted as a result of fat@nos in the exchange rates between the U.S.
Dollar and foreign currencies. For example, we tdistibutors in foreign countries that may incigher costs in periods when the value of the U.@laD
strengthens against foreign currencies. One or widitgese distributors could delay payments orulefan credit extended to them as a result. Any
significant delay or default in the collection afsificant accounts receivable could result inmeréased need for us to obtain working capital fother
sources. If we determine that the amount of acsoredeivable that is uncollectible is greater thanestimates, we would recognize an increasedrdeat
expense, which would have a negative impact onasuits of operations. In addition, in periods whiemvalue of the U.S. Dollar strengthens, we megd
to offer additional discounts, reduce prices oepfither incentives to mitigate the negative efeectdemand.

We invoice and collect in certain non-U.S. Doll@andminated currencies, thereby conducting a podfaur revenue transactions in currencies other
than the U.S. Dollar. Although this practice mag\hte credit risk from our distributors duringrjpels when the U.S. Dollar strengthens, it shtis isk o
currency fluctuations to us and may negatively iotjpaur revenues, anticipated cash flows and firmesults due to fluctuations in foreign currency
exchange rates, particularly the Euro, the BriBshind, the Japanese Yen and the Australian Dellative to the U.S. Dollar. While variability in epating
margin may be reduced due to invoicing in certdithe local currencies in which we also recognizeemses, increased exposure to foreign currency
fluctuations will introduce additional risk for vability in revenue-related components of our cdidsded financial statements.

We enter into foreign currency forward contractiealge a portion of our net outstanding monetasgtasand liabilities against movements in certain
foreign exchange rates. Although we expect thesgaimdl losses on our foreign currency forward cotgrep generally offset the majority of the gaing a
losses associated with the underlying foreigrrency denominated assets and liabilities thahedge, our hedging transactions may not yieldehbalts we
expect. Additionally, we expect to continue to exgrece foreign currency gains and losses in ceitaitances where it is not possible or cost effedid
hedge our foreign currency exposures.

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

From time to time, we are involved in various legalministrative and regulatory proceedings, claiesnands and investigations relating to our
business, which may include claims with respecoimmercial, product liability, intellectual propgremployment, class action, whistleblower and othe
matters. In the ordinary course of business, VMvadge receives inquiries from and has discussidtisgovernment entities regarding the compliance of
its contracting and sales practices with laws @gdilations. Such matters can be time-consumingrdimanagement’s attention and resources and cause
to incur significant expenses. While no formal lggaceedings that could have a material impaauarfinancial condition or results
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of operations have been commenced, there can hesawance that actions will not be taken in theréutFurthermore, because litigation and the ouécof
regulatory proceedings are inherently unpredictabls possible that our business, financial ctodior results of operations could be negativélgaied
by an unfavorable resolution of one or more of suateedings, claims, demands or investigations.

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

Our business is subject to federal, state andriatimal laws and regulations regarding privacy amdection of personal data. As Internet commerce
continues to evolve, regulation by federal, staig fareign governments or agencies in the aredstaf privacy and data security is likely to inceedther
nations currently have data privacy laws thatoims respects, are more stringent than privacy atdedn the United States. As we expand our oersti
in these countries, our liability exposure the carity and cost of compliance with data and priveeguirements will likely increase. We collect cactt
and other personal or identifying information fronr customers. Additionally, in connection with s&of our new product initiatives, including our wGtl
Hybrid Service offering, we expect that our custesmaay increasingly use our services to store andegs personal information and other user data. We
post, on our websites, our privacy policies anaficas concerning our treatment of personal daals often include privacy commitments in our
contracts. Any failure by us to comply with our e privacy policies, other federal, state or in&ional privacy-related or data protection lawd an
regulations, or the privacy commitments contaimeddr contracts could result in proceedings agaisdty governmental entities or others, which could
have a material adverse effect on our businesmdial condition and results of operations. In &iddj the increased attention focused upon liabi§isues
as a result of lawsuits and legislative proposaigdcharm our reputation or otherwise impact thangh 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 additio
the possibility of fines and penalties, a governtakorder requiring that we change our data prastaould result, which in turn could have a materia
adverse effect on our business. Compliance with amocorder may involve significant costs or reqainanges in business practices that result in estiuc
revenue. Noncompliance could result in penaltiésgenposed on us or we could be ordered to ceasducting the noncompliant activity.

In addition to government regulation, privacy acs@cand industry groups or other third parties prpose new and different self-regulatory
standards that either legally or contractually gpplour customers or us. Any inability to adeqlyageldress privacy concerns, even if unfoundedpanply
with applicable privacy or data protection lawgukations and standards, could result in additionat and liability to us, damage our reputatieduce
sales and harm our business.

Additionally, our virtualization technology is usest cloud computing vendors, and we have expandeéhwolvement in the delivery and provision of
cloud computing through business alliances withowar providers of cloud computing services andveafe and expect to continue to do so in the future.
The application of U.S. and international data acivlaws to cloud computing vendors is uncertad, @ur existing contractual provisions may provedo
inadequate to protect us from claims for data twsegulatory noncompliance made against cloud caimg providers who we may partner with.
Accordingly, the failure to comply with data pratiea laws and regulations by our customers andnessi partners who provide cloud computing services
could have a material adverse effect on our busines

Since some of our products and services are weddbasr customers store their data on our server®ar vendors’ servers. This data may include
personal data. It may also include protected headtimation (“PHI”) that is subject to the Healtisurance Portability and Accountability Act (“HIRA).
HIPAA has been amended by the Health Informatiochfielogy for Economic and Clinical Health Act (“HECH Act”) with the result of increased civil
penalties. As a result of HIPAA and the HITECH Amtisiness associates who have access to PHI pdobjdeovered entities and other business associate
are now directly subject to HIPAA. When our custosnglace PHI into our vCloud Hybrid Service, we aosv required to comply with HIPAA's data
security requirements and may be liable for sanstend penalties for failure to do so. Any systéaiiare or compromise of our security that resirtthe
release of our customers’ data could (i) subje¢busibstantial damage claims from our custom@ygxpose us to costly regulatory remediation, @iy
harm our reputation and brand. We may also needpend significant resources to protect againsirggdreaches.

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

Our contracts with our customers may include unigue specialized performance requirements. Inquaiati, our contracts with federal, state, local
non-U.S. governmental customers and our arrangemétit distributors and resellers who may sell aigeto governmental customers are subject to
various procurement regulations, contract provisiand other requirements relating to their formmtadministration and performance. Any failure sytal
comply with provisions in our customer contractsny violation of government contracting regulati@ould result in the imposition of various civilch
criminal penalties, which may include terminatidrcontracts, forfeiture of profits, suspension afyments and, in the case of our government cosfract
fines and suspension from future government cotiigc-urther, any negative publicity related t@ oustomer contracts or any proceedings surrounding
them, regardless of its accuracy, may damage ainéss and affect
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our ability to compete for new contracts. In thdioary course of business, VMware also receivesiiigs from and has ongoing discussions with
government entities regarding the compliance aatstracting and sales practices with laws andlatigns. While no formal legal proceedings thatldou
have a material impact on our financial conditiomesults of operations have been commenced, tdaerde no assurance that actions will not be
commenced in the future. If our customer contraotsterminated, if we are suspended from governmerk or fines or other government sanctions are
imposed, or if our ability to compete for new cawts is adversely affected, our business, operatisigts or financial condition could be adverssfgcted

If we are unable to protect our intellectual propgrrights, our competitive position could be harmedwe could be required to incur significar
expenses to enforce our rights.

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 third parties, allfoth offer only limited protection. As such, dé@spur efforts, the steps we have taken to praiact
proprietary rights may not be adequate to prectodappropriation of our proprietary informationiofringement of our intellectual property rightsidaour
ability to police such misappropriation or infrirgent is uncertain, particularly in countries outsaf the United States. Further, with respect tenta
rights, we do not know whether any of our pendiatept applications will result in the issuance atfiemts or whether the examination process willirequ
us to narrow our claims. To the extent that addélgatents are issued from our patent applicatiwhih are not certain, they may be contested,
circumvented or invalidated in the future. Morequhe rights granted under any issued patents roggrovide us with proprietary protection or
competitive advantages, and, as with any technologypetitors may be able to develop similar oresigp technologies to our own now or in the future.
addition, we rely on confidentiality or license agments with third parties in connection with these of our products and technology. There is no
guarantee that such parties will abide by the terhssich agreements or that we will be able to adidy enforce our rights, in part because we oaly
“click-wrap” and “shrink-wrap” licenses in some fasces.

Detecting and protecting against the unauthorizedad our products, technology and proprietarytagh expensive, difficult and, in some cases,
impossible. Litigation may be necessary in thereito enforce or defend our intellectual propeigits, to protect our trade secrets or to deterrtiine
validity and scope of the proprietary rights ofath Such litigation could result in substantisdtsand diversion of management resources, eifivhnioh
could harm our business, financial condition aralilts of operations, and there is no guaranteeatbatould be successful. Furthermore, many of our
current and potential competitors have the ahititdedicate substantially greater resources t@ptiolg their technology or intellectual propertyhis than
we do. Accordingly, despite our efforts, we may betable to prevent third parties from infringingon or misappropriating our intellectual properich
could result in a substantial loss of our marketrsh

We provide access to our hypervisor and other selésource code to partners, which creates addaiaisk that our competitors could develop products
that are similar to or better than ours.

Our success and ability to compete depend subsiignipon our internally developed technology, whig incorporated in the source code for our
products. We seek to protect the source code, meside, documentation and other information regatinour software, under trade secret and copyright
laws. However, we have chosen to provide accesartbypervisor and other selected source codevierakdozen of our partners for co-development, as
well as for open APIs, formats and protocols. ThHoug generally control access to our source codeottrer intellectual property, and enter into
confidentiality or license agreements with suchrns, as well as with our employees and consultdnis combination of procedural and contractual
safeguards may be insufficient to protect our trset@ets and other rights to our technology. Ootegtive measures may be inadequate, especialfubec
we may not be able to prevent our partners, empbpe consultants from violating any agreementzenses we may have in place or abusing theirsscce
granted to our source code. Improper disclosurteserof our source code could help competitors dpvatoducts similar to or better than ours.

We are, and may in the future be, subject to claibysothers that we infringe or contribute to thefimgement of their proprietary technology, which
could force us to pay damages or prevent us frormgscertain technology in our products.

Companies in the software and technology industwes large numbers of patents, copyrights, tradksyand trade secrets and frequently enter into
litigation based on allegations of infringemenbtier violations of intellectual property rightshig risk may increase as the number of products and
competitors in our market increases as computietyyarking, storage, and software technologies asirgly converge. The threat of intellectual proper
infringement claims against us may increase irfuh@e because of constant technological changieeisegments in which we compete, extensive patent
coverage of existing technologies and the rapiel odissuance of new patents, it is possible timnhumber of these claims may grow. Additionalere is
an increased risk that our competitors will usértimellectual property rights to limit our freexoto operate and exploit our products or to othsevidlock
us from taking full advantage of our markets.

In addition, as a well-known information technolaggmpany, we risk being the subject to an increpsiumber of intellectual property infringement
claims, including claims by entities that do novdaperating businesses of their own and therdioreour ability to seek counterclaims for damagesl
injunctive relief. Any claim of infringement by hitd party,
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even one without merit, could cause us to incustutiial costs defending against the claim, anddodistract our management from our business.
Furthermore, a party making such a claim, if susftgscould secure a judgment that requires usjosubstantial damages. A judgment could also declu
an injunction or other court order that could preves from offering our products. In addition, weght be required to seek a license for the useicii s
intellectual property, which may not be availabfecommercially reasonable terms or at all. Altakredy, we may be required to develop non-infringing
technology, which could require significant effartd expense and may ultimately not be successfiyl.oithese events could seriously harm our busines
operating results and financial condition. Thirdtiggs may also assert infringement claims againstastomers and channel partners. Any of thesmsla
could require us to initiate or defend potentigliptracted and costly litigation on their behadigardless of the merits of these claims, becausgewerally
indemnify our customers and channel partners friaims of infringement of proprietary rights of tthiparties in connection with the use of our progulét
any of these claims succeed, we may be forcedyt@aamages on behalf of our customers or chann@igrar which could negatively affect our results of
operations.

Our use of “open source” software in our productsuld negatively affect our ability to sell our prodts and subject us to possible litigation.

A significant portion of the products, technolog@sservices acquired, licensed, developed or edféy us may incorporate so-called “open source”
software, and we may incorporate open source smdtimto other products in the future. Such openamsoftware is generally licensed by its authors o
other third parties under open source licenselydimg, for example, the GNU General Public Licertee GNU Lesser General Public License, “Apache-
style” licenses, “BSD-style” licenses and othermpeurce licenses. We monitor our use of open saoftware in an effort to avoid subjecting our
products to conditions we do not intend. Althoughvelieve that we have complied with our obligagionder the various applicable licenses for open
source software that we use, there is little olegal precedent governing the interpretation of ynafrthe terms of most of these licenses, and foerdhe
potential impact of these terms on our businesstisewhat unknown and may result in unanticipatédations regarding our products and technologies.
For example, we may be subjected to certain candifiincluding requirements that we offer our paduhat use the open source software for no teatt,
we make available source code for modificationdesivative works we create based upon incorporatisgng or distributing the open source software, o
that we license such modifications or derivativeksaunder the terms of the particular open soucemse. Any of these obligations could have an sgve
impact on our intellectual property rights and ahility 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 wenbacomplied with the conditions of one or mofe o
these licenses, we could be required to incur Bogmit legal expenses defending against such dlega Although we have received inquiries regagdin
open source license compliance for software usediiproducts, no formal legal proceedings thatlditxave a material impact on our results of opersti
or financial condition have been filed. Howevegréhcan be no assurance that actions will notkentan the future. If our defenses were not suduksse
could be subject to significant damages. We colsid lae enjoined from the distribution of our protiuthat contained the open source software or be
required to modify our products in order to compith the conditions of the open source licensa(gjuestion, thereby disrupting the distribution aabtk
of some of our products. In addition, if we combme proprietary software with open source softwara certain manner, under some open source ksens
we could be required to release the source codargfroprietary software, which could substanti@iglp our competitors develop products that ardlaim
to or better than ours.

In addition to risks related to license requirersgnsage of open source software exposes us tothakdiffer from the use of third-party commelcia
software because open source licensors generaliptdorovide warranties or assurance of title artic@s on origin of the software. In addition, masfyithe
risks associated with usage of open source softetarie as the lack of warranties or assurancefiettinnot be eliminated and could, if not properly
addressed, negatively affect our business. We bstablished processes to help address theseinskaling a review process for screening requests f
our development organizations for the use of opemce and conducting appropriate due diligencé®fuse of open source software in the products
developed by companies we acquire, but we canrsatrerthat our processes will be sufficient, allopeurce software will be submitted for approvabipr
to use in our products, or all open source softwsadiscovered during due diligence.

We offer a number of products under open sourceelises that subject us to additional risks and ckalijes, which could result in increased developrr
expenses, delays or disruptions to the releaseistridution of those software solutions, and increed competition.

Several of our product offerings are distributedemopen source licenses. Additionally, in July20&e acquired Nicira whose expertise is in
software-defined networking and whose principaldpicis contain some open source software. Softvadudians that are substantially or mostly based on
open source software subject us to a number of gskl challenges:
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e If open source software programmers, most ofrwin@ do not employ, do not continue to develop@mttence open source technologies, our
development expenses could be increased and adugirelease and upgrade schedules could be delayed

« One of the characteristics of open source soéisthat anyone can modify the existing softwardevelop new software that competes with
existing open source software. As a result, cortipetcan develop without the degree of overheadlead time required by traditional proprietary
software companies. It is also possible for new petitors with greater resources than ours to devidleir own open source solutions, potentially
reducing the demand for, and putting price pressoreur solutions.

» ltis possible that a court could hold that libenses under which our open source products amnites are developed and licensed are not
enforceable or that someone could assert a claiprégprietary rights in a program developed antrithisted under them. Any ruling by a court
these licenses are not enforceable, or that opgmeescomponents of our product or services offerimgy not be liberally copied, modified or
distributed, may have the effect of preventingrosnf distributing or developing all or a portionaifr products or services. In addition, licensors of
open source software employed in our offerings rfrayn time to time, modify the terms of their li@nagreements in such a manner that those
license terms may no longer be compatible with otipen source licenses in our offerings or our es&k- license agreement or terms of service,
and thus could, among other consequences, presdrara continuing to distribute the software codbjsct to the modified license or terms of
service.

e Actions to protect and maintain ownership anatic over our intellectual property could adveysaffect our standing in the open source
community, which in turn could limit our ability twontinue to rely on this community, upon which ave dependent, as a resource to help develop
and improve our open source products and services.

If we are unable to successfully address the aligdie of integrating offerings based upon open sot@chnology into our business, our ability to iza
revenues from such offerings will be negativelyeeaféd and our development costs may increase.

Acquisitions could disrupt our business, cause ditun to our stockholders and harm our business, dimcial condition and results of operation

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

« disrupting our ongoing operations, diverting mg@ment from day-to-day responsibilities, incregsiar expenses, and adversely impacting our
business, financial condition and results of openat

- failure of the acquired business to further ouritess strateg

e uncertainties in achieving the expected benefitn acquisition, including enhanced revenueshrtelogy, human resources, cost savings,
operating efficiencies and other synergies;

< reducing cash available for operations, stock remse programs and other uses and resulting inteite dilutive issuances of equity securitie:
the incurrence of debt;

e incurring amortization expense related to idétile intangible assets acquired that could impactoperating results; Difficulty integrating the
operations, systems, technologies, products armbpeel of the acquired businesses effectively;

e retaining and motivating key personnel from acgqlizempanie:

e assuming the liabilities of the acquired businéscluding acquired litigation-related liabilisieand potential litigation arising from a proposed
completed acquisition;

e maintaining good relationships with customerbusiness partners of the acquired business anwniicustomers as a result of any integration of
operations;

e product liability, customer liability or intel#ual property liability associated with the saféhe acquired businessproducts

< unidentified issues not discovered during tHigeince process, including issues with the acquigsiness’s intellectual property, product quality,
security, privacy practices, accounting practicelegal contingencies;

e maintaining or establishing acceptable standawt#yals, procedures or policies with respect toabguired business; ¢

< risks relating to the challenges and costs of ofpsi transactio
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Additionally, we may not be able to find suitabtEjaisition candidates, and we may not be able topbete acquisitions on favorable terms, if atlall.
we do complete acquisitions, we may not ultimastigngthen our competitive position or achievegnals, or they may be viewed negatively by
customers, financial markets or investors. If azquasitions do not meet our expectations, or if stiategic focus subsequently changes, we may ehoos
abandon certain acquired product lines and divest ficquired businesses. For example, in 2013, ivestéd certain business activities, including
SlideRocket, Shavlik, and Zimbra. It is generalifficlilt for an acquirer to completely recover tbest of an acquisition which is subsequently dizest
Accordingly, divestitures of acquired businesseas @oducts may result in us taking charges for imnpent of assets and goodwill, and result in cash
expenditures in connection with headcount redustion

The risks described above may be exacerbatedessith of managing multiple acquisitions at the séime. We may also face difficulties due to the
lack of experience in new markets, products ornieldgies or the initial dependence on unfamiligs@y or distribution partners.

In addition to business acquisitions, we also $eékvest in businesses such as ventured finammegbanies and joint ventures that offer
complementary products, services or technologibes& investments are accompanied by risks simildmolse encountered in an acquisition of a business
Additionally, we do not control entities where wavie a minority investment, and therefore cannotienthat these investments and joint venturesmalke
decisions that promote or are complementary tdasmess strategy.

If our goodwill or amortizable intangible assets d@mme impaired we may be required to record a sigaifit charge to earnings

We may not realize all the economic benefit from aeguisitions of other companies, which could ltesuan impairment of goodwill or intangibles.
During 2013, our goodwill balance increased by $itiflion or 6.3% primarily as a result of acquisits made during the year. We review our amortizable
intangible assets for impairment when events ongés in circumstances indicate the carrying valag not be recoverable. We test goodwill for
impairment at least annually. Factors that maydsesiclered a change in circumstances, indicatingthieacarrying value of our goodwill or amortizable
intangible assets may not be recoverable, includiechne in stock price and market capitalizatiorash flows, reduced future cash flow estimated, a
slower growth rates in our industry. We may be nexglito record a significant charge in our finahstatements during the period in which any impainin
of our goodwill or amortizable intangible assetdésermined, negatively impacting our results aragions.

If we fail to maintain an effective system of inteal controls, we may not be able to accurately retpaur financial results or prevent fraud. As a ref,
our stockholders could lose confidence in our fineial reporting, which could harm our business anblé trading price of our Class A common stock.

In order to comply with the requirements of Secd@4 of the Sarbanes-Oxley Act of 2002, we neaddmtain our processes and systems and adapt
them to changes in our business requirements gutateon. We may seek to automate certain procdesegprove efficiencies and better ensure ongoing
compliance but such automation may itself disruitang internal controls and introduce unintendgeatherability to error or fraud. This continuoupess
of maintaining and adapting our internal contrald aompliance with Section 404 is expensive ané-timnsuming, and requires significant management
attention. We cannot be certain that our interoatm| measures will continue to provide adequatgrol over our financial processes and reportimg a
ensure compliance with Section 404. Furthermorepadusiness grows and changes and as we expangithacquisitions of other companies, our inte
controls may become more complex and we will regsignificantly more resources to ensure our itiecontrols overall remain effective. Failure to
implement required new or improved controls, oficliflties encountered in their implementation, ebisdrm our operating results or cause us to faitéel
our reporting obligations. If we or our independmgistered public accounting firm identify matéraaknesses, the disclosure of that fact, evguoidkly
remedied, could reduce the market’s confidencauirfinancial statements and harm our stock priceddition, if we are unable to continue to compith
Section 404, our nooempliance could subject us to a variety of adniiative sanctions, including the suspension orstiatj of our Class A common sto
from the New York Stock Exchange and the inabilityegistered broker-dealers to make a market ifGtaiss A common stock, which could reduce our
stock price.

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

We rely on our information systems and those afitharties for processing customer orders, delie¢groducts, providing services and support to our
customers, billing and tracking our customers,ifinfy contractual obligations and otherwise rurgimur business. Any disruption in our information
systems and those of the third parties upon whomelyecould have a significant impact on our busgén addition, we continuously work to enhance ou
information systems. The implementation of theges$yof enhancements is frequently disruptive tatigerlying business of an enterprise, which may
especially be the case for us due to the size amgplexity of our business. Additionally, our infoation systems may not support new business modédls a
initiatives and significant investments could beguieed in order to upgrade them. Any disruptioratieg to our systems enhancements, particulany an
disruptions impacting our operations during the
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implementation period, could adversely affect ausibess in a number of respects. Additionally, yiela adapting our information systems to address n
business models could limit the success or resuhé failure of such initiatives and impair théeefiveness of our internal controls. Even if werad
encounter these adverse effects, the implementatiirese enhancements may be much more costlytbamticipated. If we are unable to successfully
implement the information systems enhancementtaas@d, our financial condition, results of oparas and cash flows could be negatively impacted.

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

As a multinational corporation, we are subjeciimoime taxes as well as non-income based taxesasysdwyroll, sales, use, value-added, net worth,
property and goods and services taxes, in botbttied States and various foreign jurisdictionsr @omestic and international tax liabilities ardjsat to
the allocation of revenues and expenses in diffgueisdictions and the timing of recognizing reuves and expenses. Additionally, the amount of ireom
taxes paid is subject to our interpretation of eyafle tax laws in the jurisdictions in which wiefand changes to tax laws. Significant judgmenedgiired
in determining our worldwide provision for inconmaxes and other tax liabilities. From time to time, are subject to income and non-income tax audits.
While we believe we have complied with all applieaincome tax laws, there can be no assurancathaterning tax authority will not have a different
interpretation of the law and assess us with agitifitaxes. Should we be assessed with additiarat there could be a material adverse effection o
financial condition or results of operations.

Our future effective tax rate may be affected bghsiactors as changes in tax laws, regulationatesr changing interpretation of existing laws or
regulations, the impact of accounting for stockdabsompensation, the impact of accounting for lrssircombinations, changes in our international
organization, and changes in overall levels of inedefore tax. For example, the U.S. federal rebeanedit, which provided a significant reductionour
effective tax rate, expired on December 31, 201BhdVt the reinstatement of the U.S. federal redearedit, we expect our 2014 effective tax ratbeo
higher than the 2013 effective tax rate.

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

Additionally, our rate of taxation in foreign judtions is lower than the U.S. tax rate. Our in&ional income is primarily earned by our subsida
in Ireland, where the statutory tax rate is 12.8%cent developments in non-U.S. tax jurisdictiomd anfavorable changes in non-U.S. tax laws and
regulations could have an adverse effect on VMveaeéfective tax rate if earnings are lower thancipdated in countries where the statutory tax rates
lower than the U.S. federal tax rate. All incomened abroad, except for previously taxed incomaX@&. tax purposes, is considered indefinitelywregtec
in our foreign operations and no provision for Uzkes has been provided with respect to such inctfimanagement determines these overseas fuads ar
needed for our operations in the U.S., we wouldeogiired to accrue U.S. taxes on the related uiiglis¢d earnings in the period management detesmine
the earnings will no longer be indefinitely invesstautside the United States and to repatriate thewts.

Our business is subject to the risks of earthquakié®, floods and other natural catastrophic evensuch as pandemics, and to interruption by man-
made problems, such as computer viruses, unantitddadisruptions in local infrastructure or terroris, which could result in delays or cancellations of
customer orders or the deployment of our productslaservices.

Our corporate headquarters are located in the &atiBco Bay Area, a region known for seismic atgthA significant natural disaster, such as an
earthquake, fire, flood or other act of God, cdudae a material adverse impact on our businesmdial condition and results of operations. As we
continue to grow internationally, increasing amauntt our business will be located in foreign coigstthat may be more subject to political or social
instability that could disrupt operations. Furthere some of our new product initiatives and bussrfanctions are hosted and carried out by thirdgsa
that may be vulnerable to disruptions of thesessantany of which may be beyond our control. In &ddj our servers are vulnerable to computer veuse
break-ins and similar disruptions from unauthoritgadpering with our computer systems. Unanticipaieduptions in services provided through localized
physical infrastructure, such as utility or teleecoomication outages, can curtail the functioningpefl offices as well as critical components of our
information systems, and adversely affect our ghiti process orders, provide services, respordstomer requests and maintain local and globahbss
continuity. Natural disasters that affect the mantudre of IT products, such as the 2011 floodinghailand, can also delay customer spending on our
software, which is often coupled with customer pases of new servers and IT systems. Furthermatephterrorism or war could cause disruptionsun
or our customers’ business or the economy as aewhol disease pandemics could temporarily sidalsugstantial part of our or our customers’
workforce at any particular time. To the extent thach disruptions result in delays or cancellatiohcustomer orders, or the deployment or avditglif
our products and services, our revenues would bersely affected. Additionally, any such catastiomvent could cause us to incur significant ctsts
repair damages to our facilities, equipment andhsifucture.
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Changes in accounting principles and guidance, teetr interpretation, could result in unfavorable @ounting charges or effects, including changes to
our previously-filed financial statements, which alal cause our stock price to decline or impact durancial position.

We prepare our consolidated financial statemenéggdordance with accounting principles generalbepted in the United States. These principles are
subject to interpretation by the SEC and variowdigmformed to interpret and create appropriatewntiing principles and guidance. A change in these
principles or guidance, or in their interpretatiomay have a significant effect on our reportediitesand retroactively affect previously reporteduits.

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 stockholder approv:

As of December 31, 2013 , EMC owned 43,025,000eshaf our Class A common stock and all 300,000b@0es of our Class B common stock,
representing 79.7% of the total outstanding shaffeesmmon stock or 97.2% of the voting power ofstading common stock. The holders of our Class A
common stock and our Class B common stock havdiadnights, preferences and privileges excephwéispect to voting and conversion rights, the
election of directors, certain actions that reqttieconsent of holders of Class B common stockodinelr protective provisions as set forth in outifieate
of incorporation. Holders of our Class B commorcktare entitled to 10 votes per share of ClassrBnoon stock on all matters except for the electibn o
our Group Il directors, in which case they arettadito one vote per share, and the holders oCtass A common stock are entitled to one vote pareso
Class A common stock. The holders of Class B comstack, voting separately as a class, are entiletect 80% of the total number of directors on ou
board of directors that we would have if there wasevacancies on our board of directors at the.tifhese are our Group | directors. Subject to &ghts
of any series of preferred stock to elect directtirs holders of Class A common stock and the msldeClass B common stock, voting together anglsi
class, are entitled to elect our remaining direteich at no time will be less than one direaor-Group 11 director(s). Accordingly, the holdefsour
Class B common stock currently are entitled toteBeaf our 9 directors.

If EMC transfers shares of our Class B common stockny party other than a successor-in-intereatsubsidiary of EMC prior to a distribution to its
stockholders under Section 355 of the Internal RegeCode of 1986, as amended (a “355 distributjaht)se shares will automatically convert into Cla:
common stock. Additionally, if, prior to a 355 dibution, EMC's ownership falls below 20% of the outstanding skaf our common stock, all outstanc
shares of Class B common stock will automaticadignert to Class A common stock. Following a 355%rifigtion, shares of Class B common stock may
convert to Class A common stock if such conversaapproved by VMware stockholders after the 3Sritiution. For so long as EMC or its successor-in-
interest beneficially owns shares of our commoglstepresenting at least a majority of the votdgled to be cast by the holders of outstandingngpt
stock, EMC will be able to elect all of the membef®sur board of directors.

In addition, until such time as EMC or its succedreinterest beneficially owns shares of our comnstock representing less than a majority of the
votes entitled to be cast by the holders of outtanvoting stock, EMC will have the ability to ®ktockholder action without the vote of any other
stockholder and without having to call a stockholdeeting, and holders of our Class A common staitiknot be able to affect the outcome of any
stockholder vote during this period. As a resuMEwill have the ability to control all matters aéfting us, including:

< the composition of our board of directors and, tigtoour board of directors, any determination witbpect to our business plans and poli
e any determinations with respect to mergers, adipisi and other business combinati

e our acquisition or disposition of ass

e our financing activitie

e certain changes to our certificate of incorporg

e changes to the agreements we entered into in cbonedth our transition to becoming a public comp;

e corporate opportunities that may be suitable foang EMC

« determinations with respect to enforcement of g may have against third parties, including watpect to intellectual property rigt

e the payment of dividends on our common stock

» the number of shares available for issuance unglestock plans for our prospective and existing leyges
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Our certificate of incorporation and the mastensection agreement entered into between us and iEM@hnection with our initial public offering
(“IPQ") also contain provisions that require thatiang as EMC beneficially owns at least 20% orerafrthe outstanding shares of our common stoek, th
prior affirmative vote or written consent of EMQOr (ts successor-in-interest) as the holder of tlees€€B common stock is required (subject in easke ta
certain exceptions) in order to authorize us to:

e consolidate or merge with any other en

* acquire the stock or assets of another entity @eex of $100 millios

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

« dissolve, liquidate or wind us

e declare dividends on our sto

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

e amend, terminate or adopt any provision inconsistéth certain provisions of our certificate of onporation or bylaw:

If EMC does not provide any requisite consent aithgaus to conduct such activities when requestedwill not be able to conduct such activities and,
as a result, our business and our operating rasalysbe harmed. EM&'voting control and its additional rights descdladove may discourage transact
involving a change of control of us, including tsaations in which holders of our Class A commoglstaight otherwise receive a premium for their skar
over the then-current market price. EMC is not fisitdd from selling a controlling interest in usadhird party and may do so without the approvahe
holders of our Class A common stock and withouvigting for a purchase of any shares of Class A comstock held by persons other than EMC.
Accordingly, shares of Class A common stock maybegh less than they would be if EMC did not maimteoting control over us or if EMC did not have
the additional rights described above.

In the event EMC is acquired or otherwise undergoelsange of control, any acquirer or successdbwikntitled to exercise the voting control and
contractual rights of EMC, and may do so in a martim&t could vary significantly from EMC's historaractice.

By becoming a stockholder in our company, holdésuo Class A common stock are deemed to haveeaofiand have consented to the provisions of
our certificate of incorporation and the mastensection agreement with respect to the limitatibias 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 and services related to storageag@ment, back-up, disaster recovery, security,
system management and automation, provisioningesalrce management. There can be no assuran&MRatvill not engage in increased competition
with us in the future. In addition, the intellectpaoperty agreement that we have entered into BMC provides EMC the ability to use our sourceecod
and intellectual property, which, subject to lirtibas, it may use to produce certain products ¢hatpete with ours. EMC’s rights in this regard exit¢o
its majority-owned subsidiaries, which could inaydint ventures where EMC holds a majority positamd one or more of our competitors hold minority
positions.

EMC could assert control over us in a manner whimlid impede our growth or our ability to enter naarkets or otherwise adversely affect our
business. Further, EMC could utilize its controbpus to cause us to take or refrain from takintpge actions, including entering into relationshipith
channel, technology and other marketing partnefereing our intellectual property rights or pursgiibusiness combinations, other corporate oppaig¢sni
or product development initiatives that could adedr affect our competitive position, including mampetitive position relative to that of EMC in rkets
where we compete with them. In addition, EMC mamgaignificant partnerships with certain of oumgaetitors, including Microsoft.

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

Our existing and potential partner relationshipy e affected by our relationship with EMC. We partwith a number of companies that compete
with EMC in certain markets in which EMC participat EMC’s majority ownership in us might affect ability to effectively partner with these
companies. These companies may favor our compebtrause of our relationship with EMC.
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EMC competes with certain of our significant chdntechnology and other marketing partners, inecigdBM and Hewlett-Packard. Pursuant to our
certificate of incorporation and other agreemeimds tve have with EMC, EMC may have the abilityrtgoact our relationship with those of our partnbet
compete with EMC, which could have a material ageeffect on our results of operations or our ghith pursue opportunities which may otherwise be
available to us.

Our joint launch of Pivotal Software, Inc. { Pivotal” , previously known a$ GoPivotal, Inc.” ) with EMC may not prove successful.

In April 2013, we contributed technology and tramsfd employees to Pivotal, a subsidiary of EM@l#shed to focus on Big Data and Cloud
Application Platforms. Pivotal is led by Paul Mariits Chief Executive Officer and our former Chiefecutive Officer, and includes most employees and
resources formerly working within EMC’s GreenplunmdaPivotal Labs organizations, and our former vigatincluding Spring and Gemfire), Cloud
Foundry and Cetas organizations, as well as rekffeds. Pivotal's ability to operate successfulljl require, among other factors:

« successfully integrating technology from both ud BMC;

e creating offerings for which there is suitable demhan the marketplac

< developing an effective go-toarket strateg

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

In the event that Pivotal is unable to operate essgftlly, we may be asked to contribute capitadueses to Pivotal or accept dilution in our owngrsh
interest, and we may be unable to realize any fatune the technology and resources that we cortgibto Pivotal.

In order to preserve the ability for EMC to distnitbe its shares of our Class B common stock on &-free basis, we may be prevented from pursuing
opportunities to raise capital, to effectuate acsitions or to provide equity incentives to our empées, which could hurt our ability to grow.

Beneficial ownership of at least 80% of the totating power is required in order for EMC to affactax-free spin-off of VMware or certain other tax-
free transactions. We have agreed that for sodsngMC or its successor-in-interest continues to greater than 50% of the voting control of our
outstanding common stock, we will not knowinglyeaade fail to take any action that could reasondlglyexpected to preclude EMC's or its successor-in-
interest’s ability to undertake a tax-free spin-@féiditionally, under our certificate of incorpoi@t and the master transaction agreement we eniteed
with EMC, we must obtain the consent of EMC ositscessor-in-interest, as the holder of our ClassrBmon stock, to issue stock or other VMware
securities, except pursuant to employee benefitsplprovided that we obtain Class B common stoadrahpproval of the aggregate annual number of
shares to be granted under such plans), which @auige us to forgo capital raising or acquisitippartunities that would otherwise be availabletoAs a
result, we may be precluded from pursuing certainvth 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 fdCEs liabilities. Under our master transaction agrnent with EMC, EMC will indemnify us for
claims and losses relating to liabilities relatedEMC’s business and not related to our businessdier, if those liabilities are significant and are
ultimately held liable for them, we cannot be ciarthat we will be able to recover the full amoohbur losses from EMC.

Although we have entered into a tax sharing agrearheith EMC under which our tax liabilities for mastransactions will effectively be determined a
we were not part of any consolidated, combined aitary tax group of EMC Corporation or its subsidiges, we nonetheless could be held liable for the
tax liabilities of other members of these groups.

We have historically been included in EMC'’s cordaled group for U.S. federal income tax purposesyedl as in certain consolidated, combined or
unitary groups that include EMC Corporation or aerof its subsidiaries for state and local incdemepurposes. Pursuant to our tax sharing agreewitr
EMC, we and EMC generally will make payments toheaihier such that, with respect to tax returnsafor taxable period in which we or any of our
subsidiaries are included in EMC'’s consolidatedugrfor U.S. federal income tax purposes or anyratbasolidated, combined or unitary group of EMC
Corporation or its subsidiaries, the amount of $aeebe paid by us will be determined, subjecteidaén adjustments, as if we and each of our sigrgg
included in such consolidated, combined or unitaoup filed our own consolidated, combined or ugitax return.

We have been included in the EMC consolidated gfoup).S. federal income tax purposes since ouuiaittpn by EMC, and expect to continue to be
included in such consolidated group for periodaliich EMC owns at least 80% of the total voting pownd value of our outstanding stock. Each member
of a consolidated group during any part of a cadatéd
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return year is jointly and severally liable for tax the consolidated return of such year and fgrsahsequently determined deficiency thereon. @ityilin
some jurisdictions, each member of a consolidateahbined or unitary group for state, local or fgreincome tax purposes is jointly and severallglézor
the state, local or foreign income tax liabilityezich other member of the consolidated, combineshiterry group. Accordingly, for any period in whiwe
are included in the EMC consolidated group for WeSeral income tax purposes or any other congelitja@ombined or unitary group of EMC Corporation
and/or its subsidiaries, we could be liable inglient that any income tax liability was incurredt bot discharged, by any other member of any guchp.

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

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

< labor, tax, employee benefit, indemnification atigeo matters arising from our separation from E

e our reseller arrangements with EN

« employee retention and recruiti

e business combinations involving

< our ability to engage in activities with certairacimel, technology or other marketing partr

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

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

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

e business opportunities that may be attractive tb BE&C and us; ar
» product or technology development or marketingvétids or customer agreements which may requiretmsent of EM(

We may not be able to resolve any potential casfliand 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 anteoden agreement between the parties. While weargolled by EMC, we may not have the
leverage to negotiate amendments to these agresmesuired on terms as favorable to us as thaswould negotiate with an unaffiliated third party

Our CEO and some of our directors own EMC commongk or equity awards to acquire EMC common stochgdasome of our directors hold
management positions with EMC, which could causenfliwts of interests that result in our not actingn opportunities we otherwise may have.

Our CEO and some of our directors own EMC commoaoksbr equity awards to purchase EMC common stimciddition, some of our directors are
executive officers or directors of EMC, and EMC{fass sole holder of our Class B common stock, itled to elect 8 of our 9 directors. Ownershif=fiC
common stock, restricted shares of EMC common sanackequity awards to purchase EMC common stoaubylirectors and the presence of executive
officers or directors of EMC on our board of distcould create, or appear to create, conflictatefest with respect to matters involving botrans
EMC that could have different implications for EMI@an they do for us. Provisions of our certificaténcorporation and the master transaction agreéme
between EMC and us address corporate opportutfiggsire presented to our directors or officers @@ also directors or officers of EMC. There bamo
assurance that the provisions in our certificatmodrporation or the master transaction agreemvéh&dequately address potential conflicts of iett or
that potential conflicts of interest will be resetl/in our favor, or that we will be able to takeactage of corporate opportunities presented tiwishehls
who are officers or directors of both us and EMG.a&result, we may be precluded from pursuing tegi@wth 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 comistock representing at least a majority of theventitled to be cast by the holders of
outstanding voting stock, EMC can effectively cohtind direct our board of directors. Further, ititerests of EMC and our other stockholders may
diverge. Under these circumstances, persons whbtmigerwise accept our invitation to join our lbaf directors may decline.
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We are a “controlled company” within the meaning ¢fie New York Stock Exchange rules and, as a resaie relying on exemptions from certain
corporate governance requirements that provide giaiton to stockholders of companies that are nobftrolled companies.”

EMC owns more than 50% of the total voting poweowf common stock and, as a result, we are a “albedtrcompany” under the New York Stock
Exchange corporate governance standards. As asolledtcompany, we are exempt under the New YorklSExchange standards from the obligation to
comply with certain New York Stock Exchange corpergovernance requirements, including the requirgsne

e that a majority of our board of directors consaftindependent directo

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

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

e for an annual performance evaluation of the normgaind governance committee and compensation ctiea

While we have voluntarily caused our Compensatiwh @orporate Governance Committee to currentlydmeposed entirely of independent directors
in compliance with the requirements of the New Y8tkick Exchange, we are not required to maintarirtdependent composition of the committee. As a
result of our use of the “controlled compamKemptions, holders of our Class A common stockmait have the same protection afforded to stoakdrsl o
companies that are subject to all of the New Yddc Exchange corporate governance requirements.

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

The financial information covering the periods udéd in this Annual Report on Form 10-K does naessarily reflect what our financial condition,
results of operations or cash flows would have beshwe been a completely independent entity duhioge periods. In certain geographic regions where
we do not have an established legal entity, weraohtvith EMC subsidiaries for support services BMIC personnel who are managed by us. The costs
incurred by EMC on our behalf related to these exygets are passed on to us and we are charged aymantended to approximate costs that would have
been charged had we contracted for such servidbsawiunrelated third party. These costs are irtuab expenses in our consolidated statements of
income. Additionally, we and EMC engage in intergamy transactions, including agreements regardiiegise of EMC’s and our intellectual property and
real estate, agreements regarding the sale of gowtiservices to one another and to Pivotal, arajegement for EMC to resell our products and sesvi
to third party customers. Accordingly, our histatifinancial information is not necessarily indigatof what our financial condition, results of oggons o
cash flows will be in the future if and when we tawt at arm’s length with independent third parfier the services we have received and curreatlgive
from EMC. In the year ended December 31, 2013 regegnized revenues of $245 million , and as ofdbdzer 31, 2013 , $220 million of revenues were
included in unearned revenues from such transactighh EMC. For additional information, see “Managmnt’s Discussion and Analysis of Financial
Condition and Results of Operations” and our cadatéd financial statements and notes thereto.

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

The trading price of our Class A common stock hactdiated significantly since our IPO in August Z0Bor example, between January 1, 2013 and
January 31, 2014, the closing trading price of@iass A common stock was volatile, ranging betw®&$53 and $99.33 per share. Our trading pricedcoul
fluctuate substantially in the future due to thetdas discussed in this Risk Factors section aseldiere in this Annual Report on Form 10-K.

Substantial amounts of Class A common stock arm tyebur employees, EMC and Cisco, and all of tregess of our Class B common stock, which
may be converted to Class A common stock upon staii¢he holder, are held by EMC. Shares of Classmmon stock held by EMC (including shares
of Class A common stock that might be issued uperconversion of Class B common stock) are eliditnesale subject to the volume, manner of sale and
other restrictions of Rule 144 of the Securitie$ #fc1933, as amended (the “Securities Act”), whatlbws the holder to sell up to the greater of dP6ur
outstanding Class A common stock or our four-weakage weekly trading volume during any three-mgmtiod and following the expiration of their
contractual restrictions. Additionally, EMC posssssegistration rights with respect to the shafesiocommon stock that it holds. If EMC chooses to
exercise such rights, its sale of the shares tieategistered would not be subject to the Rulelid#ations. If a significant amount of the shatkat
become eligible for resale enter the public tradiragkets in a short period of time, the marketga€our Class A common stock may decline.
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Additionally, broad market and industry factors niegrease the market price of our Class A commawkstegardless of our actual operating
performance. The stock market in general and tdogga@ompanies in particular have often experiereod¢deme price and volume fluctuations. In addition
in the past, following periods of volatility in treverall market and the market price of a compsusgcurities, securities class action litigatios bfien bee
instituted, including against us, and, if not resdl swiftly, can result in substantial costs amtiversion of management'’s attention and resources.

If securities or industry analysts change their mmendations regarding our stock adversely, ourckt@rice and trading volume could declin

The trading market for our Class A common stodkfisienced by the research and reports that ingustsecurities analysts publish about us, our
business, our market or our competitors. If anthefanalysts who cover us change their recommendeggarding our stock adversely, or provide more
favorable relative recommendations about our coitgpst our stock price would likely decline.

Delaware law and our certificate of incorporatiorna 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 prevegtia change of control or changes in our
management. These provisions include the following:

< the division of our board of directors into thrgasses, with each class serving for a staggered-year term, which prevents stockholders from
electing an entirely new board of directors at angual 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 commdoncek by EMC to its stockholders, the restrictioatth beneficial owner of 10% or more of our
Class B common stock may not vote in any electfatdirectors unless such person or group also owleaat an equivalent percentage of Class A
common stock or obtains approval of our board cfadors prior to acquiring beneficial ownershipabfeast 5% of Class B common stock;

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

< the requirement for advance notice for nominetitor election to the board of directors or fasgarsing matters that can be acted upon at a
stockholders’ meeting;

« the ability of the board of directors to issue haitit stockholder approval, up to 100,000,000 shaifrpseferred stock with terms set by the boar
directors, which rights could be senior to thosemhmon stock; and

* inthe event that EMC or its successor-in-irger® longer owns shares of our common stock reptis at least a majority of the votes entitled to
be cast in the election of directors, stockholdeay not act by written consent and may not caltisppeneetings of the stockholders.

Until such time as EMC or its successor-in-intepestses to beneficially own 20% or more of thetantting shares of our common stock, the
affirmative vote or written consent of the holdefs majority of the outstanding shares of the €Bg£ommon stock will be required to:

* amend certain provisions of our bylaws or certifcaf incorporatior

« make certain acquisitions or dispositic

e declare dividends, or undertake a recapitalizatioliquidation

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

e approve any transactions that would involve ag®ae consolidation, restructuring, sale of sultsdn all of our assets or any of our subsidiaies
otherwise result in any person or entity obtairgngtrol of us or any of our subsidiaries; or

* undertake certain other actic

In addition, we have elected to apply the provisiohSection 203 of the Delaware General Corpandtew. These provisions may prohibit large
stockholders, in particular those owning 15% orenmirour outstanding voting stock, from mergingecombining with us. These provisions in our ceréfa
of incorporation and bylaws and under Delawaredauld discourage potential takeover attempts antdaeduce the price that investors might be wgllin
to pay for shares of our common stock.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

As of December 31, 2013, we owned or leased thikities described below:

Approximate

Location Sq. Ft.® Principal Use(s)

Palo Alto, CA owned: 1,410,311 (@ Executive and administrative offices, sales and
leased 103,20 marketing, R&D and data center

North and Latin American region (excluding Palo leased 653,31¢ 3 Administrative offices, sales and marketing, R&D.

Alto, CA) data center

Asia Pacific region leased 1,083,49! Administrative offices, sales and marketing, R&D;

data center
Europe, Middle East and Africa region leased 389,19: Administrative offices, sales and marketing, R&[RI:

data center

(1) Of the total square feet owned or leased,@giprately 786,000 square feet were under constmiets of December 31, 2013

(2) Represents all of the right, title and intepasrchased in a ground lease, which expires if6 26dvering the property and improvements located a
VMware’s Palo Alto, California campus.

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

In 2011, VMware purchased all of the right, titldanterest in a ground lease covering the propartyimprovements located adjacent to VMware’s
existing Palo Alto, California campus for $225 moitl. Concurrent with the closing of the transactiéhware entered into an amended and restated droun
lease for the new property which expires in 204i8ware will possess the title to the interest anididings during the duration of the lease. Upon
termination of the lease, title will revert to tlessor. As of December 31, 201372,000 square feet remained under constructitimisacampus. See Note
to the consolidated financial statements for furthéormation.

We believe that our current facilities, includifgs$e under construction at our expanded headgsiaarer suitable for our current employee headcount
and will sustain us through 2014, but we intenddd new facilities or expand existing facilitiesvees add employees and expand our operations. Vikvb
that suitable additional or substitute space vélblvailable as needed to accommodate expansiarr operations.

ITEM 3. LEGAL PROCEEDINGS

See Note M to the consolidated financial statemien®art Il, Item 8 of this Annual Report on For@+K for a description of legal proceedings. See
also the risk factor entitled “We may become ineahin litigation and regulatory inquiries and predmgs that could negatively affect us” in Part |,
Item 1A of this Annual Report on Form 10-K for aclission of potential risks to our results of operns and financial condition that may arise fragadl
proceedings.

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

The names of executive officers and their aged &eloruary 13, 2014, are as follows:

Name Age Position(s)

Patrick P. Gelsinger 52 Chief Executive Officer and Director

Carl M. Eschenbach a7 President and Chief Operating Officer

Jonathan C. Chadwick 48 Chief Financial Officer and Executive Vice Presitlen

Sanjay Poonen 44 Executive Vice President and General Manager, Esgl-Qomputing
Rangarajan (Raghu) Raghuram 51 Executive Vice President, Cloud Infrastructure Mahagement

S. Dawn Smith 50 Senior Vice President, General Counsel, Chief Canpé Officer and Secretary

Patrick P. Gelsingerhas been the Chief Executive Officer and a DirecfdrMware since September 1, 2012. Prior to jaggifMware, he served as
President and Chief Operating Officer, EMC Inforimatinfrastructure Products at EMC from SeptemtBf®to August 2012. Mr. Gelsinger joined EMC
from Intel Corporation, a designer and manufactofexdvanced integrated digital technology platfermhere he was Senior Vice President and Co-
General Manager of Intel Corporation's Digital Eptese Group from 2005 to September 2009 and sasddtel's Senior Vice President, Chief Techno
Officer from 2002 to 2005. Prior to this, Mr. Gelger led Intel's Desktop Products Group.

Carl M. Eschenbachwas appointed Chief Operating Officer and Co-Peagicdf VMware in April 2012 and became Presidert @hief Operating
Officer in December 2012. Mr. Eschenbach had preshoserved as VMware's Co-President, Customeraddipes from January 2011 to April 2012 and as
VMware's Executive Vice President of Worldwide Hi€perations from May 2005 to January 2011. Pagoining VMware in 2002, he was Vice
President of North America Sales at Inktomi fron®@@@ 2002. He also held various sales managenosittgns with 3Com Corporation, Lucent
Technologies Inc. and EMC. Mr. Eschenbach curresglyes on the board of Palo Alto Networks.

Jonathan C. Chadwickjoined VMware as Chief Financial Officer and ExeeetVice President on November 5, 2012. Mr. Chaélviiad previously
served as the Chief Financial Officer of Skyperavaer of Internet-based voice communication, siMarch 2011, and as a Corporate Vice President of
Microsoft Corporation since its acquisition of Skyip October 2011. Mr. Chadwick joined Skype froraAfee, an antivirus software and computer sec
company, where he was the Executive Vice PresaeaiChief Financial Officer from June 2010 untibReary 2011, when McAfee was acquired by Intel
Corporation. From 1997 to 2010, Mr. Chadwick heddious finance roles at Cisco Systems, a networgq@gpment company. At Cisco, Mr. Chadwick
served as Senior Vice President, CFO - Global @Qustdvarkets from July 2009 to June 2010, Senioe\Hcesident, Corporate Controller and Principal
Accounting Officer from June 2007 until July 200ce President, Corporate Controller and Princibatounting Officer from September 2006 to June
2007 and Vice President, Corporate Finance & Pranfrom February 2001 to September 2006. Mr. Cheldwiirrently serves on the board of F5
Networks, Inc.

Sanjay Poonerhas served as VMware's Executive Vice President@ageral Manager, End-User Computing since AugisB2Prior to joining
VMware, Mr. Poonen spent more than seven yeardBt/&5, serving as President and Corporate Offi¢€tatform Solutions and the Mobile Division
from April 2012 till July 2013, prior to that asd3ident of Global Solutions from November 2010 tarth 2012, as Executive Vice President of
Performance Optimization Apps from June 2008 ta&aper 2009 and Senior Vice President of Analyftios April 2006 to May 2008. Mr. Poonen20+
years of technology industry experience also inetlelxecutive-level positions with Symantec and tderiand product management and engineering
positions with Alphablox, Apple, Inc. and Micros@brporation.

Rangarajan (Raghu) Raghuramhas served as VMware's Executive Vice Preside®atfid Infrastructure and Management since April2(r.
Raghuram joined VMware in 2003 and has held madtgpbduct management and marketing roles. Mr. Ragmserved as Senior Vice President and
General Manager, Cloud Infrastructure and Managénvirualization and Cloud Platforms, and EntesprProducts, from December 2009 through March
2012. Mr. Raghuram previously served as Vice Peggidf VMware's Server Business Unit and of Produnct Solutions Marketing from September 2003
through December 2009. Prior to VMware, Mr. Raghureeld product management and marketing roles &tcilpe and Bang Networks.

S. Dawn Smithhas been the Senior Vice President, General Coangebecretary at VMware since September 2009 aref Compliance Officer
since August 2010. Prior to joining VMware, she \agsartner at Morrison & Foerster LLP, a law firsilmce January 2008 and served as an attorney since
2005. Prior to joining Morrison & Foerster LLP, shvas an attorney at Wilson Sonsini Goodrich & RioBat.
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PART II

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

Market Information
Our Class A common stock, par value $0.01 per shrages on the New York Stock Exchange underyhésl VMW.

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

Market Prices

High Low
Year ended December 31, 2013
First Quarter $ 99.1C $ 70.0¢
Second Quarter 79.71 64.8¢
Third Quarter 90.6( 65.02
Fourth Quarter 90.91 76.51
Year ended December 31, 2012
First Quarter $ 113.7¢  $ 80.1¢
Second Quarter 118.7¢ 82.5¢
Third Quarter 103.0: 79.4¢
Fourth Quarter 99.5¢ 81.5(
Holders

We had 52 holders of record of our Class A comntoaks and one holder of record, EMC CorporationM®&’), of our Class B common stock as of
February 13, 2014.

Dividends

Subsequent to our initial public offering in Aug2§t07, we have not declared or paid cash dividendsur common stock. We currently do not
anticipate declaring any cash dividends in thedeeable future. Any future determination to dectagh dividends will be made at the discretionwf o
board of directors, subject to the consent of thlddrs of our Class B common stock pursuant tacedtificate of incorporation. Holders of our Class
common stock and our Class B common stock willeslegually on a per share basis in any dividendadedlon our common stock by our board of
directors.

Recent Sales of Unregistered Securities
None.
Issuer Purchases of Equity Securities
Issuer purchases of Class A common stock duringjtlagter ended December 31, 2013:

Approximate Dollar
Value of Shares That May Yet

Total Number of Shares Be Purchased Under the
Purchased as Part of Publicly Publicly Announced Plans
Total Number of Shares  Average Price Paid Per ~ Announced Plans or Programs or Programs
Purchased (1)(2) Share (1)(2) ) 2)(3)

October 1 — October 31, 2013 314,99 $ 81.21 314,99. $ 750,142,99
November 1 — November 30, 2013 624,79. 80.21 624,79: 700,029,96
December 1 — December 31, 2013 479,55: 85.3¢ 467,92¢ 660,039,40
1,419,33 82.17 1,407,71. 660,039,40

(1) Includes 11,626 shares repurchased and retireatisfystax withholding obligations that arose om thesting of shares of restricted st

(2) In November 2012, VMware’s Board of Directaxgthorized the repurchase of up to $250 millioWkfware’s Class A common stock through the end
of 2014. Purchases under the November 2012 austiarizwere completed in the quarter ended Deceibe2013. In August 2013, VMware's Board
of Directors authorized the repurchase of up tadditional
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$700 million of VMware’s Class A common stock thghuthe end of 2015 . VMware’s Class A common stoek been, and may in the future be,
purchased pursuant to our stock repurchase audtions, from time to time, in the open market aptigh private transactions, subject to market
conditions. We are not obligated to purchase aayeshunder our stock repurchase program. Subjeqpiicable laws, repurchases under our stock
repurchase program may be made at such times atlinamounts as we deem appropriate. The timiagyfepurchases and the actual number of
shares repurchased will depend on a variety obfacincluding VMware’s stock price, cash requiratsdor operations and business combinations,

corporate and regulatory requirements and othekehand economic conditions. Purchases under ook sepurchase program can be discontinued at
any time that we feel additional purchases arevaotanted.

(3) Represents the amounts remaining in the VMwarestgurchase authorizatio

39




Table of Contents

Stock Performance Graph

The graph below compares the cumulative total $tolcler return on our Class A common stock withdhmulative total return on the S&P 500 Index
and the S&P 500 Systems Software index for theoddseginning on December 31, 2008 through Decelibe2013, assuming an initial investment of
$100. Historically, we have not declared or paishcdividends on our common stock, while the datatfe S&P 500 Index and the S&P 500 Systems
Software Index assume reinvestment of dividends.

Comparison of Cumulative Five Year Total Return
$450
$400 /o\\
>
$350 e
$300 /
$250 //
$150 , —
e
$100
$50
$O T T T T
12/31/08 12/31/09 12/31/10 12/31/11 12/31/12 12/31/13
+VMware, Inc. mS&P 500 Index aS&P 500 Systems Software Index
Base
Period
12/31/2008  12/31/2009  12/31/2010  12/31/2011  12/31/2012  12/31/2013
VMware, Inc. $ 100.0 $ 178.8¢ $ 3753, $ 3511t $ 3973t $  378.6¢
S&P 500 Index 100.0( 126.4¢ 145.5; 148.5¢ 172.3; 228.1¢
S&P 500 Systems Software Index 100.0( 151.0 158.3: 142.5; 164.2¢ 218.3:

Note: The stock price performance shown on thelgedve is not necessarily indicative of future@mperformance. This graph shall not be deemed
“filed” for purposes of Section 18 of the Exchange Acttbemvise subject to the liabilities of that sectimr shall it be deemed incorporated by referen
any filing under the Securities Act or the ExchaAge regardless of any general incorporation laguin such filing.
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ITEM 6. SELECTED FINANCIAL DATA

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

For the Year Ended December 31,

2013 2012 2011 2010 2009
Summary of Operations:

Revenues:

License $ 227C % 2,087 $ 1841 $ 1,401 $ 1,02¢

Services 2,937 2,51¢ 1,92¢ 1,45¢ 994
Total revenues $ 5207 $ 4608 $ 3,761 $ 2851 $ 2,02z
Operating income 1,09: 87z 73t 42¢ 21¢
Net income 1,01¢ 74¢€ 724 357 197
Net income per weighted average share, basic,
for Class A and Class B $ 236 % 1.7t $ 172 $ 087 $ 0.5C
Net income per weighted average share,
diluted, for Class A and Class B $ 23 % 172 $ 166 $ 0.8/ $ 0.4¢
Weighted average shares, basic, for Class A
and Class B 429,09: 426,65¢ 421,18t 409,80! 394,26¢
Weighted average shares, diluted, for Class
and Class B 433,41 433,97 431,75( 423,44¢ 399,77¢

December 31,

2013 2012 2011 2010 2009

Balance Sheet Data:

(Cli)ash, cash equivalents and short-term |nvestm§nts 617F S 4631 S 451 $ 332 § 2512
Working capital® 4,38¢ 3,16( 3,27¢ 2,50¢ 1,88¢
Total assets 12,32} 10,59¢ 8,681 6,797 5,067
Total unearned revenues 4,092 3,461 2,70¢ 1,86( 1,32¢
Long-term obligation&) 45(C 45(C 45(C 45(C 45(C
Stockholders’ equity 6,81¢ 5,74( 4,77( 3,80¢ 2,745
Cash Flow Data:

Net cash provided by operating activit $ 253t $ 1,897 $ 2,02¢ $ 1,17¢  $ 98¢

(1) In 2012, VMware acquired all of the outstampaapital stock of Nicira, Inc. (“Nicira”) for $10D million, net of cash acquired, consisting of08B
million in cash and $17 million for the fair valoé assumed equity attributed to pre-combinationises. See Note B to the consolidated financial
statements in Part I, Item 8 of this Annual Remort~orm 10-K for further information.

(2) On January 21, 2014, in connection with agreement to acquire A.W.S. Holding, LLC (“AirWatklolding”), the sole member and equity holder of
AirWatch LLC (“AirWatch”), we and EMC entered intonote exchange agreement providing for the issuahthregpromissory notes in the aggrec
principal amount of $1,500 . See Note R to the obdated financial statements in Part Il, Item 8§ Annual Report on Form 10-K for further
information.
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ITEM 7. MANAGEMENT’ S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

All dollar amounts expressed as numbers in this MO&xcept share and per share amounts) are ironmslliPeriod-over-period changes are calculated
based upon the respective underlying, non-roundéal d

Overview

We are the leader in virtualization infrastructacdutions utilized by organizations to help tramsfahe way they build, deliver and consume
information technology (“IT”) resources. We devekpd market our product and service offerings withree main product groups, and we also seek to
leverage synergies across these three product areas

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

We pioneered the development and application ed&fization technologies with x86 server-based aating, separating application software from the
underlying hardware. The benefits to our custormaiside lower IT costs and a more automated aritlergssystems infrastructure capable of responding
dynamically to variable business demands. Our bawatproven suite of virtualization technologies designed to establish secure and, reliable IT
environments and address a range of complex ITettg@s that include cost reduction, operationdfitiencies, access to cloud computing capacity,
business continuity and corporate end-user compuivice management. Our solutions enable orgamiato aggregate multiple servers, storage
infrastructure and networks together into shareagof capacity that can be allocated dynamicakgurely and reliably to applications as neededeOn
created, these internal computing infrastructuwesglouds,” can be dynamically extended by ourteoeers to the public cloud environment. When linked
this results in a “hybrid” computing cloud of highdvailable internal and external computing resesithat organizations can access on demand. Our
customers' deployments range in size from a swvigiealized server for small businesses to thousaridirtual machines for our Fortune 1000 entepri
customers.

We have articulated a vision for the software-dedidata center (“SDDC”), where increasingly infrasture is virtualized and delivered as a service,
enabling control of the data center to be entiaeijomated by software. The SDDC is designed tstoam the data center into an on-demand servide tha
addresses application requirements by abstragioaing, and automating the services that are reddirom the underlying hardware. SDDC promises to
dramatically simplify data center operations anddpocosts. The VMware vCloud Suite, which is owstfintegrated solution toward realizing the SDDC
vision and is based upon our VMware vSphere viizatibn platform, was initially introduced in la2©12. The VMware vCloud Suite addresses
virtualization of not only CPU and memory, but afmiworks and associated security services. Irtiaddthe vCloud Suite delivers a new approach to
management, leveraging policy-based automation. ¥MwCloud Suite is engineered for hybrid cloud poting so that it federates with other pools of
infrastructure.

We believe that our solutions enable organizattorrealize significant operational and cost efficies as they transition their underlying legacy IT
infrastructure. We work closely with more than 1)26chnology partners, including leading servecroprocessor, storage, networking, software and
security vendors. We have shared the economic gpptes surrounding virtualization with our pantady facilitating solution development through ope
application programming interface (“APIs”) formatisd protocols and providing access to our sourde end technology. The endorsement and support of
our partners further enhances the awareness, tiggugand adoption of our virtualization solutions.

We expect to grow our business by building longrteglationships with our customers, which includestinuing to sell our solutions through
enterprise license agreements (“ELAS”). ELAs amapehensive volume license offerings offered batbatly by us and through certain channel partners
that provide for multi-year maintenance and supgdnder a typical ELA, a portion of the revenueatisibuted to the license revenues and the rereaisd
primarily attributed to software maintenance revenun addition, the initial maintenance and supperiod is typically longer for ELAs compared toro
transactional business. We believe that ELAs fatdiour objective of building long-term relatioihwith our customers as they commit to our virtua
infrastructure solutions in their data centers. Elcdmprised 35%, 27% and 26% of our overall sal@913 , 2012 and 201 Xespectively, with the balar
primarily represented by our non-ELA, or transasdiidbusiness.

Pivotal Software, Inc. “ Pivotal”, previously known a$ GoPivotal, Inc.” )

During the year, we transferred certain assetdiabiities to Pivotal in exchange for an ownershiterest in Pivotal of approximately 28% as of
December 31, 2013 . In connection with this tratisagcwe transferred approximately 415 of our emgpls to Pivotal during 2013. We also entered into a
agreement with Pivotal pursuant to which we armgdas the selling agent of the products and seswige contributed to Pivotal in exchange for a
customary agency fee. We have also agreed to mreadous transition services to Pivotal, for whieh are reimbursed for our costs.
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Beginning with the second quarter of 2013, subithyall revenues and costs associated with oatrdmution to Pivotal have been eliminated from
consolidated statements of income. While the coution to Pivotal has had a negative impact orrewenue growth rate compared to 2012, our 2013
operating margin has been positively impacted dubé elimination of Pivotal related costs from oansolidated statements of income.

Results of Operations
Revenues

Our revenues in the years ended 2013 , 2012 ant\26de as follows:

For the Year Ended December 31, 2013 vs. 2012 2012 vs. 2011
2013 2012 2011 $ Change % Change $ Change % Change
Revenues:
License $ 227C % 2,087 $ 1,841 $ 18¢ 9% $ 24¢ 13%
Services:
Software maintenance 2,562 2,15: 1,64( 41C 1¢ 51: 31
Professional services 374 36% 28€ 9 2 8C 28
Total services 2,937 2,51¢ 1,92¢ 41¢ 17 592 31
Total revenues $ 5207 $ 460 $ 3,761 $ 602 132 $ 83¢ 22
Revenues:
United States $ 2,48t % 2,22¢ % 182¢ $ 25¢€ 11% $ 404 22%
International 2,72z 2,37¢ 1,94: 34E 15 434 22
Total revenues $ 5207 $ 4,608 $ 3,761 $ 60z 13 9 83¢ 29

License Revenues

License revenues in 2013 and 2012 were up 9% a¥d, ¥8spectively. Our revenue growth rate for hgghods was due to overall increased global
sales volumes in all major geographies, slightfgaifby the disposition of certain business linedan our realignment plan and the contributionitmfl.

During 2013, we expanded the sales of productsustech as our vCloud suite, that integrate advhnm@nagement and automation features with our
vSphere cloud infrastructure platform and whichmamarily sold through ELAs. Our growth in ELA wohe across all geographies contributed to our
overall increase in license revenues during 2018pesed to 2012. The growth in our ELA businesdse attributing, in part, to lower growth ratesowir
non-ELA or transactional business.

Our revenue growth rate was negatively impactethbycontribution to Pivotal and the dispositiorotifer net assets under our realignment plan.
License revenues related to Pivotal and all disjposi under our realignment plan were $18 in 2018%66 in 2012.

Services Revenues

In 2013 and 2012, software maintenance revenuesfibehfrom strong renewals, multi-year softwarentenance contracts sold in previous periods,
and additional maintenance contracts sold in cartjon with new software license sales. In each peesented, customers bought, on average, more than
24 months of support and maintenance with eachlisewse purchased, which we believe illustratescoigtomers’ commitment to VMware as a core
element of their data center architecture and bytidud strategy.

In 2013 and 2012, professional services revenuwgsased as growth in our license sales and indthiee led to additional demand for our profess
services.

Our revenue growth rate was negatively impactethbycontribution to Pivotal and the dispositiorotifer net assets under our realignment plan.
Service revenues related to Pivotal and all disjgmsi under our realignment plan were $37 in 2018 %143 in 2012.

Foreign Currency

We invoice and collect in the Euro, the British Rduthe Japanese Yen, the Australian Dollar and€d& Renminbi in their respective regions. As a
result, our total revenues are affected by chaimgti®e value of the U.S. Dollar against these awies. Foreign currencies did not have a materiphict
when comparing license revenues in 2013 and 201ft&torespective prior years.
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Unearned Revenues

Our unearned revenues as of December 31, 2013 ecehfiber 31, 2012 were as follows:

December 31,

2013 2012
Unearned license revenues $ 46 3 465
Unearned software maintenance revenues 3,30¢ 2,75¢
Unearned professional services revenues 328 243
Total unearned revenues $ 409: $ 3,461

Unearned license revenues are generally recogojzena delivery of existing or future products onsegs, or will be recognized ratably over the term
of the arrangement. Future products include, inesoases, emerging products that are offered asfjaroduct promotions where the purchaser of an
existing product is entitled to receive a promadiloproduct at no additional charge and to the exiezmotional products have not been delivered and
vendor-specific objective evidence (“VSOE”) of fa&lue cannot be established, the revenue forntieerder is deferred until such time as all pretd
delivery obligations have been fulfilled. Increagin unearned license revenue may also be recagjnizably, which is generally due to a right toaige
unspecified future products or a lack of VSOE af ¥alue on the software maintenance element oatrengement. The amount of total unearned license
revenues may vary over periods due to the typdeuad of promotions offered, the portion of licermmtracts sold with a ratable recognition elemant
when promotional products are delivered upon gémelability.

Unearned software maintenance revenues are adtbilleuio our maintenance contracts and are geneeaibgnized ratably, typically over terms from
one to five years with a weighted-average remaiteéngn at December 31, 2013 of approximately 2.0s/ddnearned professional services revenues result
primarily from prepaid professional services, imthg training, and are generally recognized as#meices are delivered.

Cost of License and Services Revenues, and Opeagdfirpenses
Cost of License Revenues

Our cost of license revenues principally consighefcost of fulfillment of our software, royaltpsts in connection with technology licensed froindth
party providers and amortization of intangible &ss@d capitalized software. The cost of fulfillmehour software includes IT development efforts,
personnel costs and related overhead associatedheiphysical and electronic delivery of our seafita/products.

For the Year Ended December 31, 2013 vs. 2012 2012 vs. 2011
2013 2012 2011 $ Change % Change $ Change % Change
Cost of license revenues $ 206 % 23t % 20t % (27) 11)% $ 29 14%
Stock-based compensation 2 2 2 — — — —
Total expenses $ 21 $ 231 $ 207 $ (27) (1) s 3C 14
% of Total revenues 4% 5% 6%

Cost of license revenues decreased in 2013 compa@all 2 primarily due to a decrease of $37 in aizetion of capitalized software and a decrea:
$11in IT development costs. These decreases eetially offset by an increase of $18 in intangiafaortization expense.

Cost of license revenues increased in 2012 compar2dll primarily due to an increase of $26 immgiible amortization expense. Additionally, cost
of license revenues increased due to increasdsdevelopment costs and royalty and licensing dosteechnology licensed from third-party providénat
is used in our products. The increases were pgrtéket by a decrease of $14 in amortizationagitalized software.
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Cost of Services Revenues

Our cost of services revenues primarily includedbsts of personnel and related overhead to ddkefmnical support for our products and to provide
our professional services.

For the Year Ended December 31, 2013 vs. 2012 2012 vs. 2011
2013 2012 2011 $ Change % Change $ Change % Change
Cost of services revenues $ 491 % 45¢  $ KIS 35 8% $ 65 17%
Stock-based compensation 29 28 23 1 4 5 21
Total expenses $ 52C $ 484  $ 418§ 3€ 7 $ 70 17
% of Total revenues 10% 11% 11%

Cost of services revenues increased in 2013 compar2012 primarily due to an increase of $39 ipkayee-related expenses and an increase of $27
in costs we incur to provide technical support. Sehimcreases were generally proportional to theeases in services revenues for the same comparable
period. Equipment and depreciation costs also ibwtéd to the increase in cost of services reverilies increases were partially offset by a decre&d$3z
of operating expenses related to Pivotal.

Cost of services revenues increased in 2012 compar2011 primarily due to an increase of $61 irpkayee-related expenses and travel and
entertainment expenses as well as an increaserah&bsts we incur to provide technical suppoibck-based compensation expense also contributed to
the increase in cost of services revenues. Thesedses were partially offset by a decrease ireMekbpment costs and the positive impact of foreign
exchange rate fluctuations.

Research and Development Expenses

Our research and development (“R&D”) expenses teline personnel and related overhead associatiedheiR&D of new product offerings and the
enhancement of our existing software offerings.

For the Year Ended December 31, 2013 vs. 2012 2012 vs. 2011
2013 2012 2011 $ Change % Change $ Change % Change
Research and development $ 858 % 78¢ % 601 $ 6€ 8% $ 18¢ 31%
Stock-based compensation 227 21C 174 17 8 36 21
Total expenses $ 108 $ 99¢  $ TE % 82 8 $ 224 29
% of Total revenues 21% 22% 21%

R&D expenses increased in 2013 compared to 2012apify due to growth in employee-related expen$eé86, which was primarily driven by
planned incremental growth in headcount. Additignalontractor costs, stock-based compensationresepand equipment and depreciation expenses also
increased by $48 during 2013 compared to the gear. The increases in expenses were partiallgiff a decrease of $59 of research and development
expenses related to Pivotal.

R&D expenses increased in 2012 compared to 201iapiy due to growth in employee-related expen$ekl 65, which were primarily driven by
planned incremental growth in headcount from hidng business acquisitions. A decrease of $74itadization of software expenses and an increése o
$36 in stock-based compensation expense furtherilcoted to the increase in R&D. Additionally, thesitive impact of foreign rate fluctuations pdiyia
offset the increases in 2012.
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Sales and Marketing Expenses

Our sales and marketing expenses include personetd, sales commissions and related overheadiagsbwith the sale and marketing of our license
and services offerings, as well as the cost of cbthunches. Sales commissions are generally @ame: expensed when a firm order is received fiwan t
customer and may be expensed in a period othelthiegmeriod in which the related revenue is reczaphi Sales and marketing expenses also includeet
impact from the expenses incurred and fees genkbgteertain marketing initiatives, including oumaial VMworld and VMworld Europe conferences.

For the Year Ended December 31, 2013 vs. 2012 2012 vs. 2011
2013 2012 2011 $ Change % Change $ Change % Change
Sales and marketing $ 1671 $ 1,49 % 1,23t $ 177 12% $ 25¢€ 21%
Stock-based compensation 144 15C 96 (7 (5) 54 57
Total expenses $ 181 $ 164t $ 133 § 17c¢ 10 8 311 23
% of Total revenues 35% 36% 35%

Sales and marketing expenses increased in 2013arethfp 2012 primarily due to growth in employetated expenses of $174, including, increme
growth in headcount and by higher commission expelug to increased sales volumes. To a lessertegtests incurred for marketing programs also
contributed to the increase of expense in 2013 pewed to prior year. The increases in expense8if vere partially offset by a decrease of $44atés
and marketing expenses related to Pivotal.

Sales and marketing expenses increased in 2012agethid 2011 primarily due to growth in employetated expenses of $214, including. increm
growth in headcount and by higher commission expeing to increased sales volumes, as well as exaise of $104 in stock-based compensation expense
and costs of marketing programs. The increase81@ %ere partially offset by the positive impact@d from fluctuations in foreign exchange rates.

General and Administrative Expenses

Our general and administrative expenses includsopeel and related overhead costs to support thelbbusiness. These expenses include the costs
associated with our finance, human resources,ffastructure and legal, as well as expenses retatedrporate costs and initiatives and facilittests.

For the Year Ended December 31, 2013 vs. 2012 2012 vs. 2011
2013 2012 2011 $ Change % Change $ Change % Change
General and administrative $ 36 % 32C % 261 % 43 14% $ 59 23%
Stock-based compensation 56 48 40 9 18 8 2C
Total expenses $ 41c $ 36 $ 301 $ 52 14 3 67 22
% of Total revenues 8% 8% 8%

General and administrative expenses increasedlid @dmpared to 2012 due to incremental growth adbeunt resulting in an increase of $19. The
increase in 2013 compared to the prior year wasdlg to an increase in charitable donations, shasled compensation expense and contractor expenses

General and administrative expenses increasedlia @0mpared to 2011 due to incremental growth adbeunt resulting in an increase of $24. The
increase in 2012 compared to the prior year wasdhle to an increase in charitable donations, esgip and depreciation expenses and contractor
expenses.

Realignment Charges

During January 2013, we approved and initiatedsin@ss realignment plan to streamline our operatiesulting in realignment charges incurred in
2013. As of the second quarter of 2013, the plas sudbstantially complete.

The plan included the elimination of approximatél positions and personnel across all major fanetigroups and geographies. The total cash and
non-cash charges for workforce reductions of $5#tasts primarily associated with asset impairmehg&l4 were recorded on the consolidated statesment
of income in 2013.

Although we expect that streamlining our operatiailshave a favorable impact on our business,aperating expenses are expected to continue to
increase as a result of the investments we arenmga&isupport our key strategic initiatives. Thesestments include our continued effort to addueses.
Total headcount had a net increase of approxim&t&lyduring 2013, which is net of the reductioreofployees that have or will transfer to Pivotalyed
as the impact of our realignment activities.

46




Table of Contents

Other Income (Expense), Net

Other income , net of $28 in 2013 changed by $28pzoed with other expense , net of $1 in 2012. Cakpense, net of $1 in 2012 changed by $48
compared with other income , net of $47 . The ckang 2013 compared with 2012 were primarily duprstax gains of $44 recognized in 2013, as a
result of disposing of certain business activitiader our business realignment plan. Partiallyetfiisg this gain was the recognition of an othemth
temporary impairment charge for a strategic invesiinin 2013. The changes in 2012 compared with 26r& primarily due to a $56 gain recognized on
the sale of our investment in Terremark Worldwide, in 2011.

Income Tax Provision

Our effective income tax rate was 11.6% , 16.5%&#88o for 2013 , 2012 and 2011 , respectively. thective rate in 2013 was lower than 2012
primarily due to the retroactively enacted extensibthe federal research credit through Decemlbe2@13 which was passed by the United States
Congress during January 2013, which decreasedffeatiee rate for 2013 by 7%. The effective taverat 2012 was higher than 2011 primarily due to the
federal research credit, which expired at the dr2Dt1 and was unavailable in 2012. The rate wes é¢gatively impacted by a greater proportion of
earnings in the U.S., which are taxed at a highter than our earnings in foreign jurisdictions.

Our rate of taxation in foreign jurisdictions isMer than the U.S. tax rate. Our international inedasnprimarily earned by our subsidiaries in Irelan
where the statutory tax rate is 12.5%. Recent dpwetnts in non-US tax jurisdictions and unfavorahlanges in non-US tax laws and regulations could
have an adverse effect on our effective tax radatifings are lower than anticipated in countripere the statutory tax rates are lower than théed&ral
tax rate. All income earned abroad, except for ijpresly taxed income for U.S. tax purposes, is agrsid indefinitely reinvested in our foreign openas
and no provision for U.S. taxes has been providigu nespect to such income.

We have been included in the EMC consolidated gfoup).S. federal income tax purposes, and exmecbhtinue to be included in such consolidated
group for periods in which EMC owns at least 80%hef total voting power and value of our outstagditock as calculated for U.S. federal income tax
purposes. The percentage of voting power and \aloeilated for U.S. federal income tax purposes diffigr from the percentage of outstanding shares
beneficially owned by EMC due to the greater votagver of our Class B common stock as comparedit&tass A common stock and other factors. Each
member of a consolidated group during any partadresolidated return year is jointly and severbdigle for tax on the consolidated return of suelryanc
for any subsequently determined deficiency ther&bmould EMC's ownership fall below 80% of the tataling power or value of our outstanding stock in
any period, then we would no longer be includethemEMC consolidated group for U.S. federal incaeepurposes, and thus we would no longer be li
in the event that any income tax liability was irred, but not discharged, by any other member@BMC consolidated group. Additionally, our U.S.
federal income tax would be reported separateiwy fitwat of the EMC consolidated group.

Although we file a consolidated federal tax retutith EMC, the income tax provision is calculatedmarily as though we were a separate taxpayer.
However, certain transactions that we and EMC arégs to, are assessed using consolidated taxneties. Our effective tax rate in the periodsspreed
is the result of the mix of income earned in vasitax jurisdictions that apply a broad range obime tax rates. The rate at which the provisiorirfoome
taxes is calculated differs from the U.S. fedetaigory income tax rate primarily due to differégat rates in foreign jurisdictions where incomeadsned
and considered to be indefinitely reinvested.

Our future effective tax rate may be affected bghsiactors as changes in tax laws, changes inuginéss, regulations, or rates, changing interfioe
of existing laws or regulations, the impact of againg for stock-based compensation, the impaetobunting for business combinations, changesitin ou
international organization, shifts in the amounimzome before tax earned in the U.S. as compaitidother regions in the world, and changes in aWer
levels of income before tax.

Our Relationship with EMC

As of December 31, 2013 , EMC owned 43,025,000eshaf Class A common stock and all 300,000,000eshafr Class B common stock, representing
79.7% of our total outstanding shares of commoaoksémd 97.2% of the combined voting power of oustanding common stock.

EMC Reseller Arrangement, Other Services and Notey&ble
We and EMC engaged in the following ongoing intempany transactions, which resulted in revenueseceipts and unearned revenues for us:
e Pursuant to an ongoing reseller arrangement BiIC, EMC bundles our products and services withvproducts and sells them to argkrs

* EMC purchases products and services from us fernat use
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* We recognize revenues for professional servicescbagon such contractual agreements with E

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

Information about our revenues and receipts andnmeel revenues from such arrangements with EM@héyears ended December 31, 2013, 2012
and 2011 consisted of the following:

Revenues and Receipts from EMC Unearned Revenues from EMC
For the Year Ended December 31, As of December 31,
2013 2012 2011 2013 2012

Reseller revenues $ 141 $ 141 $ 72 $ 18t $ 14¢
Professional services revenues 72 82 66 12 3
Internal-use revenues 32 9 3 2C 28
Collaborative technology project
receipts 7 7 2 n/e n/e

We and EMC engaged in the following ongoing intempany transactions, which resulted in costs to us:
« We and EMC have ongoing arrangements pursuant icthwie purchase products and services for intarsalfrom EMC

«  From time to time, we and EMC enter into agreet®¢o collaborate on technology projects, and aeBMC for services provided to us by EMC
related to such projects.

e In certain geographic regions where we do neelen established legal entity, we contract with@E8libsidiaries for support services and EMC
personnel who are managed by us. The costs incby&MC on our behalf related to these employeegassed on to us and we are charged a
mark-up intended to approximate costs that wouletieeen charged had we contracted for such semwitiesn unrelated third party. These costs
are included as expenses in our consolidated statisrof income and primarily include salaries, fignhdravel and rent. EMC also incurs certain
administrative costs on our behalf in the U.S. #ratrecorded as expenses in our consolidatedrsate of income.

* We incur interest expense on our note payable BMIC. See Note K and R to the consolidated finarstetements in Part Il, Item 8 of this Ann
Report on Form 10-K for further information.

Information about our costs from such arrangemeitts EMC for the years ended December 31, 2013 22hd 2011 consisted of the following:

For the Year Ended December 31,

2013 2012 2011
Purchases of products and services $ 56 $ 42 3 24
Collaborative technology project costs 13 n/e n/e
EMC subsidiary support and administrative costs 12¢ 10€ 83
Interest expense on note payable 4 5 4

In the fourth quarter of 2013, we and EMC modifeedexisting technology licensing arrangement. Ramsto the modified arrangement, we received
certain rights to developed technology for a lummgpayment of $26which was included in amounts due to relatedgmrhet on the consolidated bale
sheets as of December 31, 2013. The license afitdmly was accounted for as a transaction by estitnder common control. Accordingly, an intangible
asset of $2 was recognized and was derived byatilarthe value ascribed to the licensed technolizped upon the relative fair market values of the
technology to each party. The difference betweeratiset recorded and the consideration due waarnisimecognized as a reduction in capital from EMC
on the statement of stockholders' equity. In addito the license of the technology, we will pay EXbor support and for development collaborationeSé
amounts are included in collaborative technologyjgmt costs in the table above.

Certain Stock-Based Compensation

Effective September 1, 2012, Pat Gelsinger succeBdal Maritz as Chief Executive Officer of VMwaRior to joining VMware, Pat Gelsinger was
the President and Chief Operating Officer of EM@itmation Infrastructure Products. Paul Maritz réma board member of VMware and currently se
as Chief Executive Officer of Pivotal, a majorityxoed
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subsidiary of EMC in which we have an ownershigiiast. Both Paul Maritz and Pat Gelsinger retath@mtinue to vest in certain of their respective
equity awards that they held as of September 12.28tbck-based compensation related to Pat GelsngMC awards will be recognized on our
consolidated statements of income over the awaedsaining requisite service periods. Effective Sapiter 1, 2012, stock-based compensation related to
Paul Maritz's VMware awards will not be recognizsdVMware.

Joint Contribution of Assets with EMC to Pivotal

During 2013, we transferred certain assets anditiab to Pivotal. We contributed certain asséisluding intellectual property, to Pivotal, and/@tal
assumed substantially all liabilities, related éotain of our Cloud Application Platform productsdeservices, including VMware’s Cloud Foundry,
VMware vFabric (including Spring and GemFire) aretd3 organizations, except for certain tangibletasglated to Cloud Foundry. During §ear endes
December 31, 2013, we transferred approximateby\liware employees to Pivotal.

We received preferred equity interests in Pivotplat to approximately 31% of Pivotal's outstandatgires in exchange for our contributions.
Additionally, we and Pivotal entered into an agreatrpursuant to which we will act as the sellingratidor the products and services we contributed to
Pivotal in exchange for a customary agency fe¢hényear ended December 31, 2013 , we recognizetues of $5 from our contractual arrangement with
Pivotal. We also agreed to provide various tramsitiervices to Pivotal. Pursuant to the supporergent, costs incurred by us to support Pivotaices
are reimbursed to us by Pivotal. During the yealeerDecember 31, 2013, we provided transitioniseswof $12 that are reimbursable by Pivotal and
which were recorded as a reduction to the costmewered. Additionally, we purchased products aaises for internal use from Pivotal for $7 in trear
ended December 31, 2013 . As of December 31, 26Bqwnership interest in Pivotal is 28% as altaxfuinvestments made by a third-party strategic
investor.

The book value of all contributed assets and tifglities assumed by Pivotal, with the exceptiointdngible assets and goodwill, was based on the
book values of those assets and liabilities spetfthose particular products and services. Rangible assets and goodwill, the book value cbated
was based on the relative fair value of the contedl assets applicable to Pivotal.

Due To/From Related Parties, N

As a result of the related-party transactions \EkihC and Pivotal described above, amounts due tdrandrelated parties, net as of December 31,
2013 and 2012 consisted of the following:

As of December 31,

2013 2012
Due to EMC $ 92) $ (44)
Due from EMC 93 112
Due to Pivotal (22 n/e
Due from Pivotal 3 n/e
Due from (to) related parties, net $ 18 $ 68
Income tax payable due to EMC $ 22 $ (32

Balances due to or from related parties, whicluarelated to tax obligations, are generally seftiechsh within 60 days of each quarter-end. The
timing of the tax payments due to and from EMCaseagned by the tax sharing agreement with EMC.\B#te L to the consolidated financial statements in
Part Il, Item 8 of this Annual Report on Form 1(éf further information.

By nature of EMC’s majority ownership of us, theamts we recorded for our intercompany transactiatts EMC may not be considered arm’s
length with an unrelated third party. Thereforefihancial statements included herein may not resudyg reflect our results of operations, finangiakition
and cash flows had we engaged in such transaatitingn unrelated third party during all periodsgented. Accordingly, our historical results shawdt
be relied upon as an indicator of our future penfance as a stand-alone company.

On January 21, 2014 , in connection with our agesrto acquire AirWatch Holding, the sole membat aquity holder of Airwatch, we and EMC
entered into a note exchange agreement providingpéoissuance of three promissory notes in theeagge principal amount of $1,500 . See Note Ré¢o t
consolidated financial statements in Part Il, [#wf this Annual Report on Form 10-K for furthefdmation.
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Liquidity and Capital Resources

At December 31, 2013 and 2012 , we held cash, @eagivalents and short-term investments as follows:

December 31,

2013 2012
Cash and cash equivalents $ 2,308 % 1,60¢
Short-term investments 3,87( 3,022
Total cash, cash equivalents and short-term inversisn $ 6,17t $ 4,631

As of December 31, 2013, we held a diversifiedfpbo of money market funds and fixed income sé@s totaling $5,692 . Our fixed income
securities are denominated in U.S. Dollars andistets of highly liquid debt instruments of the UgBvernment and its agencies, U.S. municipal
obligations, and U.S. and foreign corporate debustes. We limit the amount of our domestic antéinational investments with any single issuer amg
single financial institution, and also monitor ttigersity of the portfolio, thereby diversifyingetetredit risk. As of December 31, 2013, our totadh, cash
equivalents and short-term investments were $6,b7%vhich $4,146vas held outside the U.S. If these overseas furas needed for our operations in
U.S., we would be required to accrue and pay &g on related undistributed earnings to repatti@se funds. However, our intent is to indeflpite
reinvest our non-U.S. earnings in our foreign opena and our current plans do not demonstratesd terepatriate them to fund our U.S. operations.

We expect that cash generated by operations wilisee as our primary source of liquidity. We alstidve that existing cash and cash equivalents,
together with any cash generated from operatiofidwisufficient to meet normal operating requiretsefor at least the next twelve months. While we
believe our existing cash and cash equivalentscash to be generated by operations will be sufftdie meet our normal operating requirements, our
overall level of cash needs may be impacted byitmaber and size of acquisitions and investmentsamsummate and the amount of stock we buy back in
2013. On January 21, 2014 , in connection withagreement to acquire A.W.S. Holding, LLC (“AirWatklolding”), the sole member and equity holde
AirWatch LLC (“AirWatch”), we and EMC entered intonote exchange agreement providing for the issuahthree promissory notes in the aggregate
principal amount of $1,500 . Please see belowddhér details regarding these promissory notesulBhwe require additional liquidity, we may seek t
arrange debt financing or enter into credit faeiit

Our cash flows for years ended 2013 , 2012 and 2@t# as follows:

For the Year Ended December 31,

2013 2012 2011
Net cash provided by (used in):
Operating activities $ 253t $ 1,897 $ 2,02¢
Investing activities (1,472 (2,039 (1,617
Financing activities (367) (209 (89)
Net increase (decrease) in cash and cash equisalent $ 69¢ $ (347 $ 327

Operating Activities

Cash provided by operating activities increase®&88 in 2013 from 2012 primarily as a result ofreased profitability. The net effect of non-cash
items was an increase of $197 primarily due to mm&s associated with excess tax benefits fronkdiased compensation and deferred taxes, net.

Cash provided by operating activities decrease§ili8 in 2012 from 2011 . The decrease was primdrilsen by the timing of tax payments we
received from EMC under the tax sharing agreentémder the tax sharing agreement, EMC is obligadguhy us an amount equal to the tax benefit
generated by us and we are obligated to pay EM&rasunt equal to the tax expense generated by UEM@ may recognize in a given year on its
consolidated tax return. In 2012, we received $&tfEMC under the tax sharing agreement, but il 204 benefited from the net receipt of $302, which
included amounts primarily related to refunds reedifor both the 2011 and 2010 tax years.

Investing Activities

Cash used in investing activities is generallyilaitable to the purchase of fixed income securitiesiness acquisitions, and capital expendit@ash
provided by investing activities is also impactgathe timing of purchases, sales and maturitiesuofavailable-for-sale securities.
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Cash used for business acquisitions during 20128atd compared to 2012, was significantly loweaassult of our acquisition of Nicira, Inc., which
occurred in 2012.

Net cash used in investing activities during 20d&pared to 2011 was also impacted by a reducticapitalized software development costs and
purchase of leasehold interest.

Financing Activities

Net cash used in financing activities during 20i&eased compared to 2012 primarily as a restheoflecrease in excess tax benefits from shades
compensation and a decrease in proceeds from swicommon stock. During 2013 , excess tax bereéim stock-based compensation were $70
compared to $138 during 2012 .

Net cash used in financing activities during 20Ikd ancreased compared to 2011 , which is alsoaiynattributable to the decrease in excess tax
benefits from stock-based compensation and a deziagroceeds from issuance of common stock. D@12 , excess tax benefits from stock-based
compensation were $138 compared to $224 during 2011

Notes Payable to EM(
As of December 31, 2013, $450 remained outstarmling note payable to EMC, with interest payablertguly in arrears.

On January 21, 2014 , in connection with our agesrto acquire AirWatch Holding, the sole membat aquity holder of Airwatch, we and EMC
entered into a note exchange agreement providingpéoissuance of three promissory notes in theeagge principal amount of $1,500 . Of such amount,
$450 is the exchange of our promissory note issu&MC in April 2007, as amended and restated oe X, 2011, and the remaining $1,050 represents
new loan proceeds from EMC.

The three notes issued have the following princgmabunts and maturity dates: $680 due May 1, 28550 due May 1, 2020 and $270 due December
1, 2022 .

The notes bear interest at the annual rate of 1.715%rest is payable quarterly in arrears. THesimay be repaid without penalty or premium. We
drew down on all three notes in late January 2014.

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

We enter into agreements in the ordinary courdmisiness with, among others, customers, distributesellers, system vendors and systems
integrators. Most of these agreements require uslemnify the other party against third-party elaialleging that one of our products infringes or
misappropriates a patent, copyright, trademarkietisecret or other intellectual property right.t@ierof these agreements require us to indemnéyother
party against certain claims relating to propedyndge, personal injury, or the acts or omissionssgnd our employees, agents or representatives.

We have agreements with certain vendors, finaisiitutions, lessors and service providers purst@awhich we have agreed to indemnify the other
party for specified matters, such as acts and aonisdy us and our employees, agents, or reprasersta

We have procurement or license agreements witlect$p technology that we have obtained the rightse in our products and agreements. Under
some of these agreements, we have agreed to infyettmmisupplier for certain claims that may be lgtoiuagainst such party with respect to our acts or
omissions relating to the supplied products ortetlgies.

We have agreed to indemnify our directors and etkexofficers, to the extent legally permissiblgamst all liabilities reasonably incurred in
connection with any action in which such individuay be involved by reason of such individual beingaving been a director or officer. Ourllayvs ant
charter also provide for indemnification of oureditors and officers to the extent legally permissiagainst all liabilities reasonably incurreccomnection
with any action in which such individual may beahxed by reason of such individual being or haviegn a director or executive officer. We also
indemnify certain employees who provide servicéenwispect to employee benefits plans, includingrieenbers of the Administrative Committee of the
VMware 401(k) Plan, and employees who serve astdire or officers of our subsidiaries.

In connection with certain acquisitions, we haveead to indemnify the former directors and officef$he acquired company in accordance with the
acquired company’s by-laws and charter in effech@diately prior to the acquisition or in accordangth indemnification or similar agreements entered
into by the acquired company and such personsy@iedlly purchase a “tail” directors’ and officeiig'surance policy, which should enable us to recave
portion of any future indemnification obligatioredated to the former officers and directors of eaguared company.

We are unable to determine the maximum potentiaienhunder these indemnification agreements doatdimited history with prior indemnificatio
claims and the unique facts and circumstanceswedah each particular agreement. Historically teoslated to these indemnification provisions haoe
been significant.
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Contractual Obligations

We have various contractual obligations impactinglmuidity. The following represents our contnaak obligations as of December 31, 2013:

Payments Due by Period

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

Note payable to EM®& $ 45C $ — % 45C $ — 3 —
Operating leased 78¢ 58 96 68 564
Other agreementd 87 36 26 11 14
Sub-Total 1,32 94 572 79 57¢
Uncertain tax positiond 17€

Total $ 1,49¢

(1) See “Liquidity and Capital Resources” for aaission of the $1,500 note agreement we entetedvith EMC on January 21, 2014, in connection with
our agreement to acquire AirWatch Holding, the somber and equity holder of AirWatch.

(2) Our operating leases are primarily for facility spand land around the wol
(3) Consisting of various contractual agreements, whiiclude commitments on the lease for our Washimgtata center facilit

(4) As of December 31, 2013, we had $176 of nameai net unrecognized tax benefits. The timinfutdre payments relating to these obligations are
highly uncertain. Given this uncertainty, unrecagui tax benefits as of December 31, 2013 couleteced by approximately $4 in the next 12
months.

Critical Accounting Policies

Our consolidated financial statements are based tigselection and application of accounting ppies generally accepted in the United States of
America that require us to make estimates and g#tsums about future events that affect the amoregerted in our financial statements and the
accompanying notes. Future events and their eféeetsot be determined with certainty. Therefore,datermination of estimates requires the exedfise
judgment. Actual results could differ from thoséiraates, and any such differences may be materialit financial statements. We believe that thecati
accounting policies set forth below may involveighler degree of judgment and complexity in theplaation than our other significant accounting
policies and represent the critical accountinggiedi used in the preparation of our financial steets. If different assumptions or conditions were
prevail, the results could be materially differéaim our reported results. Our significant accaumfpolicies are presented within Note A, “Overvignd
Basis of Presentation,” to our consolidated finahsiatements appearing in this Annual Report amF-K.

Revenue Recognitio

We derive most of our revenues from licensing afiveare under perpetual licenses, related softwamtenance, and from training, technical support
and consulting services. Revenue is recognized \whesuasive evidence of an arrangement existsetiglhas occurred, the sales price is fixed or
determinable, and collectibility is probable. Detéring whether and when some of these criteria heen satisfied often involves assumptions and
judgments that can have a significant impact ortitheng and amount of revenue recogniz

We enter into software-related multiple-elemenerae arrangements in which a customer may purehesmbination of software, maintenance and
support, training, and consulting services. If adorct or service included in a software-relatedtiplg-element arrangement has not been deliveratiisa
not considered essential to the functionality ef dielivered products or services, we must deterthiedair value of each undelivered product andéswice
using vendor-specific objective evidence (“WSOB/BOE is used to allocate a portion of the pricthtoundelivered products and/or services and the
residual method is used to allocate the remainortign to the delivered products and services. ADMSOE, revenue is deferred until the earliethef t
point at which VSOE of fair value exists for anydefivered products or services, or until all eletsenf the arrangement have been delivered. Howéver,
the only undelivered element is maintenance andatithe entire arrangement fee is recognizedhataver the performance period. Changes in
assumptions or judgments or changes to the elerreatsoftware arrangement could cause a matedetése or decrease in the amount of revenue that w
report in a particular period.
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VSOE of fair value for an undelivered element isgpally based on historical stand-alone salesitd garties. In determining VSOE of fair value, we
require that the selling prices for a product eviee fall within a reasonable pricing range. Wedastablished VSOE for our software maintenance an
support services, consulting services and training.

In the event we publicly announce specific featureiinctionalities, entitlements or the releasmhar of an upgrade that has not been made available
and customers will receive that upgrade as patafrrent software maintenance contract, a spdaifigrade is deemed created. As a result of thafigue
upgrade, revenues are deferred on purchases ntadéhafannouncement date until delivery of theragg for those purchases that include the current
version of the product subject to the announcement.

Multiple-element arrangements may be bundled witbramitment to deliver a product that has not yetrbmade available. Revenue specific to these
arrangements is deferred until all product obligradihave been fulfilled.

We also offer rebates to certain channel partignigh are recognized as a reduction of revenuleeatime of the underlying product sale. When ret
are based on the set percentage of actual salescagnize the costs of the rebates as a redunticevenue when the underlying revenue is recoghize
cases where rebates are earned if a cumulativedésales is achieved, we recognize the costeféates as a reduction of revenue proportiofadlgact
sale that is required to achieve the target. Thimated reserves for channel rebates and salestines are based on channel partners’ actual pedoce
against the terms and conditions of the prograimsgoiical trends and the value of the rebates. ddweiracy of these reserves for these rebates gl sa
incentives depends on our ability to estimate tliteses and could have a significant impact on iming and amount of revenue we report.

With limited exceptions, our return policy does atbow product returns for a refund. We estimatefe product returns at the time of sale. Our
estimate is based on historical return rates am@dtieuracy of these reserves depends on our abikistimate sales returns among other criteriaelfvere
to change any of these assumptions or judgmerntsuyit cause a material increase or decrease @ntioeint of revenue that we report in a particuéaiqal.
Returns have not been material to date.

Professional services include design, implememiaiad training. Professional services are not demed essential to the functionality of our product
because services do not alter the product capabitind may be performed by customers or otheraren&rofessional services engagements may be
performed for a fixed fee, for which we are ablertake reasonably dependable estimates of progressd completion, and revenue is recognized on a
proportional performance basis. Revenue for prafas$ services engagements billed on a time anéniadg basis are recognized as the hours are egturr
Revenues on all other professional services engagisnare recognized upon completion.

Accounting for Income Taxe!

We have been included in the EMC consolidated gfoup).S. federal income tax purposes, and exmecbhtinue to be included in such consolidated
group for periods in which EMC owns at least 80%hef total voting power and value of our outstagditock as calculated for U.S. federal income tax
purposes. The percentage of voting power and \aloeilated for U.S. federal income tax purposes diffigr from the percentage of outstanding shares
beneficially owned by EMC due to the greater vofagver of our Class B common stock as comparedit&tass A common stock and other factors. Each
member of a consolidated group during any partadresolidated return year is jointly and severhdigle for tax on the consolidated return of suelaryanc
for any subsequently determined deficiency therétmwever, our income tax expense and the relateahie tax balance sheet accounts are derived
primarily assuming we filed a separate tax rettfowever, certain transactions that we and EMC artgs to, are assessed using consolidated taxretu
rules. The difference between the income taxestpayhat is calculated on a separate tax returis lasl the amount actually paid to EMC pursuarmiio
tax sharing agreement with EMC is presented asrgpoaent of additional paid-in capital. Our assuomgi judgments and estimates used to calculate our
income tax expense considers current tax lawsinoenpretation of current tax laws and possibleontes of current and future audits conducted bgidor
and domestic tax authorities.

We have established reserves for income taxestiessl potential exposures involving tax positidrag tould be challenged by federal, state and
foreign tax authorities, which may result in propdsissessments. As part of the EMC consolidataghgend separately we are subject to the periodic
examination of our income tax returns by the IndéRevenue Service and other domestic and foreigadthorities. The assumptions and judgments we
have used in estimating our tax liabilities aresoeeble, however, changes in tax laws or our irééagion of tax laws and the resolution of the entrand
any future tax audits could significantly impact tamounts provided for income taxes in our conatdid financial statements.

We are subject to tax in the U.S., and in multfpleign tax jurisdictions. Our U.S. liquidity needre currently satisfied using cash flows generated
from our U.S. operations, borrowings, or both. i autilize a variety of tax planning strategieameffort to ensure that our worldwide cash idlaite in
locations in which it is needed. Currently, we @ provide U.S. income taxes on undistributed emsiof our foreign subsidiaries. Our undistributed
foreign earnings are considered
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permanently reinvested outside the U.S. While weatanticipate changing our intention regardingr@nently reinvested earnings, if certain foreign
earnings previously treated as permanently reiedeste repatriated, the related U.S. tax liabitigy be reduced by any foreign income taxes paithese
earnings.

The value of our deferred tax assets reflect otimases of the amount and category of future tax@a@ome, such as income from operations, capital
gains income and also consider other key factatsrtiight restrict our ability to realize the desfitax assets. Actual operating results and theriyiag
amount and category of income in future years coemidier our current assumptions, judgments anchatgs of recoverable net deferred taxes inaccurate.

We calculate our current and deferred tax providiased on estimates and assumptions that couéd diffnificantly from the actual results reflected
income tax returns filed during the subsequent.y&djustments based on filed returns are generatiprded in the period when the tax returns aeel fil

ITEM7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Foreign Exchange Risk

We operate in foreign countries, which expose usddket risk associated with foreign currency exgfearate fluctuations between the U.S. Dollar and
various foreign currencies, the most significantvbfch is the Euro.

International revenues as a percentage of totalhuess were 52.3% , 51.6% and 51.6% in 204312 and 2011 , respectively. We invoice and
collect in the Euro, the British Pound, the Japar¥éasn, the Australian Dollar and the Chinese Rebimimtheir respective regions. Additionally, a fion
of our operating expenses, primarily the cost efpenel to deliver technical support on our proslaetd professional services, sales and sales sugppbr
research and development, are denominated in foreigencies, primarily those currencies in whidalso invoice and collect. Revenues resulting from
selling in local currencies and costs incurredial currencies are exposed to foreign exchangdltettuations which can affect our operating ineors
exchange rates vary, operating margins may difigenally from expectations. We calculate the fgneturrency impact on our revenues and operating
expenses as the difference between amounts trahsiaturrent exchange rates and the same amoamdtated at prior-period exchange rates.

To manage the risk associated with fluctuatiorfeimign currency exchange rates, we utilize derreafinancial instruments, principally foreign
currency forward contracts, as described below.

Cash Flow Hedging ActivitiesTo mitigate our exposure to foreign currency fliations resulting from operating expenses denomdhiat certain
foreign currencies, we entered into foreign curyeiocward contracts starting in the fourth quade2011. We typically enter into cash flow hedgess
annually with maturities of six months or less.@#sDecember 31, 2013 and 2012, we had foreigrency forward contracts to purchase approximately
$82 million and $9 million , respectively, in égn currency. The fair value of these forward cacts was immaterial as of December 31, 2013 and
2012 .

Balance Sheet Hedging Activitie#/e enter into foreign currency forward contractbédge a portion of our net outstanding monetasgtasand
liabilities against movements in certain foreigmeleange rates. Our foreign currency forward congrape traded on a monthly basis with a typical
contractual term of one month. As of December2®13 and 2012 , we had outstanding forward cotgraith a total notional value of $498 milliomcda
$440 million , respectively. The fair value of thdsrward contracts was immaterial as of Decer8tie£013 and 2012 .

Sensitivity AnalysisThere can be no assurance that our hedging &siviill adequately protect us against the risk®eisited with foreign currency
fluctuations. A hypothetical adverse foreign cuogexchange rate movement of 10% would have rabuita potential loss of $53 million in fair valwf
our foreign currency forward contracts used in kbthcash flow hedging and balance sheet hedgingtes as of December 31, 2013 . This sensitivit
analysis disregards any potentially offsetting ghat may be associated with the underlying for@grrency denominated assets and liabilities theat w
hedge.

This analysis also assumes a parallel adverseddhift foreign currency exchange rates againstit& Dollar; however, foreign currency exchange
rates do not always move in such a manner andlaetudts may differ materially. We do not enteoigpeculative foreign exchange contracts for trgdi
purposes. See Note G to the consolidated finastagments in Part I, Item 8 of this Annual Remort~orm 10-K for further information.

Interest Rate Risk
Fixed Income Securities
Our fixed income investment portfolio is denomirthie U.S. Dollars and consists of various holdirntgpes, and maturities.

Our primary objective for holding fixed income saties is to achieve an appropriate investmentrretonsistent with preserving principal and
managing risk. At any time, a sharp rise in interates or credit spreads could have a materiaradvmpact on the fair value of our fixed income
investment portfolio. Hypothetical changes in ietrates of 50 basis
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points and 100 basis points would have changeththealue of our fixed income investment portfolie of December 31, 2013 by $28 million and $57
million , respectively. This sensitivity analysissames a parallel shift of all interest rates; hawginterest rates do not always move in such mner@and
actual results may differ materially. We monitor auterest rate and credit risk, including our éredposures to specific rating categories anadividual
issuers. These instruments are not leveraged amtbwet enter into speculative securities for mgdiurposes. See Notes E and F to the consolidated
financial statements in Part II, Item 8 of this AlmhReport on Form 10-K for further information.

Note Payable to EM(

As of December 31, 2013, $450 million was outsiag@dn our consolidated balance sheet for the payable to EMC. The interest rate on the note
payable was 0.80% as of December 31, 2013 , 0.%186 Becember 31, 2012 and 0.92% as of Decembe(31, . In 2013, 2012 and 2011 , $4 million,
$5 million and $4 million , respectively, of inteteexpense was recorded related to the note payable

The note may be repaid, without penalty, at angtim the second quarter of 2011, we and EMC anttadd restated the note to extend the maturity
date of the note to April 16, 2015 and to modify firincipal amount of the note to reflect the anding balance of $450 million . The amended agez¢m
continues to bear an interest rate of the 90 -dB¥R plus 55 basis points, with interest payablartgrly in arrears. The interest rate on the nesets
quarterly and is determined on the two business gaypr to the first day of each fiscal quarterthié interest rate on the note payable were togghd00
basis points from the December 31, 2013 rate, agdmaing no additional repayments on the princigalwnade, our annual interest expense would change
by $5 million.

On January 21, 2014 , in connection with our ageserto acquire AirWatch Holding, the sole membat aquity holder of Airwatch, we and EMC
entered into a note exchange agreement providingpéoissuance of three promissory notes in theeagge principal amount of $1,500 . See Note Réo t
consolidated financial statements in Part Il, [#wof this Annual Report on Form 10-K for furthefdmation.
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Note: All other financial statement schedules amitted because they are not applicable or the reduimformation is included in the consolidated

financial statements or notes thereto.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Stockholders and Board of Directors of VMeaydnc.:

In our opinion, the consolidated financial statetadisted in the accompanying index present fairlygll material respects, the financial positidn o
VMware, Inc. and its subsidiaries at December 81,32and 2012, and the results of their operatiodstiaeir cash flows for each of the three yeathén
period ended December 31, 2013 in conformity witboainting principles generally accepted in the &thibtates of America. In addition, in our opinitire
financial statement schedule listed in the accoryipgrindex presents fairly, in all material respgg¢he information set forth therein when read in
conjunction with the related consolidated finanstatements. Also in our opinion, the Company neéiretd, in all material respects, effective internal
control over financial reporting as of December&113, based on criteria establishedhiternal Control - Integrated Framework (1998sued by the
Committee of Sponsoring Organizations of the Tread@ommission (COSO). The Company's managemeesfonsible for these financial statements
and financial statement schedule, for maintainiifigcéive internal control over financial reportiagd for its assessment of the effectiveness ofriate
control over financial reporting, included in Maeagent's Report on Internal Control over Financigg®tting appearing under ltem 9A. Our responsybilit
is to express opinions on these financial statespemt the financial statement schedule, and o€tmpany's internal control over financial reportrased
on our integrated audits. We conducted our audigetordance with the standards of the Public Compacounting Oversight Board (United States).
Those standards require that we plan and perfoemaidits to obtain reasonable assurance about @rttethfinancial statements are free of material
misstatement and whether effective internal corvelr financial reporting was maintained in all er&l respects. Our audits of the financial statetsie
included examining, on a test basis, evidence stipgache amounts and disclosures in the finargtatiements, assessing the accounting principlesars
significant estimates made by management, and a&tuaduthe overall financial statement presentatiom: audit of internal control over financial repog
included obtaining an understanding of internaltamrover financial reporting, assessing the risktta material weakness exists, and testing arldatirey
the design and operating effectiveness of intezoatrol based on the assessed risk. Our auditsralkmled performing such other procedures as we
considered necessary in the circumstances. Wevbdliat our audits provide a reasonable basisuoppinions.

A company's internal control over financial repogtis a process designed to provide reasonablesaesuregarding the reliability of financial repog
and the preparation of financial statements foemmel purposes in accordance with generally acdegateounting principles. A company's internal cointr
over financial reporting includes those policied @nocedures that (i) pertain to the maintenanaeadrds that, in reasonable detail, accuratelyfainiy
reflect the transactions and dispositions of tleetssof the company; (i) provide reasonable asserthat transactions are recorded as necesspeyrtot
preparation of financial statements in accordanitie generally accepted accounting principles, dnad teceipts and expenditures of the company ang be
made only in accordance with authorizations of ngenzent and directors of the company; and (iii) feveasonable assurance regarding prevention or
timely detection of unauthorized acquisition, usedisposition of the company's assets that coale fa material effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or démisstatements. Also, projections of any evatumati
of effectiveness to future periods are subjechéorisk that controls may become inadequate beaHud®nges in conditions, or that the degree of
compliance with the policies or procedures may ritmtate.

/sl PricewaterhouseCoopers LLP

San Jose, California
February 25, 2014
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VMware, Inc.
CONSOLIDATED STATEMENTS OF INCOME
(amounts in millions, except per share amounts, anshares in thousands)

For the Year Ended December 31,

2013 2012 2011
Revenues:
License $ 2270 $ 2081 $ 1,841
Services 2,93 2,51¢ 1,92¢
Total revenues 5,201 4,60t 3,76
Operating expenses (1):
Cost of license revenues 21C 237 207
Cost of services revenues 52( 484 41E
Research and development 1,08: 99¢ 77E
Sales and marketing 1,81¢ 1,64t 1,33¢
General and administrative 41¢ 36¢€ 301
Realignment charges 68 — —
Operating income 1,09: 872 73t
Investment income 3C 27 16
Interest expense with EMC 4) (5) 4)
Other income (expense), net 28 (1) 47
Income before income taxes 1,145 89:¢ 794
Income tax provision 13:¢ 147 70
Net income $ 1,012 $ 746 $ 724
Net income per weighted-average share, basic fissCA and Class B $ 236 % 1.7t $ 1.72
Net income per weighted-average share, dilute€fass A and Class B $ 23, $ 172 $ 1.6¢
Weighted-average shares, basic for Class A angd®las 429,09: 426,65¢ 421,18t
Weighted-average shares, diluted for Class A aad<OB 433,41! 433,97 431,75(
(1) Includes stock-based compensation as follows:
Cost of license revenues $ 2 3 2 3 2
Cost of services revenues 2¢ 28 23
Research and development 227 21C 174
Sales and marketing 144 15C 96
General and administrative 5€ 48 4C
Realignment charges 6 — —

The accompanying notes are an integral part of¢insolidated financial statements.
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VMware, Inc.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in millions)
For the Year Ended December 31,
2013 2012 2011
Net income $ 1,012 $ 74€ % 724
Other comprehensive income (loss):
Changes in market value of available-for-sale stegar
Unrealized gains, net of taxes of $0, $3, and $1 — 5 2
Reclassification of (gains) realized during theiqernet of taxes of
$(1), $0, and $(12) 2 — (20)
Total other comprehensive income (loss) 2 5 (18)
Total comprehensive income, net of taxes $ 101z $ 751 $ 70¢€

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

December 31,

2013 2012
ASSETS
Current assets:
Cash and cash equivalents $ 2,308 % 1,60¢
Short-term investments 3,87( 3,022
Accounts receivable, net of allowance for doub#fttounts of $2 and $4 1,22( 1,151
Due from related parties, net — 68
Deferred tax assets 19C 17¢
Other current assets 96 91
Total current assets 7,681 6,12(
Property and equipment, net 84t 66E
Other assets, net 107 12¢
Deferred tax assets 60 10:<
Intangible assets, net 607 732
Goodwill 3,027 2,84¢
Total assets $ 12,327 $ 10,59¢
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 10¢ ¢ 90
Accrued expenses and other 60¢ 644
Due to related parties, net 18 —
Unearned revenues 2,55¢ 2,19¢
Total current liabilities 3,29: 2,93(
Note payable to EMC 45C 45C
Unearned revenues 1,53« 1,26¢
Other liabilities 234 211
Total liabilities 5,511 4,85¢
Commitments and contingencies (see Note M)
Stockholders’ equity:
Class A common stock, par value $.01; authorizé@@®000 shares; issued and outstanding 130,349 an
128,688 shares 1 1
Class B convertible common stock, par value $.0thaized 1,000,000 shares; issued and outstanding
300,000 shares 3 3
Additional paid-in capital 3,49¢ 3,43:
Accumulated other comprehensive income 4 6
Retained earnings 3,31- 2,29¢
Total stockholders’ equity 6,81¢ 5,74(
Total liabilities and stockholders’ equity $ 12,327  $ 10,59¢

The accompanying notes are an integral part of¢insolidated financial statements.
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Operating activities:
Net income

Adjustments to reconcile net income to net caskigeal by operating

activities:
Depreciation and amortization
Stock-based compensation

Excess tax benefits from stock-based compensation

Deferred income taxes, net
Non-cash realignment charges
Gain on sale of Terremark investment

Gain on disposition of certain lines of business atfeér, net

Other
Changes in assets and liabilities, net of acquarsiti

Accounts receivable

Other assets

Due to/from related parties, net

Accounts payable

Accrued expenses

Income taxes receivable from EMC

Income taxes payable

Unearned revenues
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
Proceeds from disposition of certain lines of bass
Sale of strategic investments
Business acquisitions, net of cash acquired
Transfer of net assets under common control
Other investing
Net cash used in investing activities
Financing activities:
Proceeds from issuance of common stock
Repurchase of common stock

Excess tax benefits from stock-based compensation

Shares repurchased for tax withholdings on vesifrigstricted stock

Net cash used in financing activities

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

Cash and cash equivalents at end of the period
Supplemental disclosures of cash flow information:
Cash paid for interest

Cash paid (refunded) for taxes, net

Non-cash items:

VMware, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)
For the Year Ended December 31,
2013 2012 2011

$ 1,012 % 74€ % 724
337 35¢ 31€
454 42€ 33t
(70 (13¢) (224)
56 (74) (20
15 — —
— — (56)
(31 — —
7 2 21
(73 (26%) (263
(59 (112 (76)
60 6 (18)
30 24 (16)
1 22 11F
17 19 26¢
19 13¢ 79
75€ 751 84C
2,63t 1,891 2,02¢
(34%) (234 (230
— — (157
— — (74)
(3,18)) (3,189 (2,66¢)
1,59¢ 1,88( 81€
717 90z 974
37 — —
— — 79
(28¢9) (1,349 (304)
= = (22)
(10 (50) (31
(1,472 (2,038 (1,619
197 252 33¢
(50¢) (467) (52€)
70 13¢ 224
(12¢€) (133) (124)
(367) (20¢) (88)
69€ (347) 327
1,60¢ 1,95¢ 1,62¢
$ 2,30t % 1,60¢ $ 1,95¢€
$ 6 $ 7 9 6
35 56 (269)
$ (16) $ 37 % 12

Changes in capital additions, accrued but not paid

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

Balance, January 1, 2011 117 $ 1 30C 3 3 2,95¢  $ 82 $ 1 $ 3,807

Proceeds from issuance of common stock 11 _ _ _ 33¢ _ _ 33¢

Repurchase and retirement of common stock (6) _ _ _ (526) _ _ (526)

Issuance of restricted stock, net of

cancellations 4 — — — — — — —

Shares repurchased and retired or withheld

for tax withholdings on vesting of restricted

stock ()] — — — (122) — — (122)

Stock-based compensation _ — _ — 344 — — 344

Excess tax benefits from stock-based

compensation — — — — 22% — — 22¢

Credit from tax sharing arrangement _ _ _ _ 8 _ _ 8

Total other comprehensive loss — — — — — (1€) (18)

Capital distribution to EMC, net _ _ _ _ G) _ _ )

Net income — — — — _ 724 — 724
Balance, December 31, 2011 125 1 30C 3 3,21% 1,55: 1 4,77(

Proceeds from issuance of common stock 7 _ _ _ 252 _ _ 252

Issuance of stock options in acquisition _ _ _ _ 17 _ _ 17

Repurchase and retirement of common stock (5) _ _ _ (467) _ _ (467)

Issuance of restricted stock, net of

cancellations 4 — — — — — — —

Shares repurchased and retired or withheld

for tax withholdings on vesting of restricted

stock 2 — — — (13€) — — (13€)

Stock-based compensation — — — — 42( — — 42C

Excess tax benefits from stock-based

compensation — — — — 13€ — — 13€

Amount due from tax sharing arrangement _ _ _ — (4) — — )]

Total other comprehensive income _ _ _ _ _ _ 5 5

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

Proceeds from issuance of common stock 6 _ _ _ 197 _ _ 197

Repurchase and retirement of common stock ) _ _ _ (50¢) _ _ (50¢)

Issuance of restricted stock, net of

cancellations 4 — — — — — — —

Shares repurchased and retired or withheld

for tax withholdings on vesting of restricted

stock 2 — — — (12¢) — — (126)

Stock-based compensation _ — _ — 436 — — 43¢

Excess tax benefits from stock-based

compensation — — — — 48 — — 48

Amount due from tax sharing arrangement _ _ _ _ ®) _ _ 3

Total other comprehensive loss _ _ _ _ _ _ %) %)

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

Contribution to Pivotal _ _ _ _ 17 _ _ 17

Reclassification of liability-classified awarc

to equity stock-based compensation — — — — 25 — — 25

Net income — — — — — 1,01¢ — 1,01«
Balance, December 31, 2013 3¢ $ 1 30¢ 3 3% 349%€ $ 331z $ 4 % 6,81¢€

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

A. Overview and Basis of Presentation
Company and Background

VMware, Inc. (“VMware” or the “Company”) is the Idar in virtualization infrastructure solutions i#éd by organizations to help them transform the
way they build, deliver and consume informatiorhtemlogy (“IT”) resources. VMware's virtualizationfrastructure solutions, which include a suite of
products designed to deliver a software-defined danter, run on industry-standard desktop compated servers and support a wide range of operating
system and application environments, as well asor&ing and storage infrastructures.

Basis of Presentatiol

The accompanying consolidated financial statemieane been prepared in accordance with accountingipies generally accepted in the United
States of America (“GAAP”) and pursuant to the suded regulations of the Securities and Exchangen@ission (the “SEC") for annual financial
reporting.

VMware was incorporated as a Delaware corporatiadl®98, was acquired by EMC Corporation (“EMC”Ri®04 and conducted its initial public
offering of VMware’s Class A common stock in Aug@&07. As of December 31, 2013 , EMC held approtegar9.7% of VMware’s outstanding
common stock and 97.2% of the combined voting paf&Mware’s outstanding common stock, includingmlion shares of VMware’s Class A
common stock and all of VMware’s Class B commortist&Mware is a majorityewned and controlled subsidiary of EMC, and italtssof operations ar
financial position are consolidated with EMC'’s fittgal statements.

Management believes the assumptions underlyingdghsolidated financial statements are reasonaloleeMer, the amounts recorded for VMware’s
intercompany transactions with EMC and Pivotal ®aft, Inc. (“Pivotal”, previously known as “GoPiaftInc.”) may not be considered arm’s length with
an unrelated third party. Therefore, the finanstatements included herein may not necessarilgatethe financial position, results of operationd aash
flows had VMware engaged in such transactions aithinrelated third party during all periods presdnfAccordingly, VMware's historical financial
information is not necessarily indicative of whag {Company’s financial position, results of openasiand cash flows will be in the future if and whe
VMware contracts at arm’s length with unrelateddhparties for the services the Company receivas find provides to EMC and Pivotal.

Principles of Consolidatior

The consolidated financial statements include to@ants of VMware and its subsidiaries after eliamion of intercompany transactions and account
balances between VMware and its subsidiaries.rdircompany transactions with EMC and Pivotal ind¢bnsolidated statements of cash flows will be
settled in cash, and changes in the current imtgpemy balances are presented as a component ofl@asHrom operating activities.

Reclassification

Certain prior period financial statements have lreefassified to conform to current period presgoma Deferred rent of $30 million was reclassified
from accrued expenses and other to other liakslitiehe consolidated balance sheet as of Dece®ih&012 to conform to current-year presentation.

Use of Accounting Estimates

The preparation of financial statements in conftymiith GAAP requires management to make estimatgsassumptions that affect the reported
amounts of assets and liabilities, the reportedwantsoof revenues and expenses during the repgrérigds, and the disclosure of contingent lialeiitat th
date of the financial statements. Estimates aré f@sebut not limited to trade receivable valuatimarketing rebates, useful lives assigned talfassets
and intangible assets, valuation of goodwill anfinite-lived intangibles, income taxes, stock-basethpensation and contingencies. Actual resultfdcou
differ from those estimates.

Revenue Recognitio

VMware derives revenues primarily from licensindtsare under perpetual license, related softwarmt@aance and from training, technical support
and consulting services. VMware recognizes revemles persuasive evidence of an arrangement ed@tsery has occurred, the sales price is fixed or
determinable, and collectibility is probable.

License Revenues

VMware licenses most of its software through itaratel of distributors, resellers, system vendoyrstesns integrators and through its direct salesefor
VMware recognizes revenues from the sale of itsagoE licenses upon shipment provided all
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)

other revenue recognition criteria have been méeWperpetual software license arrangement isaaffeith new products that become available on ar
and if available basis, revenue associated witbetlaerangements are recognized ratably over ttecgption period.

For software sold by system vendors that is bundi¢ii their hardware, unless the Company has aratplicense agreement which governs the
transaction, revenue is recognized in arrears tiponeceipt of royalty reports.

VMware’s return policy only allows product returfzs a refund in very limited circumstances. VMwastimates future product returns at the time of
sale based on historical return rates. Returns havbeen material to date.

Rebates

Rebates are offered to certain channel partnererviébates are based on a set percentage of sakes)| rebates are recognized as a reduction of
revenues as the underlying revenue is recognizéenebates are earned upon achievement of a divelkvel of sales, rebates are recognized as a
reduction of revenues proportionally for each ¢l is required to achieve the target.

Marketing development funds are also offered tta@®ichannel partners. The obligation for marketiegelopment funds is based upon the maximum
potential liability and is also recognized as auibn of revenues concurrent with the recognitbbthe underlying revenue. The difference betwéen t
maximum potential liability recognized and the attamount paid out has not been material to date.

Services Revenues

Services revenues generally consist of softwaretemance, training, technical support, and comgykirvices. Software maintenance and technical
support offerings entitle customers to receive maja minor product upgrades on a when and if abkglbasis and technical support. Revenues relating
software maintenance and technical support offerarg generally recognized ratably over the conpaiod, which typically ranges from one to fiveays

Professional services include design, implememiaiad training. Professional services are not demed essential to the functionality of VMware’s
products as these services do not alter the pradyetbilities and may be performed by customehmr vendors. Revenues for professional services
engagements performed for a fixed fee, for whichwévk is able to make reasonably dependable essr&f@ogress toward completion, are recognized
on a proportional performance basis. Revenue fafepsional services engagements billed on a tirdevaterials basis are recognized as the hours are
incurred. Revenues on all other professional sesvangagements are recognized upon completion.

Multiple-Element Arrangements

VMware enters into software-related multiple eletmewenue arrangements in which a customer mayhpseca combination of software, maintenance
and technical support, training, and consultingises. If a product or service included in a sofeveelated multiple element arrangements has rei be
delivered, and is not considered essential touhetfonality of the delivered products or servidas, value of each undelivered product and/or iserusing
vendor-specific objective evidence (“VSOHfust be determined. VSOE is used to allocate agpoof the price to the undelivered products andfwices
and the residual method is used to allocate thaireéng portion to the delivered products and sawidbsent VSOE, revenue is deferred until theexaof
the point at which VSOE of fair value exists foyamdelivered products or services, or until adineénts of the arrangement have been delivered. \Howe
if the only undelivered element is software maiatee and technical support, the entire arrangefaens recognized ratably over the performanceoperi
Changes in assumptions or judgments or changée teléments in a software arrangement could caos#exial increase or decrease in the amount of
revenue that VMware reports in a particular period.

VSOE of fair value for an undelivered element isdzhon historical stand-alone sales to third partredetermining VSOE of fair value, VMware
requires that the selling prices for a productesvige fall within a reasonable pricing range. VMeastablished VSOE for its software maintenanck an
technical support services, consulting servicestemding.

In the event VMware publicly announce specific feas or functionalities, entitlements or the reéeasmber of an upgrade that has not been made
available, and customers will receive that upg@sipart of a current software maintenance contaagpecified upgrade is deemed created. As a raStiné
specified upgrade, revenues are deferred on pueshmade after the announcement date until delviettye upgrade for those purchases that include the
current version of the product subject to the aneement.

Multiple element arrangements may be bundled withramitment to deliver a product that has not yetrbmade available. Revenue specific to these
arrangements is deferred until all product obliyadi have been fulfilled. In addition,
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)

revenue specific to arrangements that include sigtin software products and professional servaresdeferred until the professional service olilige
have been fulfilled.

For multiple-element arrangements that containxsaot and non-software elements such as VMward\waaf as a service subscription offerings,
VMware allocates revenue to software or softwalatee elements as a group and any software elements separately based on the selliog pierarchy
The relative selling price for each deliverabléésermined using VSOE of selling price, if it egisor third-party evidence (“TPE”") of selling pridé
neither VSOE nor TPE of selling price exist foraigkrable, VMware's best estimate of selling p{&ESP”) is used for that deliverable. Once vakie
allocated to software or software-related elemasta group, revenue is then recognized when theanel revenue recognition criteria are met.

The objective of BESP is to determine the pricelsith VMware would transact a sale if the producservice were sold on a stand-alone basis.
VMware determines BESP by considering its ovematlipg objectives and market conditions. At thimdi, VMware uses BESP to determine the relative
selling price of its license elements and softwara service elements based upon rates chargethimilti-element and stand-alone arrangements.

Unearned revenues substantially consist of payntent&sved in advance of revenue recognition fodpaots and services described above. See Note J
for further information.

Foreign Currency Translation

The U.S. Dollar is the functional currency of VMw& foreign subsidiaries. Gains and losses fromidor currency transactions are included in other
income (expense), net and were not material ort basgs in any period presented.

Cash and Cash Equivalents, Short-Term Investmertsgd Restricted Cash

VMware invests primarily in money market funds, liligliquid debt instruments of the U.S. governmamd its agencies, U.S. municipal obligations,
and U.S. and foreign corporate debt securitieshigglly liquid investments with maturities of 90yseor less from date of purchase are classifiezhals
equivalents and all highly liquid investments witlaturities of greater than 90 days from date o€pase as short-term investments. Short-term invergsn
are classified as available-for-sale. VMware mdlthese securities at any time for use in curap@rations or for other purposes, such as consideri@r
acquisitions and strategic investments. Consequeévitiware may or may not hold securities with sthiteaturities greater than twelve months until
maturity.

VMware carries its fixed income investments, ad aglits equity investments in public companies$ bave readily determinable fair values, at fair
value and unrealized gains and losses on thesstimeats, net of taxes, are included in accumulatieelr comprehensive income, a component of
stockholders’ equity. Realized gains or lossesrari@ded in the consolidated statements of incdBans and losses on the sale of fixed income gexsuri
issued by the same issuer and of the same tymtetgamined using the first-in first-out (“FIFO”) td. When a determination has been made that an
other-than-temporary decline in fair value has ol the amount of the decline that is related ¢oedit loss is realized and is included in thesotidated
statements of income.

Cash balances that are restricted pursuant t@thestof various agreements are classified ascestrcash and included in other current and otiveg-|
term assets in the accompanying consolidated balstmeets. The amount of restricted cash was nerialah any period presented.

As of December 31, 2013, VMware's total cash, esghivalents and short-term investments were $6pdilion , of which $4,146 million was held
outside the U.S.

Allowance for Doubtful Accounts

VMware maintains an allowance for doubtful accodotsestimated losses on uncollectible accountsivable. The allowance for doubtful accounts
considers such factors as creditworthiness of VM{gacustomers, historical experience, the ageefeabeivable and current market and economic
conditions.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)

Property and Equipment, Ne

Property and equipment, net are recorded at cegird@iation commences upon placing the assetwiceaand is recognized on a straight-line basis
over the estimated useful lives of the assetslasfs:

Buildings Term of underlying land lease

Land improvements 15 years

Furniture and fixtures 5 years

Equipment and software 2 years up to 5 years

Leasehold improvements Lease term, not to exceed 20 years

Upon retirement or disposition, the asset costratadled accumulated depreciation are removed wighgain or loss recognized in the consolidated
statements of income. Repair and maintenance thagtdo not extend the economic life of the undegyassets are expensed as incurred.

Internal-Use Software Development Costs

Costs associated with internal-use software systiiriag the application development stage are akgeid. Capitalization of costs begins when the
preliminary project stage is completed, managerhagtcommitted to funding the project, and it ishatale that the project will be completed and the
software will be used to perform the function irded. Capitalization ceases at the point in whiehgitoject is substantially complete and is readytfo
intended purpose. The capitalized amounts arededin property and equipment, net on the congelttbalance sheets.

Research and Development and Capitalized Softwaezd&opment Cosi

Development costs of software to be sold, leasedtherwise marketed are subject to capitalizatieginning when the product has established
technological feasibility has been establishedeming when the product is available for generalse.

Following the release of vSphere 5 and the commte suite of cloud infrastructure technologiesrythe third quarter of 2011, management
determined that VMware’s go-to-market strategy tlagnged from single solutions to product suitetsmhs. As a result of this change in strategy, the
related increased importance of interoperabilityMeen VMware’s products, the length of time betwaehieving technological feasibility and general
release to customers significantly decreased. Quha years ended December 31, 2013 and 2012naseftievelopment costs incurred for products during
the time period between reaching technologicalifidag and general release were not material. Adowgly, software development costs incurred during
the years ended December 31, 2013 and 2012 weemsagh as incurred.

As of December 31, 2013, all previously capitalizseftware development costs had been fully aneattiynamortized software development costs as
of December 31, 2012 were $34 million and wereudet in other assets, net on the consolidated takimeets.

For the year ended December 31, 2011 , VMwarealggt $86 million (including $12 million of stodkased compensation) of costs incurred for the
development of software products. Amortization exggefrom capitalized amounts was $34 million , 8ifllion and $85 million for the years ended
December 31, 2013, 2012 and 2011 , respectivehorfization expense is included in cost of licersenues on the consolidated statements of income.

Business Combination

For business combinations, VMware recognizes thstiflable assets acquired, the liabilities assyraad any non-controlling interests in an acquiree,
which are measured based on the acquisition datediae. Goodwill is measured as the excess o$idemation transferred over the net amounts of the
identifiable tangible and intangible assets acalied the liabilities assumed at the acquisitice.da

VMware uses significant estimates and assumptinokiding fair value estimates, to determine thievialue of assets acquired and liabilities assumed
and the related useful lives of the acquired asaétsn applicable, as of the business combinatite. #Vhen those estimates are provisional, VMware
refines them as necessary during the measuremeot p€he measurement period is the period afeiattyuisition date, not to exceed one year, inlwhic
VMware may gather new information about facts ainclienstances that existed as of the acquisitioa ttaadjust the provisional amounts recognized.
Measurement period adjustments are applied retctisply, if material. All other adjustments are oeded to the consolidated statements of income.

66




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

Businesses acquired from EMC are accounted forbassiaess combination between entities under conuuntrol. VMware includes the results of
operations of the acquired businesses under consorttnol, if material, in the period of acquisitias if it had occurred at the beginning of the pkead
also retrospectively adjusts the financial statenr@ormation presented for prior years to reflénet business as if it had been acquired at thenbiegj of
the financial period presented. VMware recognibesnet assets under common control at EMC's cgrmatues as of the date of the transfer and records
the difference between the carrying value and #sh consideration as an equity transaction.

Costs to effect an acquisition are recorded in gerad administrative expenses on the consolideti@dments of income as the expenses are incurred
Purchased Intangible Assets and Goodv

Goodwill is evaluated for impairment during the fibuquarter of each year or more frequently if égem changes in circumstances indicate that the
carrying value of the asset may not be recoveraNavare elected to perform a quantitative assesswiegoodwill with respect to its one reporting urin
doing so, VMware compared the enterprise fair vaduine carrying amount of the reporting unit, inthg goodwill. VMware concluded that to date there
have been no impairments of goodwill.

Purchased intangible assets with finite lives ameréized over their estimated useful lives. Durihg years ended December 31, 2013 , 2012 and,2011
amortization expense was $103 million , $92 millaord $65 million , respectively. VMware reviewsangible assets for impairment whenever events or
changes in business circumstances indicate thagtinging amounts of the assets may not be futtpverable or that the useful lives of these asgetso
longer appropriate.

Derivative Instruments

Derivative instruments and hedging activities asmsured at fair value and reported as currentsaasdtcurrent liabilities on the consolidated bedan
sheets, as applicable.

In order to manage VMware’s exposure to foreigmenry fluctuations, VMware enters into foreign emty contracts to hedge a portion of VMware’s
net outstanding monetary asset and liability posgi These foreign currency forward contracts arerplly traded on a monthly basis, with a typical
contractual term of 1 month . These forward cots$race not designated as hedging instruments @pgidicable accounting guidance and therefore are
adjusted to fair value through other income (expgnset in the consolidated statements of income.

Starting in the fourth quarter of 2011, VMware eatkinto forward contracts which it designated ashcflow hedges to manage the volatility of cash
flows that relate to operating expenses denominatedrtain foreign currencies. The cash flow hedge generally traded semminually, have maturities
6 months or less and are adjusted to fair valumutiit accumulated other comprehensive income, rtekpbn the consolidated balance sheets. When the
underlying expense transaction occurs, the gaifssses on the forward contract are subsequerdlgssified from accumulated other comprehensive
income to the related operating expense line itethe consolidated statements of income.

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

Advertising

Advertising costs are expensed as incurred. Adsirgiexpense was $27 million , $37 million and ##0ion in the years ended December 31, 2013 ,
2012 and 2011 , respectively.

Income Taxes

Income taxes as presented herein are calculatadseparate tax return basis, although VMware isidieel in the consolidated tax return of EMC.
However, certain transactions that VMware and EMEparties to, are assessed using consolidataétiax rules. Deferred tax assets and liabilities a
recognized for the expected future tax consequerfoegents that have been included in the finarstetements or tax returns. Deferred tax assets and
liabilities are determined based on the differemesveen the tax basis of assets and liabilitiestlagid reported amounts using enacted tax ratefféat for
the year in which the differences are expecte@vense. Tax credits are generally recognized asctieths of income tax provisions in the year inethihe
credits arise. The measurement of deferred taxtsasseeduced by a valuation allowance if, basezhugvailable evidence, it is more likely than rwitt
some or all of the deferred tax assets will notdzdized.

VMware does not provide for a U.S. income tax ligbon undistributed earnings of VMware's foreigabsidiaries. The earnings of non-U.S.
subsidiaries, which reflect full provision for ndhS. income taxes, are currently indefinitely reisted in non-U.S. operations or will be remitted
substantially free of additional tax. If these mears funds are needed for its operations in the UMBvare would be required to accrue and pay thses
on related undistributed earnings to repatriate
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these funds. However, VMware’s intent is to indidily reinvest its non-U.S. earnings in its foremperations and VMware’s current plans do not
demonstrate a need to repatriate them to fund.Bs a@perations. At this time, it is not practicatieestimate the amount of tax that may be payable
VMware to repatriate these funds.

The difference between the income taxes payablecaivable that is calculated on a separate rét@sis and the amount actually paid to or received
from EMC pursuant to VMware’s tax sharing agreenigepresented as a component of additional pa@pital. See Note L to the consolidated financial
statements for further information.

Earnings Per Share

Basic net income per share is calculated usingvtighted-average number of shares of VMware’s comstock outstanding during the period.
Diluted earnings per share are calculated usingvifighted-average number of common shares, indjuthie dilutive effect of equity awards as deterrdine
under the treasury stock method. VMware has twssels of common stock, Class A and Class B comnooRk.gEor purposes of calculating earnings per
share, VMware uses the two-class method. As bassek share the same rights in dividends, basidilned earnings per share are the same for both
classes.

Concentrations of Risks

Financial instruments, which potentially subject Wite to concentrations of credit risk, consist gipally of cash and cash equivalents, short-term
investments and accounts receivable. Cash on depitisibanks may exceed the amount of insuranceiged on such deposits. These deposits may be
redeemed upon demand. VMware places cash, cashanis and short-term investments primarily in eyomarket funds and fixed income securities and
limits the amount of investment with any singleussand any single financial institution. VMwardd®a diversified portfolio of money market fundsla
fixed income securities, which primarily consistvafious highly liquid debt instruments of the UgBvernment and its agencies, U.S. municipal
obligations, and U.S. and foreign corporate debustes. VMware’s fixed income investment portfols denominated in U.S. dollars and consists of
securities with various maturities.

VMware monitors the counterparty risk for adequditersification amongst the financial institutiomsiding the funds. VMware also monitors
counterparty risk to financial institutions with igh VMware enters into derivatives to ensure thase financial institutions are of high credit dfyal

VMware held $37 million of foreign government argkacies securities, of which $8 million was deem®@ekreign debt, at December 31, 2013 . These
sovereign debt securities had an average creitligrat AAA and were predominantly from Canada.

VMware provides credit to its customers, includdigtributors, OEMs, resellers, and end-user custenire the normal course of business. To reduce
credit risk, the Company performs periodic creddlaations, which consider the customer’s priorrpegt history and demonstrated financial stability.
Additionally, VMware does not recognize revenuesimearned revenues to the extent a customer’saodisg balance exceeds its credit limit.

As of December 31, 2013, three distributors actaxifor 18% , 15% and 11% of VMware's accounts iketee balance. As of December 31, 2012 ,
three distributors accounted for 19% , 16% and bi¥%Mware’s accounts receivable balance.

One distributor accounted for 15% of revenues ohed the years ended December 31, 2013, 2012@hH, respectively, and another distributor
accounted for 12% , 12% and 11% of revenues iy¢hes ended December 31, 2013, 2012 and 201fteatdésely. A third distributor accounted for 11%
and 10% of revenues in the years ended Decemb@0338,and 2011 , respectively.

Accounting for Stocl-Based Compensation

The Black-Scholes option-pricing model is useddtednine the fair value of VMware’s stock optionaads and ESPP shares. The Black-Scholes
model includes assumptions regarding dividend giedatpected volatility, expected term and risk-freerest rates. These assumptions reflect the
Company’s best estimates, but these items invateentiainties based on market and other conditiatside of the Company’s control. VMware restricted
stock unit awards, including performance stock (ifHBU") awards, are valued based on the Compastgsk price on the date of grant. For those awards
expected to vest, which only contain a serviceing$eature, compensation cost is recognized dragght-line basis over the awards’ requisite sarvi
periods. Liability-classified awards are recordeéha value and are included in accrued expensdsogher on the consolidated balance sheets wiahges
in fair value relating to the vested portion of theard recognized as stock-based compensatiorearotisolidated statements of income.

PSU awards will vest if certain employee-specifis’dware-designated performance targets are actidf’eninimum performance thresholds are
achieved, each PSU award will convert into VMwa€dass A common stock at a defined ratio dependimthe degree of achievement of the performance
target designated by each individual award. If mimnin
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performance thresholds are not achieved, then a@slhwill be issued. Based upon the expected le¥elshievement, stock-based compensation is
recognized on a straight-line basis over the P&dslisite service periods. The expected levelxbiegement are reassessed over the requisite servic
periods and, to the extent that the expected l@feshievement change, stock-based compensataatjusted in the period of change and recordelan t
statement of income and the remaining unrecogrstmek-based compensation is recorded over the némgaiequisite service period.

New Accounting Pronouncemer

In February 2013, the Financial Accounting Standd@dard (“FASB”) amended the accounting standagdsiring companies to present information
about reclassification adjustments from accumulateér comprehensive income in their financialestagnts or footnotes. VMware adopted this accounting
standard update on January 1, 2013 and presetdsgification adjustments from accumulated othenm@hensive income in accordance with the
requirements of the amended accounting standdhdsiinnual Report on Form 10-K.

B. Business Combinations, Goodwill and Intangible 8sets, Net
Business Combination
Fiscal Year 2013

In the year ended December 31, 2013 , VMware caeghlisvo business combinations. On October 10, 20Mware acquired Desktone, Inc.
(“Desktone”), a provider of desktop-as-a-servicedelivering Windows desktops and applications akad service. On February 15, 2013 , VMware
acquired Virsto Software (“Virsto”), a provider séftware that optimizes storage performance atidation in virtual environments.

The aggregate consideration for these two acouisitivas $289 million , net of cash acquired. Thiefeng table summarizes the allocation of the
consideration to the fair value of the assets aeduand net liabilities assumed (table in millions)

Intangible assets $ 62
Goodwill 238
Deferred tax assets, net 4
Total assets acquired 29¢
Other assumed liabilities, net of other acquireskbts (20
Total net liabilities assumed (20
Fair value of assets acquired and net liabilitesianed $ 28¢

The excess of the consideration for Desktone anstd/over the fair values assigned to the assqtsir@d and liabilities assumed represents the
goodwill resulting from the acquisitions. Managermieelieves that the goodwill represents the syesrgkpected from combining the technologies of
VMware with those of Desktone and Virsto, includitwmplementary products that will enhance the Camisaoverall product portfolio. No goodwill was
deductible for tax purposes.

The following table summarizes the fair value @ thtangible assets acquired by VMware in conjamctith the acquisitions of Desktone and Virsto
(amounts in table in millions):

Weighted-Average

Useful Lives Fair Value
(in years) Amount
Purchased technology 6 $ 49
Vendor contracts 8 3
In-process research and development (“IPR&D”) 1C
Total intangible assets, net, excluding goodwill $ 62

As of December 31, 2013, $9 million of the $10limrl in IPR&D shown in the table above was compleded transferred to purchased technology
with a weighted-average life of 5 years .

The results of operations of Desktone and Virstxdbed above have been included in VMware’s codatdd financial statements from their
respective date of purchase. Pro forma resultpefations have not been presented as the resulte atquired businesses were not material to Vidiwar
consolidated results of operations in the year @émkcember 31, 2013 or 2012 .
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Fiscal Year 2012

Acquisition of Nicira, Inc.

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

The aggregate consideration was $1,100 milliort pheash acquired, including cash of $1,083 milkmd the fair value of assumed equity attribute
pre-combination services of $17 million . VMwaresased all of Nicira’s unvested stock options aradrigted stock outstanding at the completion of the
acquisition. The fair value of the assumed equitgras for post-combination services was $152 nnilked was not included in the consideration
transferred. The $152 million is being recognizedrahe awards' remaining requisite service periatisch extend through the first half of 2016.

In accordance with the merger agreement, the asbumeested stock options converted into 1 millitotk options to purchase VMware Class A
common stock. The weighted-average acquisition-@aétealue of the stock options was determinedigishe Black-Scholes option pricing model with the
following weighted-average assumptions: i) markéeteoof $92.21 per share, which was the closingepof VMware’s Class A common stock on the
acquisition date; ii) expected term of 2.7 yeaii§ risk-free interest rate of 0.3% ; iv) annuad volatility of 35.7% ; and v) no dividend yielthe
weighted-average acquisition-date fair value persif the assumed stock options was $88.39 . Ihereed restricted stock converted into 1 milkbare
of restricted VMware Class A common stock. The Yailue of the restricted stock was based on theisitign-date closing price of $92.21 per share for
VMware’s Class A common stock.

The following table summarizes the allocation @& tonsideration to the fair value of the intangésets acquired and net liabilities assumed on
August 24, 2012, and reflects adjustments madrigir the measurement period to finalize the puechase allocation (table in millions):

Intangible assets $ 33t
Goodwill 89:<
Total intangible assets acquired 1,22¢
Deferred tax liabilities, net (77)
Income taxes payable (50
Other assumed liabilities, net of other acquireskts Q)
Total net liabilities assumed (128
Fair value of intangible assets acquired and abtliiies assumed $ 1,10C

No goodwill was deductible for tax purposes.

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

Weighted-Average

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

As of December 31, 2012 , the $49 million of IPR&Bown in the table above was completed and traesféo purchased technology with a weighted-
average life of 8 years.
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Supplemental information on an unaudited pro fobasis, as if Nicira had been acquired on Janua2911 , is presented as follows (table in millions,
except per share amounts):

For the Year
Ended December 31,

2012 2011
Pro forma adjusted total revenue $ 4,607 $ 3,77(
Pro forma adjusted net income 687 611
Pro forma adjusted net income per weighted-aveshgee, diluted for Class A
and Class B $ 15¢ $ 1.41

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

Other 2012 Business Combinations

In the year ended December 31, 2012 , VMware caegplitve business combinations in addition to Nicivhich were not material to VMware's
consolidated financial statements, either indiviuer in the aggregate. The aggregate considerdtiothese five acquisitions was $261 million t of

cash acquired. The following table summarizes tloeation of the consideration to the fair valuglod intangible assets acquired and net liabilaEsume
(table in millions):

Intangible assets $ 88
Goodwill 187
Total intangible assets acquired 27E
Deferred tax liabilities, net (8)
Other assumed liabilities, net of other acquireskts (6)
Total net liabilities assumed ()]
Fair value of intangible assets acquired and aéiliiies assumed $ 261

Of the goodwill acquired, $15 million is deductiliée income tax purposes.
Fiscal Year 2011

In year ended December 31, 2011 , VMware compleitebusiness combinations, which were not matésidMware's consolidated financial
statements, either individually or in the aggregatee aggregate consideration for these acquisiticas $304 million , net of cash acquired, anduides
cash of approximately $304 million and the fairueabf equity awards assumed attributed to pre-coatioin services of approximately $1 million . The

following table summarizes the allocation of tha@sideration to the fair value of the tangible amamgible assets acquired and liabilities assurtadade(in
millions):

Intangible assets $ 10t
Goodwill 18¢
Deferred tax assets, net 23
Total assets acquired 31¢€
Other assumed liabilities, net of acquired assets (12)
Total net liabilities assumed (12
Fair value of assets acquired and net liabilitEsuaned $ 304
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Intangible Assets, Ne

The following table summarizes the changes in #reying amount of intangible assets, net, excludjogdwill for the years ended December 31, 2013

and 2012 (table in millions):

December 31,

2013 2012
Balance, beginning of the year $ 73z % 407
Additions to intangible assets related to busimessbinations 62 427
Disposition of certain business activities (Seee\o} (59 —
Contribution to Pivotal (see Note O) (28) —
Change in accumulated amortization (107) (96)
Other adjustments 2 2
Balance, end of the year $ 607 $ 732

As of December 31, 2013, intangible assets, netuded intangible assets that were fully amortiasdvell as goodwill, and consisted of the follogvin

(amounts in table in millions):

Weighted-
Average
Useful Lives Gross Carrying Accumulated Net Book
2013 (in years) Amount Amortization Value
Purchased technology 6.6 $ 58C $ (169 $ 417
Leasehold interest 34.9 14E (1) 134
Customer relationships and customer lists 8.7 75 (37 38
Trademarks and trade names 9.1 24 (7 17
IPR&D 1 — 1
Total intangible assets, net, excluding goodwill $ 82t % (218) $ 607
As of December 31, 2012 , intangible assets, netuding goodwill, consisted of the following (anmds in table in millions):
Weighted-
Average
Useful Lives Gross Carrying Accumulated Net Book
2012 (in years) Amount Amortization Value
Purchased technology 6.1 $ 757 % 279 $ 48:
Leasehold interest 34.9 14E (7 13¢
Customer relationships and customer lists 7.3 14€ (63 83
Trademarks and trade names 8.0 45 ()] 28
Other 3.0 3 3) —
Total intangible assets, net, excluding goodwill $ 1,09¢ % (364 $ 732

Based on intangible assets recorded as of Dece®ih@013 and assuming no subsequent additionspaiiment of underlying assets, the remaining

estimated annual amortization expense is expeotbd &s follows (table in millions):

2014
2015
2016
2017
2018
Thereafter
Total

72

97
95
86
81
69
17¢

60€
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Goodwill

The following table summarizes the changes in dreying amount of goodwill for the years ended Deber 31, 2013 and 2012 (table in millions):

December 31,

2013 2012
Balance, beginning of the year $ 2,84¢ % 1,75¢
Increase in goodwill related to business combimatio 23¢ 1,092
Contribution to Pivotal (see Note O) (28) —
Reduction related to disposition of certain busredtivities (4) —
Deferred tax adjustments to purchase price allonaton acquisitions (20 (4)
Other adjustments to purchase price allocatiorscguisitions (2 1
Balance, end of the year $ 3,021 $ 2,84¢

The deferred tax adjustments relate to the fintidineof the fair value estimates for certain acijioiss.

C. Realignment Charges
Realignment Plar

In January 2013, VMware approved and initiated sifmss realignment plan to streamline its operatiéis of the second quarter of 2013, the plan had
been substantially completed.

The realignment plan included the elimination gbregximately 710 positions and personnel acrossiajbr functional groups and geographies. The
total cash and non-cash charge of $54 million forkfiorce reductions was recorded on the consolitistatements of income for the year ended
December 31, 2013 . In connection with the realigniplan, VMware also recognized other cash andaash costs of $14 million primarily associated
with asset impairments during the year ended Deee®b, 2013 . Substantially all of the cash-relabgoenses incurred in connection with the business
realignment plan have been paid as of Decembe2®1 .

The following table summarizes the activity for dexrued realignment charges for the year endedmleer 31, 2013 (table in millions):

For the Year Ended December 31, 2013

Balance as of Realignment Balance as of Non-Cash Portion
January 1, 2013 Charges Utilization December 31, 2013 of Utilization
Workforce reductions $ — % 54 $ (54) $ — % (6)
Asset impairments, exit of facilities and othertexi
costs — 14 (11) 3 9
Total $ — 3 68 $ 65 $ 3 3 (15)

Other Related Activities

In connection with VMware's business realignmeahpVMware recognized cumulative pre-tax gains4f fillion during the year ended
December 31, 2013 relating to the disposition ofate business activities that were no longer @iywith VMware's core business priorities. The gain
recognized in connection with these dispositioneewecorded to other income (expense), net ondheatidated statements of income for the year ended
December 31, 2013 .

D. Earnings per Share

Basic net income per share is computed by dividigigncome by the weighted-average number of conmshares outstanding during the period.
Diluted net income per share is computed by digdiet income by the weighted-average number of comshares outstanding and potentially dilutive
securities outstanding during the period, as catedl using the treasury stock method. Potentidllfice securities primarily include unvested regtrd
stock units, stock options and purchase optionguxtware’s employee stock purchase plan. Secarétie excluded from the computations of diluted net
income per share if their effect would be anti-tile. VMware uses the two-class method to calcldammings per share as both classes share the same
rights in dividends, therefore basic and dilutechizgys per share are the same for both classes.
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The following table sets forth the computationdasic and diluted net income per share for thesyeaded December 31, 2013, 2012 and 2011 (table
in millions, except per share data):

For the Year Ended December 31,

2013 2012 2011
Net income $ 1,01« $ 74 $ 724
Weighted-average shares, basic for Class A and@Glas 42¢ 427 421
Effect of dilutive securities 4 7 11
Weighted-average shares, diluted for Class A aad<OB 43¢ 434 432
Net income per weighted-average share, basic fss<CA and Class B $ 236 % 1.7¢8  $ 1.72
Net income per weighted-average share, dilute@€fass A and Class B $ 23 % 172 $ 1.6¢€

For both the years ended December 31, 2013 and,20atk options to purchase 1 million shares,aetyely, of VMware Class A common stock
were excluded from the diluted earnings per shaleutations because their effect would have beérdilative. For the year ended December 31, 20tz
number of stock options to purchase shares of VMwziass A common stock that were excluded frondituéed earnings per share calculations because
their effect would have been anti-dilutive was matterial.

For the year ended December 31, 2013 , the nunfilstraoes of restricted stock that were excludeohftioe diluted earnings per share calculations
because their effect would have been anti-dilutias not material. For the year ended December@® 22 million shares of restricted stock were
excluded from the diluted earnings per share cafimrs because their effect would have been ahifirekt. For the year ended December 31, 2011, no
shares of restricted stock were excluded from thuted earnings per share calculation.

E. Investments

Investments as of December 31, 2013 and 2012 ¢edsi$ the following (tables in millions):

December 31, 2013

Cost or Aggregate

Amortized Cost  Unrealized Gains Unrealized Losse Fair Value
U.S. Government and agency obligations $ 537 $ — 3 — 3 537
U.S. and foreign corporate debt securities 2,351 6 (©) 2,35¢
Foreign governments and multi-national agency aliligns 37 — — 37
Municipal obligations 811 3 — 814
Mortgage-backed securities 12¢ — Q) 12¢
Total investments $ 3,86t $ 9 3 4 $ 3,87(

December 31, 2012

Cost or Aggregate

Amortized Cost  Unrealized Gains Unrealized Losse Fair Value
U.S. Government and agency obligations $ 374 % 1 3 — % 37t
U.S. and foreign corporate debt securities 1,54t 6 (0] 1,55(
Foreign governments and multi-national agency altitigs 41 — — 41
Municipal obligations 973 3 — 97€
Asset-backed securities 1 — — 1
Mortgage-backed securities 79 — — 79
Total investments $ 3,01 $ 1c $ @ $ 3,022
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VMware evaluated its fixed income investments aB@fember 31, 2013 and 2012 to determine whetheotasny security had experienced an other-
than-temporary decline in fair value. As of Decemik 2013 and 2012 , VMware did not consider a@nysdixed income investments to be other-than-
temporarily impaired. Both the realized gains agalized losses on fixed income investments in #&yended December 31, 2013 and 2012 were not
material.

Unrealized losses on investments as of Decembe&2@B and 2012 , which have been in a net lossipogor less than twelve months, were classified
by investment category as follows (table in milsyn

December 31, 2013 December 31, 2012
Fair Value Unrealized Losse: Fair Value Unrealized Losse:
U.S. and foreign corporate debt securities $ 750 % 3 % 31 % Q)
Mortgage-backed securities 91 Q) 28 —
Total $ 841 $ 4 % 344 % Q)

As of December 31, 2013, unrealized losses on imeargs in other investment categories, which haenhn a net loss position for less than twelve
months, were not material. Additionally, unrealizesises on investments, which have been in a aetgdosition for twelve months or greater, were not
material as of December 31, 2013. As of DecembgB312, VMware did not have investments in a cartirs unrealized loss position for twelve montt
greater.

Strategic Investment

VMware evaluated the strategic investments indtgfplio that are accounted under the cost mettmdssess whether any of its strategic investments
were other-than-temporarily impaired. VMware usesel 3 inputs as part of its impairment analysisluding, pre- and post-money valuations of recent
financing events and the impact of those on ity fliluted ownership percentages, as well as ahiailable information regarding the isswsehistorical an
forecasted performance. The estimated fair valubeaxfe investments is considered in VMware's innpaitt review if any events or changes in
circumstances occur that might have a significdueese effect on their value. During the year erdedember 31, 2013 , VMware recognized an other-
than-temporary impairment charge of approximatdl$ gillion in connection with one of its strategiwestments.

During the year ended December 31, 2011 , azemhljain of $56 million was recorded in other ineof@xpense), net for the sale of VMware’s
investment in Terremark Worldwide, Inc. During rears ended December 31, 2013 and 2012 , VMwaredlitlave realized gains or realized losses on
strategic investments.

Contractual Maturities

The contractual maturities of investments held eté&nber 31, 2013 consisted of the following (tablmillions):

Amortized Aggregate

Cost Basis Fair Value
Due within one year $ 807 $ 80¢
Due after 1 year through 5 years 2,86¢ 2,86¢
Due after 5 years 194 192
Total investments $ 3,868 $ 3,87(

F. Fair Value Measurements
Certain financial assets and liabilities are meadat fair value on a recurring basis.

VMware’s Level 1 classification of the fair valugharchy includes money market funds and certaailave-for-sale fixed income securities because
these securities are valued using quoted pricastine markets for identical assets. Fixed incowalable-for-sale securities consist of high qualit
investment-grade securities from diverse issuers.

VMware’s Level 2 classification includes the rend#n of the available-for-sale fixed income secesitbecause these securities are priced using inputs
other than quoted prices that are observable diihectly or indirectly. The valuation techniquesed to measure the fair value of financial instrotse
having Level 2 inputs were derived from non-bindimgrket consensus prices that are corroboratethégreable market data, quoted market prices for
similar instruments, or pricing models such asdalisted cash flow techniques. VMware's procedureki@e controls to ensure that appropriate fair eslu
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are recorded such as comparing prices obtainedfratiple independent sources. VMware is ultimatelgponsible for the financial statements and
underlying estimates.

Additionally, VMware’s Level 2 classification indlies foreign currency forward contracts as the tananputs for these are based upon quoted prices
and quoted pricing intervals from public data sesrcThe fair value of these contracts was not riahfer any period presented.

VMware does not have any material assets or ltaslthat fall into Level 3 of the fair value hiechy as of December 31, 2013 and 2012 , and there
have been no transfers between fair value measuatdewels during the years ended December 31, 26432012 .

The following tables set forth the fair value hietay of VMware’s money market funds and availaldegale securities, including those securities
classified within cash and cash equivalents orctimsolidated balance sheets, that were requirbd toeasured at fair value as of December 31, 2043 a
2012 (tables in millions):

December 31, 2013

Level 1 Level 2 Total
Money-market funds $ 1,80¢ $ — % 1,80¢
U.S. Government and agency obligations 38t 152 537
U.S. and foreign corporate debt securities — 2,36¢ 2,36¢
Foreign governments and multi-national agency alilgs — 37 37
Municipal obligations — 81€ 81¢€
Asset-backed securities — — —
Mortgage-backed securities — 12¢ 12¢
Total $ 2,19 % 3,49¢ $ 5,692

December 31, 2012

Level 1 Level 2 Total
Money-market funds $ 1,128 % — 3 1,12¢
U.S. Government and agency obligations 25C 15& 40t
U.S. and foreign corporate debt securities — 1,567 1,567
Foreign governments and multi-national agency aliligns — 41 41
Municipal obligations — 97¢ 97¢
Asset-backed securities — 1 1
Mortgage-backed securities — 79 7¢
Total $ 137t % 2,81¢ % 4,19¢

G. Derivatives and Hedging Activity

VMware conducts business in several foreign curesnand has international sales and expenses deatauiin foreign currencies, subjecting the
Company to foreign currency risk. To mitigate thék, VMware enters into hedging activities as dibsxl below. The counterparties to VMware'’s foreign
currency forward contracts are multi-national contiz banks considered to be credit-worthy. VMwedoes not enter into speculative foreign exchange
contracts for trading purposes.

Cash Flow Hedging Activities

To mitigate its exposure to foreign currency flutans resulting from operating expenses denontnateertain foreign currencies, VMware enters
into foreign currency forward contracts. The Compdesignates these forward contracts as cash #algihg instruments as the accounting criteria éich
designation has been met. Therefore, the effeptiviion of gains or losses resulting from changebé fair value of these hedges is initially répdrin
accumulated other comprehensive income (loss) @edhsolidated balance sheet and is subsequecihgséied to the related operating expense liem it
in the consolidated statements of income in theega@niod that the underlying expenses are incufedthe years ended December 31, 2013, 2012 and
2011 , the effective portion of gains or lossesassgified to the consolidated statements of incar@e not material. Interest charges or “forwarchpsSion
VMware’s forward contracts are excluded from the
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assessment of hedge effectiveness and are redardéeer income (expense), net in the consolidatattments of income as incurred.

VMware generally enters into cash flow hedges samigally with maturities of six months or less.#&$ecember 31, 2013 and 2012 , VMware had
forward contracts to purchase foreign currencygiestied as cash flow hedges with a total notionlalevaf $82 million and $9 million , respectivelyhd
fair value of these forward contracts was immatersaof December 31, 2013 and 2012 , and therefekided from the fair value tables above. For the
years ended December 31, 2013 and 2012 , all tasthédges were considered effective.

Balance Sheet Hedging Activitie

In order to manage exposure to foreign currenatdiations, VMware enters into foreign currency fard/contracts to hedge a portion of its net
outstanding monetary assets and liabilities agawstements in certain foreign exchange rates. Toes@rd contracts are not designated as hedging
instruments under applicable accounting guidarne tlaerefore all changes in the fair value of tmvird contracts are reported in other income (esgg
net in the consolidated statements of income.

VMware’s foreign currency forward contracts are gratly traded on a monthly basis with a typicaltcactual term of one month. As of December 31,
2013 and 2012 , VMware had outstanding forwardremts with a total notional value of $498 millionda$440 million , respectively. The fair value of
these forward contracts was immaterial as of Deegr@b, 2013 and 2012 and therefore excluded frenidin value tables above.

In the years ended December 31, 2013 and 2012 , afBlvecognized loss es of $4 million and $10 mmllicespectively, on its consolidated statem:
of income for its foreign currency forward contiadn the year ended December 31, 2011 , VMwaregrgized a gain of $5 million on its consolidated
statement of income for its foreign currency forvaontracts.

The net impact of the gains and losses on VMwdeekign currency forward contracts and the gairgslasses associated with the underlying foreign-
currency denominated assets and liabilities regitaet loss es of $4 million , $2 million and &dllion in the years ended December 31, 2013 , 201
2011 , respectively.

H. Property and Equipment, Net
Property and equipment, net, as of December 313 28d 2012 consisted of the following (table inlimils):

December 31,

2013 2012

Equipment and software $ 75z % 63€
Buildings and improvements 584 43¢
Furniture and fixtures 77 67
Construction in progress 12C 98
Total property and equipment 1,53: 1,23¢
Accumulated depreciation (68¢) (574
Total property and equipment, net $ 84t % 66&

Depreciation expense was $141 million , $131 milmd $126 million in the years ended DecembefB313 , 2012 and 2011 , respectively.

In the year ended December 31, 2011 , VMwarehaged all of the right, title and interest in awgrd lease covering the property and improvements
located adjacent to VMware's existing Palo Altoliféeia campus for $225 million . Based upon thepective fair values, $74 million of the purahas
price was recorded to property and equipment, néthe consolidated balance sheet representingstmeated fair value of the buildings and site
improvements. The remaining $151 million of the $2&illion purchase price was for the fair valuelw ground lease and the right to develop additiona
square footage on the parcel. The long-term podfdiL47 million was recorded to intangible asses$,with the remainder recorded to other curresets
on the consolidated balance sheet.

Concurrent with the closing of the transaction, Ve entered into an amended and restated grousel i@athe new property which expires in 2046 .
VMware will possess the title to the interest anddings during the duration of the lease. Upomieation of the lease, title will revert to thedes. The
$74 million of buildings and site improvements beglepreciating and the $151 milliofiintangible assets began amortizing from the ttatg were place
into service through 2046 . VMware also entered art amendment to the ground lease for its exis@mgpus so that the terms of both leases will e 3
years and 11 months from the closing of the pusetagreement. Annual rent payments for the neweprpprere
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initially approximately $7 million and increase (8% annually. VMware is also responsible for payall taxes, insurance and other expenses negdsesar
operate the parcel.

As of December 31, 2013 and 2012 , constructigmragress primarily represented buildings and siigrovements related to VMware's Palo Alto
campus expansion that had not yet been placedémtice.

I. Accrued Expenses and Other

Accrued expenses and other as of December 31,881 2012 consisted of the following (table in roifis):

December 31,

2013 2012
Salaries, commissions, bonuses, and benefits $ 30 $ 29z
Accrued partner liabilities 13t 12¢
Other 17C 22¢
Total $ 60 % 644

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

J. Unearned Revenues

Unearned revenues as of December 31, 2013 andc@d&isted of the following (table in millions):

December 31,

2013 2012
Unearned license revenues $ 46t $ 467
Unearned software maintenance revenues 3,304 2,75k
Unearned professional services revenues 32¢ 242
Total unearned revenues $ 4,09: § 3,467

Unearned license revenues are either recognizablyatecognized upon delivery of existing or fetproducts or services, or will be recognized
ratably upon delivery of future products or sersidéuture products include, in some cases, prodlatsre offered as part of product promotionsrertiee
purchaser of an existing product is entitled teree a promotional product at no additional chakfdware regularly offers product promotions to irape
awareness of its emerging products. To the ext@mg@tional products have not been delivered and &¥$Cfair value is not established, revenue for the
entire order is deferred until such time as aldpict delivery obligations have been fulfilled. Uneed license revenue may also be recognized ratably
which is generally due to a right to receive ungstfuture products.

Unearned software maintenance revenues are attbilleuto VMware’s maintenance contracts and aregrézed ratably, typically over terms of one to
five years. Unearned professional services reverasest primarily from prepaid professional sergicecluding training, and are recognized as tineices
are delivered.

K. Note Payable to EMC

In June 2011, VMware and EMC amended and restapedraissory note issued by VMware to EMC as a d@imitlin April 2007 to extend the maturity
date of the note to April 16, 2015 and to modify firincipal amount of the note to EMC to reflee thutstanding balance of $450 million . The interate
resets quarterly at the 90-day LIBOR plus 55 basists. For the years ended December 31, 20132 206d 2011 , $4 million , $5 million and $4 millign
respectively, of interest expense were recordedeelto the note payable. See Note R to the calaell financial statements for information regagdin
note exchange agreement in the aggregate prireipaiint of $1,500 millioentered into between VMware and EMC on Januar2@14, which exchang
VMware's promissory note issued to EMC.
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L. Income Taxes

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

For the Year Ended December 31,

2013 2012 2011
Domestic $ 16C $ 177 $ 112
International 987 71€ 682
Total $ 1,147 $ 89: $ 794

VMware’s provision for income taxes consisted @ tbllowing (table in millions):

For the Year Ended December 31,

2013 2012 2011
Federal:
Current $ 1 3 161 % 43
Deferred 57 (719) (29)
58 90 19
State:
Current 2 13 1
Deferred 6 (7) 11
8 6 12
Foreign:
Current 72 44 41
Deferred (5 7 2
67 51 39
Total provision for income taxes $ 13t % 147 % 70

A reconciliation of VMware’s income tax rate to tsi@atutory federal tax rate is as follows:

For the Year Ended December 31,

2013 2012 2011
Statutory federal tax rate 35% 35% 35%
State taxes, net of federal benefit 1% 1% 2%
Tax rate differential for international jurisdictie (22% (22% (25)%
U.S. tax credit§” (M% — % (6)%
Permanent items and other 5% 3% 3%
Effective tax rate 12% 17% 9%

(1) The federal research credit was enacted retrodctiveough December 31, 2013, which was passetéyhited States Congress during January ;
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Deferred tax assets and liabilities are recogniaefuture tax consequences of differences betwierarrying amounts of assets and liabilities and

their respective tax bases using enacted tax iratftect for the year in which the differences axpected to be reversed. Significant deferrectmets and
liabilities consist of the following (table in midins):

December 31,

2013 2012
Deferred tax assets:

Unearned revenue $ 224 $ 211
Accruals and other 45 43
Stock-based compensation 68 65
Tax credit and net operating loss carryforwards 11¢ 13C
Other non-current assets 14 —
Basis difference in investment in business 20 —
Net deferred tax assets 49C 44¢
Valuation allowance (94) (64
Total deferred tax assets 39¢€ 38t

Deferred tax liabilities:
Property, plant and equipment, net (70) (52)
Intangibles and other assets, net (76) (55)
Total deferred tax liabilities (14¢€) (10¢)
Total deferred tax assets, net $ 25C $ 27¢

VMware has U.S. federal net operating loss carwyéods of $129 million from acquisitions made si2€®7 . These operating loss carryforwards
expire at different periods through 2031 . Portiohthese carryforwards are subject to annual ditiahs. VMware expects to be able to fully use éhmest

operating losses against future income. Also rieguftom acquisitions since 2006 , VMware has stegieoperating loss carryforwards of $223 million
expiring at different periods through 2032 .

A valuation allowance was recorded to reduce giessrred tax assets to an amount VMware believe®ig likely than not to be realized. VMware

determined that the realization of deferred tax@selating to certain state research and developoredits and capital losses did not meet thesHilaely
than not threshold, and accordingly, a valuatitomadnce was assessed.

VMware has non-U.S. credits of $2 million . U.Scame taxes have not been provided on certain uitiistd earnings of non-U.S. subsidiaries of
approximately $2,830 million and $2,002 millionR¢cember 31, 2013 and 2012 , respectively, becaudeearnings are considered to be reinvested
indefinitely outside of the U.S., or will be reneitt substantially free of additional tax. VMwarelgerof taxation in foreign jurisdictions is lowéan the
U.S. tax rate. VMware's international income isnatily earned by VMware's subsidiaries in Irelantiere the statutory tax rate is 12.5% . Recent
developments in non-U.S. tax jurisdictions and uafable changes in non-U.S. tax laws and regulatimuld have an adverse effect on VMwareffective
tax rate if earnings are lower than anticipatedaantries where the statutory tax rates are lohem the U.S. federal tax rate. All income earnedadh,

except for previously taxed income for U.S. taxguses, is considered indefinitely reinvested in Vvigls foreign operations and no provision for U.S.
taxes has been provided with respect to such income

Although VMware files a consolidated federal tatura with EMC, the income tax provision is calceldprimarily as though VMware were a separate
taxpayer. However, certain transactions that VMvearé EMC are parties to, are assessed using coatalitax return rules.
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Pursuant to the tax sharing agreement, VMware laerpayments to EMC and EMC has made payments toav®] The following table summarizes
these payments made between VMware and EMC durngdars ended December 31, 2013, 2012 and 28l (b millions):

For the Year Ended December 31,
2013 2012 2011
Payments from VMware to EMC $ 8 § — $ 12
Payments from EMC to VMware 32 19 314

Payments between VMware and EMC under the taxrghagreement relate to VMware's portion of fedem@me taxes on EMC's consolidated tax
return as well as the state payments for combitedss Payments from EMC to VMware relate to periatiere VMware had a stand-alone loss for U.S.
federal and state income tax purposes or where ®lWwad federal tax credits in excess of federalitdxities. Payments from VMware to EMC are for
estimated tax payments primarily for U.S. fedemabme tax purposes. The amounts that VMware gitéigs to or receives from EMC for its portion of
federal income taxes on EM€tonsolidated tax return differ from the amounkéware would owe on a separate return basis anditfezence is presente
as a component of stockholders’ equity. In the yemied December 31, 2013 and 2012 , the differeetveeen the amount of tax calculated on a separate-
return basis and the amount of tax calculatedhpetax sharing agreement was recorded as a dednesteekholders’ equity totaling $3 million and
$4 million , respectively. In 2011 , the differertoetween the amount of tax calculated on a sepegtien basis and the amount of tax calculatedhgetax
sharing agreement was recorded as an increaseckhsider’s equity of $8 million .

Unrecognized Tax Benefits

A reconciliation of the beginning and ending amaningross unrecognized tax benefits, excludingr@gtand penalties associated with unrecognized
tax benefits, is as follows (table in millions):

For the Year Ended December 31,

2013 2012 2011
Balance, beginning of the year $ 156 $ 95 % 10¢
Tax positions related to current yeatr:
Additions 32 12 19
Reductions — (4) 2
Tax positions related to prior years:
Additions related to acquisitions completed in 2012 — 6C —
Additions — — 3
Reductions 12 — 9
Settlements 2 — (23
Reductions resulting from a lapse of the statutérifations (8) (4) 2
Foreign currency effects (2) Q) —
Balance, end of the year $ 167 $ 15¢  $ 95

The net unrecognized tax benefits, including irdeesd penalties, of $169 million as of December2B13 would, if recognized, benefit VMware’s
effective income tax rate. The $169 million of netecognized tax benefits were classified as acuorent liability within other liabilities on the
consolidated balance sheet. VMware recognizesastexpense and penalties related to income taerat the income tax provision. VMware had
accrued $13 million of interest and penalties aBetember 31, 2013 and $8 million of interest aedatties as of December 31, 2012 associated with
unrecognized tax benefits. Income tax expensehtoyear ended December 31, 2013 included intenelspanalties of $5 million associated with uncertai
tax positions.

The U.S. federal income tax audit of the EMC coiasdéd group for 2009 and 2010 commenced in 20tidsaongoing as of December 31, 2013 .
VMware has income tax audits in progress in numestate, local and international jurisdictions iniet it operates. The years that may be examingd va
for VMware international jurisdictions, which conmge a significant portion of its operations, witie tearliest year being 2008 . It is reasonablyiplesthat
within the next 12 months audit resolutions couddeptially reduce total unrecognized tax benefit@pproximately $4 million . Audit outcomes ane th
timing of audit settlements are subject to sigaificuncertainty.
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M. Commitments and Contingencies
Litigation

VMware is subject to legal, administrative and tagary proceedings, claims, demands and investigatin the ordinary course of business, including
claims with respect to commercial, product liajlintellectual property, employment, class actiwhistleblower and other matters. In the ordinasyrse
of business, VMware also receives inquiries from has ongoing discussions with government entiégarding the compliance of its contracting andsal
practices with laws and regulations. VMware accifoes liability when and if a determination haghenade that a loss is both probable of occurrande
the amount of the loss can be reasonably estim&tgdificant judgment is required in both the detieration of probability and the determination as to
whether a loss is reasonably estimable. VMwareidersthe impact of negotiations, settlementsngsj advice of legal counsel and other informadind
events pertaining to a particular matter. As of &@eber 31, 2013 and December 31, 2012, the amoceiiseal were not material. To the extent there is a
reasonable possibility that the losses could extieedmounts already accrued, management belieaethe amount of any such additional loss woudd al
be immaterial to VMware’s consolidated financiabion, results of operations and cash flows.

Operating Lease Commitments

VMware leases office facilities and equipment ungmtous operating leases. Facility leases generatlude renewal options. Rent expense for the
years ended December 31, 2013, 2012 and 20116vVasiiion , $62 million and $56 million , respeatly. VMware’s minimum future lease
commitments at December 31, 2013 were as folloaddtin millions):

2014 $ 58
2015 53
2016 43
2017 36
2018 32
Thereafter 564

Total minimum lease payments $ 78€

The amount of the future lease commitments aftéB2¢ primarily for the ground leases on VMwareadPAlto, California headquarter facilities,
which expire in 2046 . As several of VMware’'s atérg leases are payable in foreign currenciesppleeating lease payments may fluctuate in respmnse
changes in the exchange rate between the U.Sr doltathe foreign currencies in which the committaeme payable.

Outstanding Obligations

At December 31, 2013 , VMware had various conti@atommitments aggregating $87 million .

Guarantees and Indemnification Obligations

VMware enters into agreements in the ordinary aofdbusiness with, among others, customers, bligtis, resellers, system vendors and systems
integrators. Most of these agreements require VMwaindemnify the other party against third-patgims alleging that a VMware product infringes or
misappropriates a patent, copyright, trademarkietisecret, and/or other intellectual property righgrtain of these agreements require VMware to
indemnify the other party against certain claimatieg to property damage, personal injury, orahts or omissions of VMware, its employees, agents,
representatives.

VMware has agreements with certain vendors, firdnestitutions, lessors and service providers pams to which VMware has agreed to indemnify
the other party for specified matters, such asautisomissions of VMware, its employees, agentsgmresentatives.

VMware has procurement or license agreements withact to technology that it has obtained the tighise in VMware’s products and agreements.
Under some of these agreements, VMware has agréeddmnify the supplier for certain claims thatynhe brought against such party with respect to
VMware’s acts or omissions relating to the supppealducts or technologies.

VMware has agreed to indemnify the directors aretative officers of VMware, to the extent legallgrmissible, against all liabilities reasonably
incurred in connection with any action in which lsuiedividual may be involved by reason of suchvidilial being or having been a director or executive
officer. VMware’s by-laws and charter also provide indemnification
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of directors and officers of VMware and VMware sidizries to the extent legally permissible, agaaikliabilities reasonably incurred in connectiwith
any action in which such individual may be invohmdreason of such individual being or having baetirector or executive officer. VMware also
indemnifies certain employees who provide serviih vespect to employee benefits plans, includivgrhembers of the Administrative Committee of the
VMware 401(k) Plan, and employees who serve astdire or officers of VMware's subsidiaries.

In connection with certain acquisitions, VMware laggeed to indemnify the former directors and efficof the acquired company in accordance with
the acquired company’s by-laws and charter in éffamediately prior to the acquisition or in accande with indemnification or similar agreements
entered into by the acquired company and such perS&tMware typically purchases a “tail” directoesid officers’ insurance policy, which should enable
VMware to recover a portion of any future indemeafion obligations related to the former officensl alirectors of an acquired company.

It is not possible to determine the maximum pograimount under these indemnification agreemerggathe Company’s limited history with prior
indemnification claims and the unique facts andwirstances involved in each particular agreemestofitally, payments made by the Company under
these agreements have not had a material effeébieoBiompany’s consolidated results of operatidnantial position, or cash flows.

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

Each share of Class B common stock is convertilbligevield by EMC or its successor-in-interest at diption of EMC or its successor-in-interest into
one share of Class A common stock. If VMware’s €Bsommon stock is distributed to security holdgrEMC in a transaction (including any
distribution in exchange for shares of EMC'’s orsitiecessor-in-interest's common stock or otherritas) intended to qualify as a distribution under
Section 355 of the Internal Revenue Code, or amesponding provision of any successor statuteeshat VMware's Class B common stock will no
longer be convertible into shares of Class A comstook. Prior to any such distribution, all shavé€lass B common stock will automatically be
converted into shares of Class A common stock tipertransfer of such shares of Class B common stpdMC other than to any of EMC’s successors or
any of its subsidiaries (excluding VMware). If suekistribution has not occurred, each share assOBacommon stock will also automatically convért a
such time as the number of shares of common steded by EMC or its successor-in-interest falls beRD% of the outstanding shares of VMware’s
common stock. Following any such distribution, VMeanay submit to its stockholders a proposal tovedrall outstanding shares of Class B common
stock into shares of Class A common stock, provitiat VMware has received a favorable private tatiéng from the Internal Revenue Service
satisfactory to EMC to the effect that the convarswill not affect the intended tax treatment af thistribution. In a meeting of VMware stockholdeadlec
for this purpose, the holders of VMware Class A own stock and VMware Class B common stock will btitled to one vote per share and, subject to
applicable law, will vote together as a single sJand neither class of common stock will be eatitb a separate class vote. All conversions wikkfiecte:
on a share-for-share basis.

VMware Equity Plan

In June 2007, VMware adopted its 2007 Equity ameétive Plan (the “2007 Plan”). In May 2009, VMwamended its 2007 Plan to increase the
number of shares available for issuance by 20anilihares for total shares available for issuah@®® million . In May 2013, VMware further amended
the 2007 Plan to increase the number of sharelbleafor issuance by 13 million shares. The nunadfehares underlying outstanding equity awards tha
VMware assumes in the course of business acquisitice also added to the 2007 Plan reserve on@masrted basis. VMware has assumed 2 million
shares, which accordingly have been added to th@ Ptan reserve.

Awards under the 2007 Plan may be in the formaflsbptions or other stock-based awards, includingrds of restricted stock units. The exercise
price for a stock option awarded under the 2007 Blell not be less than 100% of the fair markéievaf VMware Class A common stock on the date of
grant. Most options granted under the 2007 Plah2&% after the first year and then monthly thamgadver the following three years and expire betwe
six and seven years from the date of grant. Madticged stock grants made under the 2007 Plan halweee -year to fouyear period over which they ve
VMware's Compensation and Corporate Governance dtigerdetermines the vesting schedule for all gcautards. VMware utilizes both authorized and
unissued shares to satisfy all shares issued tinel@007 Plan. At December 31, 2013, there werggnegate of 11 million shares of common stock
available for issuance pursuant to future grantieathe 2007 Plan.
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VMware Stock Repurchases
The following table summarizes stock repurchaskaigations in the years ended December 31, 22032 and 2011 (amounts in table in millions):

Authorization Date Amount Authorized Expiration Date Status

August 2013 $700 End of 2015 Open
November 2012 250 End of 2014 Completed in Q4'13
February 2012 600 End of 2013 Completed in Q2'13
February 2011 550 End of 2012 Completed in Q2'12
March 2010 400 End of 2011 Completed in Q1'11

From time to time, future stock repurchases masnhde pursuant to the August 2013 authorizatiompén market transactions or privately negotiated
transactions as permitted by securities laws aherdégal requirements. VMware is not obligateguochase any shares under its stock repurchase
programs. The timing of any repurchases and theabatimber of shares repurchased will depend a@riaty of factors, including VMware’s stock price,
cash requirements for operations and business o@ititms, corporate and regulatory requirementsoéimer market and economic conditions. Purchase
be discontinued at any time that VMware feels aolditl purchases are not warranted. All shares ofyased under VMware’s stock repurchase programs
are retired.

The following table summarizes stock repurchaseiactn the years ended December 31, 2013, 201tR2911 (table in millions, except per share
amounts):

For the Year Ended December 31,

2013 2012 2011
Aggregate purchase price $ 50€ $ 467 $ 52¢
Class A common shares repurchased 7 5 6
Weighted-average price per share $ 76.5¢ $ 91.1C $ 88.37

The amount of repurchased shares includes commssaitd was classified as a reduction to additipail-in capital. As of December 31, 2013 , the
cumulative authorized amount remaining for repusehaas $660 million .

VMware Employee Stock Purchase Plan

In June 2007, VMware adopted its 2007 EmployeekSRaachase Plan (the “ESPPWhich is intended to be qualified under Section dthe Interna
Revenue Code. In May 2013, VMware amended its ESRitrease the number of shares available foaisseiby 8 million shares. Under the ESPP,
eligible VMware employees are granted options teipase shares at the lower of 85% of the fair marideie of the stock at the time of grant or 8568the
fair market value at the time of exercise. Optitmpurchase shares are generally granted twicéyyemi-ebruary 1 and August 1 and exercisable en th
succeeding July 31 and January 31, respectivelyadt year. As of December 31, 2013, 7 milliorreshaf VMware Class A common stock were available
for issuance under the ESPP.

The following table summarizes ESPP activity inykars ended December 31, 2013, 2012 and 201# {taimillions, except per share amounts):

For the Year Ended December 31,

2013 2012 2011
Cash proceeds $ 7€ $ 68 $ 57
Class A common shares purchased 1 1 1
Weighted-average price per share $ 65.97 $ 77.3¢ % 69.81

As of December 31, 2013, $36 million of ESPP watldings were recorded as a liability on the cortaiid balance sheet for the next purchase that
occurred during January 2014 .

VMware and EMC Stock Options

Prior to the adoption of VMware’s 2007 Plan in J@087, eligible VMware employees participated in Eslequity plans. In August 2007, VMware
and EMC completed an exchange offer enabling ééigittware employees to exchange their options tuase EMC common stock for options to acquire
VMware Class A common stock. VMware employees wido d
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not elect to exchange their EMC options for optitmpurchase VMware Class A common stock contiougaize their existing grants governed under
EMC's stock plans. Additionally, if an employeertséerred from EMC to VMware had outstanding EMCiaps at the date of transfer, the employee
typically retains their EMC award which also conis to be governed under the EMC stock plan. Silpjlihan employee transferred from VMware to
EMC had outstanding VMware options at the dateasfdfer, the employee typically retains their VMwakvard which continues to be governed under the
VMware stock plan.

The following table summarizes option activity ®ntanuary 1, 2011 for VMware and EMC stock opti@hsres in millions):

VMware Stock Options EMC Stock Options
Weighted- Weighted-
Average Average

Number of Exercise Price Number of Exercise Price

Shares (per share) Shares (per share)
Outstanding, January 1, 2011 27 % 33.5¢ 3 % 13.9¢
Options relating to employees transferred to/frawE net — — 2 13.5:
Forfeited Q) 40.9¢ — —
Exercised (20 28.6¢ Q) 13.5¢
Outstanding, December 31, 2011 1€ 35.2i 4 13.1¢
Granted 1 4.67 — —
Forfeited Q) 42.07 — —
Exercised (6) 30.4¢ Q) 12.3¢
Outstanding, December 31, 2012 1C 34.3¢ 3 15.172
Granted 1 71.5: — —
Exercised 5) 28.12 Q) 15.3¢
Outstanding, December 31, 2013 6 44.1: 2 15.5¢
Exercisable, December 31, 2013 4 36.4¢ 1 15.12
Vested and expected to vest, December 31, 2013 6 42.8¢ 2 15.51

The above table includes stock options granteaijunction with unvested stock options assumedisiness combinations. As a result, the weighted-
average exercise price per share may vary fronvkware stock price at time of grant.

As of December 31, 2013, for the VMware stock @i the weighted-average remaining contractuiad teas 1.8 years and the aggregate intrinsic
value was $209 million for the 4 million exercisalshares. For the 6 million options vested and erpeto vest at December 31, 2013 , the weighted-
average remaining contractual term was 3.2 yeatshanaggregate intrinsic value was $261 millidimese aggregate intrinsic values represent thepeta
tax intrinsic values based on VMware’s closing ktpdce of $89.71 as of December 31, 2013, whiolld/ have been received by the option holders had
all in-the-money options been exercised as ofdhas.

As of December 31, 2013, for the EMC stock optjdhe weighted-average remaining contractual tees #v3 years and the aggregate intrinsic value
was $15 million for the 1 million exercisable sharBor the 2 million shares vested and expecteddbat December 31, 2013, the weighted-average
remaining contractual term was 4.5 years and tigeeggte intrinsic value was $16 million . Theseraggte intrinsic values represent the total pre-tax
intrinsic values based on EMC'’s adjusted closinglsprice of $25.05 as of December 31, 20dBich would have been received by the option écdhac
all in-the-money options been exercised as ofdas.

The options exercised in the years ended Decemhe0d.3 , 2012 and 2011 had a pre-tax intrinsinevaf $256 million , $443 million and $648
million , respectively.

Cash proceeds from the exercise of EMC stock opfp@id to EMC were $11 million , $9 million and $t@lion for the years ended December 31,
2013, 2012 and 2011 , respectively. Thetpreintrinsic value of EMC stock options held by Were employees that were exercised during the yaats
December 31, 2013, 2012 and 2011 were $8 milligil, million and $12 million , respectively.
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VMware Restricted Stock

VMware restricted stock primarily consists of regerd stock unit (‘RSU”) awards granted to emplayeRSUs are valued based on the VMware stock
price on the date of grant, and shares underlyfa Bwards are not issued until the restricted stmifs vest. Upon vesting, each RSU converts in® 0
share of VMware Class A common stock.

VMware restricted stock also includes performanoeksunit (“PSU") awards, which have been granteddrtain of VMware's executives and
employees. The PSU awards include performance tionsli and certain awards also include a time-bassting component. Upon vesting, each PSU
award will convert into VMware’s Class A commonghtat various ratios ranging from 0.5 to 3.0 shgersPSU, depending upon the degree of
achievement of the performance target designateshbly individual award. If minimum performance #ir@lds are not achieved, then no shares will be
issued.

The following table summarizes restricted stochvétgtsince January 1, 2011 (units in millions):

Weighted-
Average Grant
Date Fair
Value

Number of Units (per unit)
Outstanding, January 1, 2011 10 $ 54.1%
Granted 5 91.51
Vested 4) 48.47
Forfeited Q) 64.7(
Outstanding, December 31, 2011 10 72.7¢
Granted 8 101.7¢
Vested 4) 69.01
Forfeited 2 81.5¢
Outstanding, December 31, 2012 12 91.9¢
Granted 7 76.2(
Vested 4) 83.21
Forfeited 2 90.5¢
Outstanding, December 31, 2013 13 85.8¢

As of December 31, 2013, the 13 million of umitdstanding included 12 million of RSUs and lion of PSUs.

The total fair value of VMware restricted stock;lurding restricted stock and restricted stock uiitat vested in the years ended December 31, 2013
2012 and 2011 was $340 million , $347 million aB&& million , respectively. As of December 31, 20Q18stricted stock representing 13 million sharfes
VMware's Class A common stock were outstandinghwait aggregate intrinsic value of $1,153 milliosdshon VMware’s closing price as of
December 31, 2013 .

VMware Shares Repurchased for Tax Withholdings

In the years ended December 31, 2013, 2012 antl\2Rtlvare repurchased and retired or withheld 2iomill, 2 million and 1 million shares,
respectively, of Class A common stock, for $12@ioril, $136 million and $122 million , respectivetp cover tax withholding obligations. These antsun
may differ from the amounts of cash remitted forwathholding obligations on the consolidated staats of cash flows due to the timing of payments.
Pursuant to the respective award agreements, shases were repurchased or withheld in conjuntitimthe net share settlement upon the vesting of
restricted stock and restricted stock units dutireggperiod. The value of the repurchased or withsbhres, including restricted stock units, wassifeed as
a reduction to additional paid-in capital.
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Stock-Based Compensation

The following table summarizes the components @l &tock-based compensation included in VMwaretssolidated statements of income for the
years ended December 31, 2013, 2012 and 201% {tahiillions):

For the Year Ended December 31,

2013 2012 2011

Cost of license revenues $ 2 3 2 3 2
Cost of services revenues 29 28 23
Research and development 227 21C 174
Sales and marketing 144 15C 96
General and administrative 56 48 40
Realignment 6 — —
Stock-based compensation 464 43¢ 33¢
Income tax benefit (13¢) (132 (989)
Total stock-based compensation, net of tax $ 328 $ 306 $ 237

For the years ended December 31, 2013 and 2012qste were capitalized for the development ofvganfé products. For the year ended 2011,
VMware capitalized $12 million of stock-based comgetion associated with capitalized software depraknt.

From time to time, VMware issues equity awards teate a guaranteed amount of value and are clsifi liability awards on VMware’s
consolidated balance sheet. As of December 313 204bility-classified awards with an aggregatmgnteed value of $22 milliawere outstanding. Upc
vesting, these grants will be settled in sharesdapon the stock price or a trailing average sfoide on a date determined by the terms of eadikidual
award. During the year ended December 31, 2013 n$Rion of liability-classified awards were reskified to additional paid-in capital upon vesting.

As of December 31, 2013, the total unrecognizedpmsation cost for stock options and restrictedkstvas $823 million . This nocash expense w
be recognized through 2017 with a weighted-averag®ining period of 1.5 years . Stock-based congigmsrelated to both VMware and EMC equity
awards held by VMware employees is recognized omdhé's consolidated statements of income oventlaeds' requisite service periods.

Fair Value of VMware Options

The fair value of each option to acquire VMwaresSl& common stock granted during the years endedrbleer 31, 2013 , 2012 and 2011 was
estimated on the date of grant using the Black-®shaption-pricing model with the following weight@average assumptions:

For the Year Ended December 31,

VMware Stock Options 2013 2012 2011
Dividend yield None None None
Expected volatility 38.5% 35.8% 37.1%
Risk-free interest rate 0.% 0.52% 1.C%
Expected term (in years) 3.€ 2.7 3.C
Weighted-average fair value at grant date $ 2947 $ 804t $ 88.4(

For the Year Ended December 31,

VMware Employee Stock Purchase Plan 2013 2012 2011
Dividend yield None None None
Expected volatility 32.%% 37.&% 34.%%
Risk-free interest rate 0.1% 0.1% 0.2%
Expected term (in years) 0.t 0.t 0.t
Weighted-average fair value at grant date $ 204t % 233t $ 23.6¢
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The weighted-average grant date fair value of VMstock options can fluctuate from period to pepdcdharily due to higher valued options assumed
through business combinations with exercise piimesr than the fair market value of VMware's stockthe date of grant.

For equity awards granted in the years ended Deee81h 2013 , 2012 and 2011, volatility was basedn analysis of historical stock prices and
implied volatilities of VMware’s Class A common stoor those of publicly-traded companies with semitharacteristics, as applicable. The expected ter
was calculated based upon an analysis of the eeghéetm of similar grants of comparable publitlyded companies, VMware's Class A common stoe
term of the purchase period for grants made ur@eESPP, or the weighted-average remaining termdions assumed in acquisitions. VMware’s
expected dividend yield input was zero as it hashistorically paid, nor expects in the future wypcash dividends on its common stock. The rigk-fr
interest rate was based on a U.S. Treasury instruwigose term is consistent with the expected tfrthe stock options.

Accumulated Other Comprehensive Incor

The changes in components of accumulated other dmapsive income in the year ended December 3B &@te as follows (table in millions):

Unrealized Gains on

Available-for- Sale Securities Total
Balance, January 1, 2013 $ 6 $ 6
Amounts reclassified from accumulated other comgmslve income
to the consolidated statement of income, net afsaf $(1) 2 2
Other comprehensive loss, net 2 )
Balance, December 31, 2013 $ 4 $ 4

Gains (losses) on VMware’s available-for-sale skiesrare reclassified to investment income oncitvesolidated statement of income in the same
period that they are realized.

The effective portion of gains (losses) resultiranf changes in the fair value of forward contralgtsignated as cash flow hedging instruments are
reclassified to its related operating expenseitema on the consolidated statement of income irsttmee period that the underlying expenses arergatur
The amounts recorded to their related operatingmresg line items on the consolidated statementgcofiie in the year ended December 31, 2013 were not
material.
O. Related Parties
EMC Reseller Arrangement, Other Services and Notgy/&ble

VMware and EMC engaged in the following ongoingeisbmpany transactions, which resulted in reveanéseceipts and unearned revenues for
VMware:

e Pursuant to an ongoing reseller arrangement B, EMC bundles VMware's products and serviceak ®MC's products and sells them to end-
users.

« EMC purchases products and services from VMwarénternal use
« VMware recognizes revenues for professional sesvieesed upon such contractual agreements with

«  From time to time, VMware and EMC enter into@gments to collaborate on technology projects E@ pays VMware for services that
VMware provides to EMC in connection with such pis.
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Information about VMware's revenues and receiptsuarearned revenues from such arrangements with #ki@ie years ended December 31, 2013 ,
2012 and 2011 consisted of the following (tablenillions):

Revenues and Receipts from EMC Unearned Revenues from EMC
For the Year Ended December 31, As of December 31,
2013 2012 2011 2013 2012

Reseller revenues $ 141 $ 141 $ 72 $ 18t $ 14¢
Professional services revenues 72 82 66 12 3
Internal-use revenues 32 9 3 2C 28
Collaborative technology project
receipts 7 7 2 n/e n/e

VMware and EMC engaged in the following ongoingeiesbmpany transactions, which resulted in costéMware:
« VMware and EMC have ongoing arrangements purswarhich VMware purchases products and servicesfernal use from EM(

«  From time to time, VMware and EMC enter into@gnents to collaborate on technology projects\évidiare pays EMC for services provided to
VMware by EMC related to such projects.

« In certain geographic regions where VMware dugtshave an established legal entity, VMware catsravith EMC subsidiaries for support
services and EMC personnel who are managed by VB\idre costs incurred by EMC on VMware's behaktesl to these employees are passed
on to VMware and VMware is charged a mark-up ingghtb approximate costs that would have been ctidrge VMware contracted for such
services with an unrelated third party. These caxgtsncluded as expenses in VMware's consolidetigements of income and primarily include
salaries, benefits, travel and rent. EMC also is@ertain administrative costs on VMware's belmthe U.S. that are recorded as expenses in
VMware's consolidated statements of income.

« VMware incurs interest expense on its note payaftle EMC. See Note K and R to the consolidatedrfaial statements for further informati

Information about VMware's costs from such arrangetsiwith EMC for the years ended December 31, 2@032 and 2011 consisted of the
following (table in millions):

For the Year Ended December 31,

2013 2012 2011
Purchases of products and services $ 56 $ 42 % 24
Collaborative technology project costs 13 n/e n/e
EMC subsidiary support and administrative costs 12¢ 10€ 83
Interest expense on note payable 4 5 4

In the fourth quarter of 2013, VMware and EMC maatifan existing technology licensing arrangemeuts&ant to the modified arrangement,
VMware received certain rights to developed tecbgglfor a lump-sum payment of $26 million , whicasvncluded in amounts due to related parties, net
on the consolidated balance sheets as of Decerib2033. The license of technology was accountedda transaction by entities under common cantrol
Accordingly, an intangible asset of $2 million wasognized and was derived by allocating the vakeibed to the licensed technology based upon the
relative fair market values of the technology toteparty. The difference between the asset recaxdddhe consideration due was primarily recognaee
reduction in capital from EMC on the statementtotkholders' equity. In addition to the licenseah# technology, VMware will pay EMC for support and
for development collaboration. These amounts areidied in collaborative technology project costthietable above.

Certain Stock-Based Compensation

Effective September 1, 2012, Pat Gelsinger succeBdal Maritz as Chief Executive Officer of VMwaRior to joining VMware, Pat Gelsinger was
the President and Chief Operating Officer of EM@itmation Infrastructure Products. Paul Maritz réma board member of VMware and currently se
as Chief Executive Officer of Pivotal, a majoritysoed subsidiary of EMC in which VMware has an oveidp interest. Both Paul Maritz and Pat Gelsinger
retain and continue to vest in certain of theipeagtive equity awards that they held as of Septerhp2012. Stock-based compensation related to Pat
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Gelsinger’'s EMC awards will be recognized on VMvisieonsolidated statements of income over the asvaethaining requisite service periods. Effective
September 1, 2012, stock-based compensation retateaul Maritz's VMware awards will not be recaggi by VMware.

Mozy

In 2011, VMware acquired certain assets relatingMC’s Mozy cloud-based data storage and data ceateices, including certain data center assets
and a license to certain intellectual property. EM@ined ownership of the Mozy business and it&iging assets and continued to be responsibleotry
customers for Mozy products and services and togrze revenue from such products and services. affdwntered into an operational support agreemen
with EMC through the end of 2012, pursuant to whidhware took over responsibility to operate the Maervice on behalf of EMC. Pursuant to the
support agreement, costs incurred by VMware to sdMC’s Mozy services, plus a mark-up intendedpproximate third-party costs and a management
fee, were reimbursed to VMware by EMC. In the fougtiarter of 2012, the operational support agreébetween VMware and EMC was amended such
that VMware would no longer operate the Mozy senda behalf of EMC. Under the amendment, VMwaresferred substantially all employees that
support Mozy services to EMC and EMC purchasedue#ssets from VMware in relation to transferragployees. The termination of service and related
transfer of employees and sale of assets was stiladitacompleted during the first quarter of 2023nounts reimbursed by EMC to VMware to operate
Mozy were immaterial in the year ended DecembefB813 , and $65 million and $39 million in the y®anded December 31, 2012 and 2011 ,
respectively. These amounts were recorded as atredto the costs VMware incurred.

Joint Contribution of Assets with EMC to Pivotal

During 2013, VMware transferred certain assetsliatilities to Pivotal. VMware contributed certaassets, including intellectual property, to Pivptal
and Pivotal assumed substantially all liabilitiedated to certain of its Cloud Application Platfoproducts and services, including VMware’s Cloud
Foundry, VMware vFabric (including Spring and Gerelrand Cetas organizations, except for certaigiltée assets related to Cloud Foundry. During the
year ended December 31, 2013, VMware transfeppdaimately 415 VMware employees to Pivotal.

VMware received preferred equity interests in Pabetjual to approximately 31% of Pivotal’s outstagdshares in exchange for its contributions.
Additionally, VMware and Pivotal entered into anmegment pursuant to which VMware will act as thérspagent for the products and services it
contributed to Pivotal in exchange for a custoreggncy fee. In the year ended December 31, 20Mware recognized revenues of $5 million from its
contractual arrangement with Pivotal. VMware algoead to provide various transition services tmRil Pursuant to the support agreement, costsrizatu
by VMware to support Pivotal services are reimbditeeVMware by Pivotal. During the year ended Deben81, 2013 , VMware provided transition
services of $12 million that are reimbursable byoRil and which were recorded as a reduction tetsts VMware incurred. Additionally, VMware
purchased products and services for internal use Rivotal for $7 million in the year ended Decembg, 2013 .

The book value of all contributed assets and tiglities assumed by Pivotal, with the exceptiointdngible assets and goodwill, was based on the
book values of those assets and liabilities spetifthose particular products and services. Rangible assets and goodwill, the book value cbuated
was based on the relative fair value of the countebl assets applicable to Pivotal.

The following table summarizes the assets VMwargrdmuted to Pivotal and the liabilities Pivotasased from VMware (table in millions):

Accounts receivable $ 4
Property and equipment, net 1
Intangible assets 28
Goodwill 28
Total assets 61
Accounts payable, accrued liabilities and othet, ne @)
Unearned revenues (72
Total liabilities (78
Total liabilities, net assumed by Pivotal $ (17

Of the $71 million in unearned revenues assumeldibytal on April 1, 2013, $32 million related toearned license revenues and $39 million related
to unearned services revenues.
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VMware's ownership interest in Pivotal is 28% a®etember 31, 2013 as a result of investments fmadethird-party strategic investor. As Pivotal
assumed a net liability from VMware, the investmeatried by VMware has a cost basis of zero . Thaset liability assumed by Pivotal of $17 millias
of December 31, 2013 was classified to additiomadjin capital on VMware's consolidated balanceetshe

Due To/From Related Parties, N:

As a result of the related-party transactions \EthC and Pivotal described above, amounts due tdrantdrelated parties, net as of December 31,
2013 and 2012 consisted of the following (tablenillions):

As of December 31,

2013 2012
Due to EMC $ 92) $ (44)
Due from EMC 93 112
Due to Pivotal (22 n/e
Due from Pivotal 3 n/e
Due from (to) related parties, net $ a8 $ 68
Income tax payable due to EMC $ 22 $ (32

Balances due to or from related parties, whichuarelated to tax obligations, are generally seftiechsh within 60 days of each quarter-end. The
timing of the tax payments due to and from EMCadseagned by the tax sharing agreement with EMC.Ng&te L to the consolidated financial statements
for further information.

P. Segment Information

VMware operates in one reportable operating segjrtteus all required financial segment informati@m be found in the consolidated financial
statements. Operating segments are defined as camizoof an enterprise about which separate fiahindbrmation is evaluated regularly by the chief
operating decision maker in deciding how to alleaaisources and assessing performance. VMwaregaberating decision maker allocates resources anc
assesses performance based upon discrete finarformhation at the consolidated level.

Revenues by geographic area for the years endeghider 31, 2013, 2012 and 2011 were as followse(iabmillions):

For the Year Ended December 31,

2013 2012 2011
United States $ 2,48t $ 2,22¢ $ 1,82¢
International 2,722 2,37¢ 1,94:
Total $ 5207 $ 4,608 $ 3,767

It is not practicable for VMware to determine remes by country other than the United States foydas ended December 31, 2013, 2012 and 2011

One customer accounted for 15% of revenues in efitte years ended December 31, 2013, 2012 ant , 2@kpectively, and another customer
accounted for 12% , 12% and 11% of revenues iye¢hes ended December 31, 2013 , 2012 and 201featdgely. A third customer accounted for 11%
and 10% of revenues in the years ended Decemb@0238,and 2011 , respectively.

Long-lived assets by geographic area, which primnarclude property and equipment, net, as of Ddzan31, 2013 and 2012 were as follows (table in
millions):

December 31,

2013 2012
United States $ 741 % 568
International 58 51
Total $ 79¢ % 614
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No individual country other than the United Statesounted for 10% or more of these assets as arbleer 31, 2013 and 2012 , respectively.
VMware's product and service solutions are orgahizt® three main product groups:

« SDDC

e EndUser Computin

e Hybrid Cloud Computin

VMware develops and markets product and serviariaffs within each of these three product grougklifonally, synergies are leveraged across
these three product areas. VMWare's products amitsesolutions from each of its product groups raksp be bundled as part of an ELA arrangement.
Accordingly, it is not practicable to determine eaue by each of the three product groups descabede, however, the majority of revenues duringglis
2013, 2012, and 2011 were derived from the SDD@ymbgroup.

Q. Selected Quarterly Financial Data (unaudited)

Quarterly financial data for 2013 and 2012 weréo#iews (tables in millions, except per share antsyn

2013 Q12013 Q2 2013 Q32013 Q4 2013
Revenues $ 1,191 $ 1,24: % 1,28¢ $ 1,48:
Net income 174 244 261 33t
Net income per share, basic $ 041 $ 051 $ 0.61 $ 0.7¢
Net income per share, diluted $ 04C $ 057 $ 06C $ 0.77
2012 Q12012 Q2 2012 Q32012 Q4 2012

Revenues $ 1,058 $ 1,12 $ 1,13¢  $ 1,29
Net income 191 192 157 20€
Net income per share, basic $ 0.4t % 0.4t $ 037 $ 0.4¢
Net income per share, diluted $ 0.4 % 0.4/ $ 03¢ $ 0.47

R. Subsequent Events

On February 24, 2014, VMware acquired A.W.S. Haidinl C (“AirWatch Holding”), the sole member anduity holder of AirWatch LLC
(“AirWatch”). AirWatch is a leader in enterprise bite management and security solutions. This a@grsexpands VMware's portfolio of mobile
solutions.

The estimated consideration includes approximai#|$81 million in cash and approximately $364 miiliof installment payments and assumed
unvested equity. The acquisition was funded thraughmbination of balance sheet cash and proceauais#1,050 million of additional debt provided by
EMC.

EMC Promissory Notes

On January 21, 2014 , in connection with VMwaregussition of Airwatch, VMware and EMC entered iramote exchange agreement providing for
the issuance of three promissory notes in the gatgeprincipal amount of $1,500 million . This ambincludes, $450 million that was exchanged fer th
$450 million promissory note issued to EMC in A@@@07, as amended and restated in June 2011.

The three notes issued may be repaid without peoafpremium, and outstanding principal is duehmnfbllowing dates: $680 million due May 1,
2018, $550 million due May 1, 2020 and $270 milldue December 1, 2022 . The notes bear inter@gabe quarterly in arrears, at the annual rate of
1.75% .
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURES
None.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

We carried out an evaluation required by the Exgkakct, under the supervision and with the pargitign of our principal executive officer and
principal financial officer, of the effectivenesktbe design and operation of our disclosure cdmtad procedures, as defined in Rule 13a-15(tjeof
Exchange Act, as of the end of the period covelethis report. Based on this evaluation, our ppatexecutive officer and principal financial offic
concluded that, as of the end of the period covbyetthis report, our disclosure controls and proced were effective to provide reasonable assuriduate
information required to be disclosed by us in tiygarts that we file or submit under the Exchangeif\cecorded, processed, summarized and reported
within the time periods specified in the Securitesl Exchange Commission’s rules and forms andaaige reasonable assurance that such information i
accumulated and communicated to our managemehigding our principal executive officer and prindifiaancial officer, as appropriate to allow timely
decisions regarding required disclosures.

Changes in Internal Controls Over Financial Reportng

There were no changes in our internal control éwancial reporting during the most recent fiscahder ended December 31, 2013 that materially
affected, or are reasonably likely to materiallfeef, our internal control over financial reporting

Limitations on Controls

Our disclosure controls and procedures and intewatirol over financial reporting are designed tovile reasonable assurance of achieving their
objectives as specified above. Our managementidimay our principal executive officer and princifiaancial officer, conducted an evaluation of the
effectiveness of our internal control over finahegporting based on the framework in Internal Colnt Integrated Framework (1992) issued by the
Committee of Sponsoring Organizations of the Tremd@ommissionManagement does not expect, however, that ouradist controls and procedure:
our internal control over financial reporting willevent or detect all errors and fraud. Any corggatem, no matter how well designed and operated,
based upon certain assumptions and can providereaspnable, not absolute, assurance that itstat@eavill be met. Further, no evaluation of colgroar
provide absolute assurance that misstatementsoderear or fraud will not occur or that all contissues and instances of fraud, if any, withinGloenpany
have been detected.

ITEM 9B. OTHER INFORMATION

None.
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ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

We will furnish to the Securities and Exchange Cassinn a definitive Proxy Statement no later thaf days after the close of the fiscal year ended
December 31, 2013. The information required by itkis is incorporated herein by reference to tlexPStatement. Also see “Executive Officers of the
Registrant” in Part | of this Annual Report on FotGK.

We have a code of ethics that applies to all ofesaployees, including our executive officers. OusBess Conduct Guidelines (available on our
website) satisfy the requirements set forth in 18086 of Regulation S-K and apply to all relevamspes set forth therein. We intend to discloseuun o
website at www.vmware.com amendments to, and pfiegble, waivers of, our code of ethics.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is incorpadherein by reference to the section of the coipdtroxy Statement entitled “Compensation of
Executive Officers.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT, AND RELATED STOCKHOLDER
MATTERS

The information required by this item is incorpadherein by reference to the section of the coyipd®roxy Statement entitledSecurity Ownershi
of Certain Beneficial Owners and Management.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this item is incorpaditerein by reference to the section of the coipadroxy Statement entitled “Our Board of
Directors and Nominees” and “Transactions with Reld@ersons.”

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item is incorpadherein by reference to the section of the coyipd®roxy Statement entitled “Ratification of
Selection of Independent Auditors.”

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULE

Incorporated by Reference
Filed Form/

Exhibit

Number Exhibit Description Herewith File No. Date
3.1 Amended and Restated Certificate of Incorporation S-1/A-2 71912007
3.2 Amended and Restated Bylaws 8-K 3/8/2011
4.1  Form of specimen common stock certificate S-1/A-4 7127/2007

10.1 Form of Master Transaction Agreement between VMwiaie and EMC Corporation S-1/A-2 71912007
10.z  Form of Administrative Services Agreement betwedmware, Inc. and EMC S-1/A-2 7/9/2007
Corporation
10.2  Form of Tax Sharing Agreement between VMware, &md EMC Corporation S-1/A-2 71912007
10.4 Form of Intellectual Property Agreement between Vdiey Inc. and EMC Corporation S-1/A-1 6/11/2007
10.5  Form of Employee Benefits Agreement between VMwhre, and EMC Corporation S-1/A-2 7/9/2007
10.€ Form of Real Estate License Agreement between Vidwac. and EMC Corporation S-1/A-2 71912007
10.7+  Form of Indemnification Agreement for directors anakcutive officers S-1/A-1 6/11/2007
10.8+ 2007 Equity and Incentive Plan, as amended andtegsMay 29, 2013 S-8 6/20/2013
10.¢ Amended and Restated Promissory Note between VMwareand EMC Corporation 10-Q 8/3/2011

dated June 11, 2011
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Incorporated by Reference

ﬁa(mggr Exhibit Description He'-:rltle?/\(/jith Fﬁlz_rrlllq{) _ Date
10.1C Form of Insurance Matters Agreement between VMwiaie,and EMC Corporation S-1/A-2 7/9/2007
10.114+ Form of Option Agreement, as amended June 13, 2013 10-Q 8/2/2013
10.124  Form of Restricted Stock Unit Agreement, as amerdee 13, 2013 10-Q 8/2/2013
10.1: 2007 Employee Stock Purchase Plan, as amended@staded November 14, 2013 X
10.1¢ Form of Early Exercise Option Agreement S-1/A-2 7127/2007
10.174  Letter Agreement between VMware, Inc. and PatrieksBger dated September 14, 10-K 2/27/2013
2012
10.184 Letter Agreement between VMware, Inc. and Dawn Brui#ted September 16, 2009 10-K 3/1/2010
10.1¢  First Amendment to Tax Sharing Agreement betweendké, Inc. and EMC 10-Q 5/4/2011
Corporation effective as of January 1, 2011
10.204  Executive Bonus Program, as amended and restatgaisfli4, 2013 10-Q 11/7/2013
10.21 Agreement of Purchase and Sale Agreement betweeimeRRalo Alto LLC and 10-Q 8/3/2011
VMware, Inc. dated March 16, 2011
10.22 Amended and Restated Ground Lease between VMwareahd the Board of 10-Q 8/3/2011
Trustees of the Leland Stanford Junior Universited June 13, 2011 (3431 Hillview
Campus)
10.2:  Ground Lease between 3401 Hillview LLC. and thera# Trustees of the Leland 10-Q 8/3/2011
Stanford Junior University dated as of Februargdne,
10.244 Letter Agreement between VMware, Inc. and Jona@laadwick dated October 12, 10-K 2/27/2013
2012
10.254¢  Form of Performance Stock Unit Agreement, as amgédryust 14, 2013 10-Q 11/7/2013
10.264  Non-Qualified Deferred Compensation Plan, effectigeof January 1, 2014 X
10.274  Non-Qualified Deferred Compensation Plan Adoptiagreement, effective as of X
January 1, 2014
10.284 Letter Agreement between VMware, Inc. and Sanjaynén dated July 18, 2013 X
21.1 List of subsidiaries X
23.1 Consent of PricewaterhouseCoopers LLP X
31.1 Certification of Principal Executive Officer reqad by Rule 13a-14(a) or Rule 15d-14 X

(a) of the Securities Exchange Act of 1934, as satbpursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

31.z Certification of Principal Financial Officer reqait by Rule 13a-14(a) or Rule 15d-14 X
(a) of the Securities Exchange Act of 1934, as satbpursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as X
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002.

32.z Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted X
pursuant to Section 906 of the Sarbanes-Oxley A2DO2.

101.INS  XBRL Instance Document X
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Incorporated by Reference

I\II:l)J(rrr]:Egr Exhibit Description H;rltleevsith Fﬁlz_rrl]\lqé _ Date
101.SC+ 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 ger@ent
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{tH)e Securities Exchange Act of 1934, the regigthas duly caused this report to be signedson it
behalf by the undersigned, thereunto duly authdrize

VMWARE, INC.
Dated:February 25, 2014 By: /sl Patrick P. Gelsinger
Patrick P. Gelsinger
Chief Executive Officer
Dated:February 25, 2014 By: /sl Kevan Krysler

Kevan Krysler
Senior Vice President, Chief Accounting Officer
(Principal Accounting Officer)

POWER OF ATTORNEY

Each person whose individual signature appearswietmeby authorizes and appoints Patrick P. Gedsjriipnathan C. Chadwick and S. Dawn Smith,
and each of them, with full power of substitutiordaesubstitution and full power to act without tiber, as his or her true and lawful attorneyaotfand
agent to act in his or her name, place and steddicaexecute in the name and on behalf of eactopensdividually and in each capacity stated beland
to file any and all amendments to this Annual ReparForm 10-K, and to file the same, with all éits thereto, and other documents in connection
therewith, with the Securities and Exchange Comignisgranting unto said attorneys-in-fact and agiesmid each of them, full power and authority to do
and perform each and every act and thing, ratifgind confirming all that said attorneys-in-fact aggnts or any of them or their or his substitute o
substitutes may lawfully do or cause to be doneitiye thereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, this Annual Report on Form 10as been signed by the following persons on
behalf of the Registrant in the capacities indidated on the dates indicated.

Date Signature Title
February 25, 2014 /S/ Patrick P Gelsinger Ch|ef Executive oﬁicer and Director
Patrick P. Gelsinger (Principal Executive Officer)
February 25, 2014 /s/ Jonathan C. Chadwick Chief Financial Officer and
- Executive Vice President
Jonathan C. Chadwick (Principal Financial Officer)
February 25, 2014 /sl Joseph M. Tucci Chairman

Joseph M. Tucci

February 25, 2014 /sl Michael W. Brown Director
Michael W. Brown

February 25, 2014 /s/ Pamela J. Craig Director

Pamela J. Craig

February 25, 2014 /sl John R. Egan Director
John R. Egan
February 25, 2014 /s/ David |. Goulden Director

David I. Goulden

February 25, 2014 /sl Paul A. Maritz Director
Paul A. Maritz
February 25, 2014 /s/ Dennis D. Powell Director

Dennis D. Powell

February 25, 2014 /s/ David N. Strohm Director
David N. Strohm
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VMWARE, INC.

SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
(in millions)

Allowance for Bad
Debts Charged to

Balance at General Balance at

Beginning and Administrative Charged to Bad Debts End of
Allowance for Bad Debts of Period Expenses Other Accounts Write-Offs Period
Year ended December 31, 2013 allowanct
for doubtful accounts $ 4 3% 2 $ — 3 — 3 2
Year ended December 31, 2012 allowance
for doubtful accounts 4 1 — Q) 4
Year ended December 31, 2011 allowanct
for doubtful accounts 5 Q) — — 4

Tax
Valuation
Tax Valuation Allowance

Balance at Allowance Credited to Balance

Beginning Charged to Income Charged to Income Tax at End of
Tax Valuation Allowance of Period Tax Provision Other Accounts Provision Period
Year ended December 31, 2013
income tax valuation allowance $ 64 $ 32 % — % 2 % 94
Year ended December 31, 2012
income tax valuation allowance 57 7 — — 64
Year ended December 31, 2011
income tax valuation allowance 36 23 — 2 57
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Exhibit 10.13

Amended and Restated on November 14,

VMWARE, INC.
AMENDED AND RESTATED 2007 EMPLOYEE STOCK PURCHASE PLAN

Section 1. Purpose of Plan

The VMware, Inc. 2007 Employee Stock Purchase Rian“Plan”) is intended to provide a method by ethéligible
employees of VMware, Inc. (“VMware”) and its sulaides (collectively, the “Company”) may use volant, systematic payroll
deductions or other contributions (as describe8idation 5 below) to purchase VMware’s class A comistock, $.01 par value,
(“stock™) and thereby acquire an interest in theeifet of VMware. For purposes of the Plan, a subsjdis any corporation in
which VMware owns, directly or indirectly, stockgsessing 50% or more of the total combined votimgey of all classes of
stock unless the Board of Directors of VMware (tBeard of Directors”) determines that employees @articular subsidiary
shall not be eligible.

The Plan is intended qualify as an “employee smakhase plan” under Section 423 of the InternaleRae Code of
1986, as amended (the “Code”). Notwithstandingfdinegoing, the Board of Directors may establish parable offerings under
the Plan that are not intended to qualify undereC8dction 423. Such offerings will be designatedeasg made under the non-
423 component of this Plan.

For purposes of this Plan, if the Board of Diresteo determines, the employees of VMware and/angfdesignated
subsidiary will be deemed to participate in a sefaoffering under the 423 component of the Plaenéf the dates of the
applicable offering period of each such offering &entical, provided that the terms of participatare the same within each
separate offering as determined under Code Se¢#8n

Section 2. Options to Purchase Stock

Under the Plan, no more than 14,300,000 sharagedi are available for purchase (subject to adjastras provided in
Section 16) pursuant to the exercise of optionpt{tms”) granted under the Plan to employees ofdbmpany (“employees”All
of the shares of stock are available for purchasteuthe Plan may be used for offerings under #&cbmponent of the Plan. T
stock to be delivered upon exercise of options utttee Plan may be either shares of VMware’s autiearbut unissued stock, or
shares of reacquired stock, as the Board of Directieall determine.

Section 3. Eligible Employees

Except as otherwise provided in Section 20, eagbl@ree who has completed three months or more mtframous service
in the employ of the Company, or any lesser nurobenonths established by the Committee (if requirader local law), shall k




eligible to participate in the Plan provided suetiusion is consistent with requirements under Caeetion 423 or offered under
the non-423 component. Notwithstanding any othevigion herein, individuals who are not contempexarsly classified as
employees of VMware or an eligible subsidiary fargpses of VMware’s or the applicable eligible sdiasy’s payroll system a
not considered to be eligible employees and siwalba eligible to participate in the Plan. In thvem’t any such individuals are
reclassified as employees of VMware or an eligshlbsidiary for any purpose, including, without liation, common law or
statutory employees, by any action of any thirdypancluding, without limitation, any governmergency, or as a result of any
private lawsuit, action or administrative proceegglisuch individuals shall, notwithstanding sucHassification, remain ineligible
for participation. Notwithstanding the foregoingetexclusive means for individuals who are not esntoraneously classified as
employees of VMware or an eligible subsidiary om épplicable payroll system to become eligibleadipipate in this Plan is
through an amendment to this Plan, duly executedNdware, which specifically renders such individsialigible to participate
herein.

Section 4. Method of Participation

Option periods of any duration up to 27 monthsimgth shall be determined by the Committee. Iretrent no period is
designated by the Committee, the option periodl Bage a duration of six months commencing onfits¢ day following
termination of the prior period. For example, if@stion period ends on July 31, the following optjeriod would be August 1
through January 31 unless the Committee deternoiteswise prior to commencement of such followipgian period. Each
person who will be an eligible employee on thet fitay of any option period may elect to participiatéhe Plan by executing and
delivering, at least one business day prior to slagh a payroll deduction authorization and/or otiequired enrollment
agreement(s)/form(s) in accordance with SectidBugh employee shall thereby become a participaatriftipant”) on the first
day of such option period and shall remain a pigditt until his or her participation is terminatsiprovided in the Plan. VMwe
may permit participants to elect or indicate whe#e enrollment election, once made, will applgtbsequent option periods
without being required to submit a new enrollmeamtf. If an employee makes an enrollment electiam dioes not apply to
subsequent option periods, the employee will bendeketo have terminated his or her participatiomwéispect to subsequent
option periods unless and until the employee subaiitew enroliment form in accordance with the Plan




Section 5. Contributions

A participant may elect to make contributions untherPlan at a rate of not less than 2% nor mae #%% from the
participant’s compensation (subject to a maximurBg600 per six-month option period and pro-rateddnger or shorter
periods, at the Committee’s discretion), by medrsibstantially equal payroll deductions over th&an period; provided
however, where applicable local laws prohibit payroll detions for the purpose of participation in the Rldie Committee may
permit all participants in a specified separatenifiy under the 423 component or an offering utigemnon-423 component of the
Plan to contribute amounts to the Plan through matrby cash, check or other means set forth irtinellment form. For option
periods beginning after October 1, 2008, any amoemiining in a participant’s contribution accoanthe end of an option
period representing a fractional share that idotiver to the contribution account for the nextapperiod pursuant to Section 8
below (a “rollover”) may be used to purchase adddi stock; providethat the maximum dollar amount per option pericalldte
reduced by the amount of any rollover. For purpaddbe Plan, “compensation” shall mean all caghpensation paid to the
participant by the Company.

A participant may only elect to change his or famtdbution rate by written notice delivered to Ve (or its designated
agent) at least one business day prior to thedagtof the option period as to which the change 1% effective. Following
delivery to VMware (or its designated agent) of anyollment form or any election to change the hatding rate of a payroll
deduction authorization, appropriate payroll dentunst or changes thereto shall commence as so@assrably practicable. All
amounts withheld in accordance with a participapégroll deduction authorization or contributeddilier permitted means (if
any) shall be credited to a contribution accounsfah participant.

Section 6. Grant of Options

Each person who is a participant on the first dagnooption period shall, as of such day, be gaateoption for such
period. Such option shall be for the number of ebaf stock to be determined by dividing (a) thieubee in the participant’s
contribution account on the last day of the oppeniod by (b) the purchase price per share oftieksletermined under Section
7, and eliminating any fractional share from thetggnt. In the event that the number of shares #wailable under the Plan is
otherwise insufficient, VMware shall reduce on asantially proportionate basis the number of shafestock receivable by ee
participant upon exercise of his or her optiondoroption period and shall return the balanceparéicipant’s contribution
account to such participant. In no event shalhim@ber of shares of stock that a participant magtmse during any one six-
month option period under the Plan exceed 750 sladrstock, and pro-rated for longer or shorterqesy, at the Committee’s
discretion.




Section 7. Purchase Price

The purchase price of stock issued pursuant texbecise of an option shall be 85% of the fair reaialue of the stock .
(a) the time of grant of the option or (b) the tiatevhich the option is deemed exercised, whicheviess. “Fair market value”
shall mean the closing sales price per share dfttiek on the principal securities exchange on kvttie stock is traded or, if the
is no such sale on the relevant date, then oratetevious day on which a sale was reportetigistock is not listed for trading
on a national securities exchange, the fair marétlete of the stock shall be determined in goodhfhit the Board of Directors.

Section 8. Exercise of Options

If an employee is a participant in the Plan onléis¢ business day of an option period, he or sh# s deemed to have
exercised the option granted to him or her for geatod. Upon such exercise, VMware shall applylthkance of the participant’s
contribution account to the purchase of the nunoberhole shares of stock determined under Sectj@n@ as soon as practica
thereafter shall issue and deliver certificatesstid shares to the participant (or have the sitessited in a brokerage account
for the benefit of the participant). No fractioshlares shall be issued hereunder. Any balance atated in the participant’s
contribution account that is not sufficient to phaise a full share shall be retained in such acdouminy remaining or subsequent
option period, subject to early withdrawal by tletipant as provided in Section 10. Any other )ememaining in the
participant’s contribution account under the Plaarahe date of exercise shall be returned tgtréicipant or his or her
beneficiary (as applicable) in cash without inte(esless otherwise required by local law).

Notwithstanding anything herein to the contrary, Waste shall not be obligated to deliver any shardsss and until, in
the opinion of VMware’s counsel, all requirementspplicable federal, state and foreign laws amulilagions (including any
requirements as to legends) have been complied moth if the outstanding stock is at the timeglisbn any securities exchange,
unless and until the shares to be delivered hage liged (or authorized to be added to the lisinugfficial notice of issuance)
upon such exchange, nor unless or until all otbgall matters in connection with the issuance atidetg of shares have been
approved by VMware’s counsel.

Section 9. Interest

No interest will be payable on contribution accsymixcept as may be required by applicable lawlegsrmined by the
Committee.




Section 10. Cancellation and Withdrawal

A participant who holds an option under the Platy mencel all (but not less than all) of his or bption by written notice
delivered to the Company, in such form as the Cdteminay prescribe, provided that VMware (or itsigeated agent) must
receive such notice at least 15 days before thel#gsof the option period (the “Withdrawal Dea@lih Any participant who
delivers such written notice shall be deemed t@l@anceled his or her option, terminated any aaiplicpayroll deduction
authorization with respect to the Plan and terneiddttis or her participation in the Plan, in eactecas of the date of such written
notice. In the event that the date of the WithdileDeadline with respect to the applicable optionigek shall be a Saturday,
Sunday or day on which banks in the State of Delawage required to close, a participant may calmisebr her option by written
notice given on or prior to the last business damédiately preceding such date. Following delivargny such notice, any
balance in the participant’s contribution accouiit e returned to such participant as soon asomdy practicable. Any
participant who has delivered such notice may eteptrticipate in the Plan in any future optiomipe in accordance with the
provisions of Section 4.

Section 11. Termination of Employment

Except as otherwise provided in Section 12, upertéhmination of a participant’s employment witle tiompany for any
reason whatsoever, he or she shall cease to licipzant, and any option held by him or her untter Plan shall be deemed
cancelled, the balance of his or her contributiozoant shall be returned to him or her, and héershall have no further rights
under the Plan. For purposes of this Section phrticipant's employment will not be considerednarated in the case of a
transfer to the employment of a subsidiary or mamployment of the Company. However, in the eeéattransfer of
employment, VMware may transfer participant’s gaptation to a separate offering or néB3 component offering, if advisable
necessary, considering applicable local law andeCattion 423 requirements. For purposes of the Blaindividual's
employment relationship is still considered to batwuing intact while such individual is on sigalve, or other leave of absence
approved for purposes of this Plan by the Compprgyided however, that if such period of leave lidence exceeds ninety (90)
days, and the individual’s right to reemploymemdas guaranteed either by statute or by contrhetetmployment relationship
shall be deemed to have terminated on the ninetiy{81*') day of such leave.

Section 12. Death of Participant

In the event a participant holds any option hereuad the time his or her employment with the Comypa terminated by
his or her death, whenever occurring, then hiseoddgal representative, may, by a writing delidetee VMware on or before the
date such option is exercisable, elect eitherg(@anhcel any such option and receive in cash tlamba in his or her contribution
account, or (b) to have the balance in his or




her contribution account applied as of the lastafaye option period to the exercise of his or tygtion pursuant to Section 8, ¢
have the balance, if any, in such account in excet®e total purchase price of the whole shardssged returned in cash. In the
event his or her legal representative does noafilgitten election as provided above, any outstandption shall be treated as if
an election had been filed pursuant to subparagtafd) above.

Section 13. Participant’s Rights Not Transferableetc.

All participants granted options under a specififfiéring under the 423 component of the Plan dieale the same rights
and privileges. Each participant’s rights and peiyés under any option granted under the Plan bbhatkercisable during his or
her lifetime only by him or her, and shall not loéds pledged, assigned, or otherwise transferrethinmanner whatsoever except
by will or the laws of descent and distributionthe event any participant violates the terms f 8ection, any options held by
him or her may be terminated by VMware and, upaarreto the participant of the balance of his ar¢mntribution account, all
his or her rights under the Plan shall terminate.

Section 14. Employment Rights

Neither the adoption of the Plan nor any of thesisions of the Plan shall confer upon any partiotgany right to
continued employment with the Company or a subsidia affect in any way the right of the participaremployer to terminate
the employment of such participant at any time.

Section 15. Rights as a Shareholder/Use of Funds
A participant shall have the rights of a sharehotiidy as to stock actually acquired by him or tweder the Plan.

All contributions received under the Plan may bedusy the Company for any corporate purpose, an@€tmpany shall
not be obligated to segregate such funds, but raaodf required under applicable local law.

Section 16. Change in Capitalization

In the event of a stock dividend, stock split oméxnation of shares, recapitalization, merger inciwtVMware is the
surviving corporation or other change in VMwareapital stock, the number and kind of shares ofkstwcsecurities of VMware
to be subject to the Plan and to options then andishg or to be granted hereunder, the maximum euwibshares or securities
which may be delivered under the Plan, the optiicepand other relevant provisions shall be appabglly adjusted by the Board
of Directors, whose determination shall be bindingall persons. In the event of a consolidatiomerger in which VMware is
not the surviving corporation or in the event




of the sale or transfer of substantially all VMwarassets (other than by the grant of a mortgageaurity interest), all
outstanding options shall thereupon terminate, igem/that prior to the effective date of any sudrger, consolidation or sale of
assets, the Board of Directors shall either (ajrrethe balance in all contribution accounts antteaall outstanding options, or
(b) accelerate the exercise date provided for tti@® 8, or () if there is a surviving or acqu@inorporation, arrange to have that
corporation or an affiliate of that corporation igfréo the participants replacement options havipgwalent terms and conditions
as determined by the Board of Directors.

In the event of a corporate restructuring, VMwaigyrtransfer or terminate participasmparticipation to a separate offer
or non-423 component offering, if advisable or esegy, considering applicable local law and Cod#i@® 423 requirements.

Section 17. Administration of Plan

The Plan will be administered by the Board of Dioes. The Board of Directors will have authoritgt mnconsistent with
the express provisions of the Plan, to take albaatecessary or appropriate hereunder, to inteifgrprovisions, and to decide all
guestions which may arise in connection thereviitttept with respect to officers of VMware who awbject to the reporting
requirements of Section 16 of the Securities Act@84, management of VMware is also authorize@solve participant disput
under the Plan, consistent with the terms of tla& Rhd any agreements thereunder and any inteipnstar guidance issued
under the Plan by the Board of Directors or the @ittee.

The Board may, in its discretion, delegate its paweth respect to the Plan to an Employee Beidéih Committee or
any other committee at VMware (the “Committee”)wihich event all references to the Board of Diresttereunder, including
without limitation the references in Section 17alsbe deemed to refer to the Committee. A majasftthe members of any such
Committee shall constitute a quorum, and all deirgations of the Committee shall be made by a migjofiits members. Any
determination of the Committee under the Plan neynhade without notice or meeting of the Committga lwvriting signed by a
of the Committee members.

Determinations of the Board of Directors, the Cotteei or where appropriate, management of the Coyngaall be
conclusive and shall bind all parties.

Section 18. Amendment and Termination of Plan

The Board of Directors may at any time or times adnne Plan or amend any outstanding option oobaptfor the
purpose of satisfying the requirements of any cbkarig applicable laws or regulations or for anyeoturpose which may at the
time be permitted by law, provided that (excephi® extent explicitly required or permitted
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herein) no such amendment will, without the appro¥aéhe shareholders of the Company, (a) incrélasenaximum number of
shares available under the Plan, (b) reduce theroptice of outstanding options or reduce thege&twhich options may be
granted, (c) change the conditions for eligibilityder the Plan, or (d) amend the provisions of Sigistion 18 of the Plan, and no
such amendment will adversely affect the rightarof participant (without his or her consent) uraley option theretofore
granted.

The Plan may be terminated at any time by the Bo&Rirectors, but no such termination shall adebraffect the rights
and privileges of holders of the outstanding opion

Section 19. Approval of Shareholders

The Plan shall be subject to the approval of teediolders of the Company, which approval shaidmired within
twelve months after the date the Plan is adoptetthéyBoard of Directors. Notwithstanding any otpesvisions of the Plan, no
option shall be exercised prior to the date of saymbroval.

Section 20. Limitations
Notwithstanding any other provision of the Plan:

(a) An employee shall not be eligible to receiveoption pursuant to the Plan if, immediately after grant of such option
to him or her, he or she would (in accordance withprovisions of Sections 423 and 424(d) of thdeCawn or be deemed to o
stock possessing 5% or more of the total combirishg power or value of all classes of stock of éneployer corporation or of
its parent or subsidiary corporation, as define8eaation 424 of the Code.

(b) No employee shall be granted an option undsrRtan that would permit his or her rights to pase shares of stock
under all employee stock purchase plans (as defin8dction 423 of the Code) of VMware or any sdiasy or parent
corporation to accrue at a rate which exceeds $2510fair market value of such stock (determinetha time the option is
granted) for each calendar year during which amh siption granted to such employee is outstandirmgatime, as provided in
Section 423 of the Code.

(c) No employee shall be granted an option undsrRtan that would permit him or her to withhold maéhan $7,500 in
each six-month option period, and pro-rated fogkmor shorter periods, at the Committee’s disonetdr $15,000 per calendar
year, less the amount of any rollover.

(d) No employee whose customary employment is 20shor less per week shall be eligible to partigpa the Plan,
unless otherwise required under applicable law. If




participation in the Plan is offered to employed®ge customary employment is 20 hours or lesxffeeng will be made under
a separate offering under the 423 component orrithdenon-423 component of the Plan.

(e) No employee whose customary employment isdommore than five months in any calendar year di@bligible to
participate in the Plan.

(f) No independent contractor shall be eligiblgéaticipate in the Plan.
Section 21. Jurisdiction and Governing Law.

The Company and each participant in the Plan sufantiite exclusive jurisdiction and venue of the UeSleral or state
courts of Delaware to resolve issues that may ats®f or relate to the Plan or the same subjetten The Plan shall be
governed by the laws of Delaware, excluding itsfli@s or choice of law rules or principles thatght otherwise refer
construction or interpretation of this Plan to slubstantive law of another jurisdiction.

Section 22. Compliance with Foreign Laws and Reguians.

Notwithstanding anything to the contrary herei Board, in order to conform with provisions ofdbtaws and
regulations in foreign countries in which the Comypar its subsidiaries operate, shall have solerelimn to (i) adversely modify
the terms and conditions of options granted toigpents employed outside the United States t@itent consistent with the U
Treasury regulations under Code Section 423; gialgish comparable offerings that are not intertdeglialify under Code
Section 423 with the shares to be taken from tloenaént available under this Plan and with modiféudloliment or exercise
procedures and/or establish such other modificatianmay be necessary or advisable under the @tanoes presented by local
laws and regulations; and (iii) take any actionahhit deems advisable to obtain, comply with oreotfise reflect any necessary
governmental regulatory procedures, exemptionppravals with respect to the Plan or any sub-ptaldished hereunder.



Exhibit 10.26

VMware, Inc.
Non-Qualified Deferred Compensation Plan

Effective as of January 1, 2014

IMPORTANT NOTE

This document has not been approved by the Department of Labor, Internal Revenue Service or any other
governmental entity. An adopting Employer must determine whether the Plan is subject to the Federal securities laws
and the securities laws of the various states. An adopting Employer may not rely on this document to ensure any
particular tax consequences or to ensure that the Plan is “unfunded and maintained primarily for the purpose of
providing deferred compensation to a select group of management or highly compensated employees” under Title | of
the Employee Retirement Income Security Act of 1974, as amended, with respect to the Employer’s particular situation.
Fidelity Employer Services Company, its affiliates and employees cannot provide you
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with legal advice in connection with the execution of this document. This document should be reviewed by the
Employer’s attorney prior to execution.
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PREAMBLE

The Plan is intended to be a “plan which is unfunded and is maintained by an employer primarily for the purpose of
providing deferred compensation for a select group of management or highly compensated employees” within the
meaning of Sections 201(2), 301(a)(3) and 401(a)(1) of the Employee Retirement Income Security Act of 1974, as
amended, or an “excess benefit plan” within the meaning of Section 3(36) of the Employee Retirement Income Security
Act of 1974, as amended, or a combination of both. The Plan is further intended to conform with the requirements of
Internal Revenue Code Section 409A and the final regulations issued thereunder and shall be interpreted, implemented
and administered in a manner consistent therewith.




1.1

1.2

ARTICLE 1 - GENERAL

Plan. The Plan will be referred to by the name specified in the Adoption Agreement.
Effective Dates.

(@) Original Effective Date. The Original Effective Date is the date as of which the Plan was initially adopted.

(b) Amendment Effective Date. The Amendment Effective Date is the date specified in the Adoption Agreement
as of which the Plan is amended and restated. Except to the extent otherwise provided herein or in the
Adoption Agreement, the Plan shall apply to amounts deferred and benefit payments made on or after the
Amendment Effective Date.

(c) Special Effective Date. A Special Effective Date may apply to any given provision if so specified in Appendix
A of the Adoption Agreement. A Special Effective Date will control over the Original Effective Date or
Amendment Effective Date, whichever is applicable, with respect to such provision of the Plan.
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ARTICLE 2 — DEFINITIONS

Pronouns used in the Plan are in the masculine gender but include the feminine gender unless the context clearly
indicates otherwise. Wherever used herein, the following terms have the meanings set forth below, unless a different
meaning is clearly required by the context:

2.1 “Account” means an account established for the purpose of recording amounts credited on behalf of a
Participant and any income, expenses, gains, losses or distributions included thereon. The Account shall be a
bookkeeping entry only and shall be utilized solely as a device for the measurement and determination of the
amounts to be paid to a Participant or to the Participant’s Beneficiary pursuant to the Plan.

2.2  “Administrator” means the person or persons designated by the Plan Sponsor in Section 1.05 of the Adoption
Agreement to be responsible for the administration of the Plan. If no Administrator is designated in the Adoption
Agreement, the Administrator is the Plan Sponsor.

2.3 “Adoption Agreement” means the agreement adopted by the Plan Sponsor that establishes the Plan.

2.4  “Beneficiary” means the persons, trusts, estates or other entities entitled under Section 8.2 to receive benefits
under the Plan upon the death of a Participant.

2.5 “Board” or “Board of Directors” means the Board of Directors of the Plan Sponsor.

2.6 “Bonus” means an amount of incentive remuneration payable by the Employer to a Participant.

2.7 “Change in Control” means the occurrence of an event involving the Plan Sponsor that is described in Section
9.7.

2.8 “Code” means the Internal Revenue Code of 1986, as amended.

2.9 “Compensation” has the meaning specified in Section 3.01 of the Adoption Agreement.

2.10 “Director” means a non-employee member of the Board who has been designated by the Employer as eligible
to participate in the Plan.
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2.11

2.12

2.13

2.14

2.15

2.16

2.17

2.18

2.19

2.20

2.21

“Disability” means a determination by the Administrator that the Participant is either (a) unable to engage in
any substantial gainful activity by reason of any medically determinable physical or mental impairment which can
be expected to result in death or can be expected to last for a continuous period of not less than 12 months, or
(b) is, by reason of any medically determinable physical or mental impairment which can be expected to result in
death or last for a continuous period of not less than twelve months, receiving income replacement benefits for a
period of not less than three months under an accident and health plan covering employees of the Employer.
Additionally, a Participant will be considered to have incurred a Disability if he is determined to be totally
disabled by the Social Security Administration or the Railroad Retirement Board.

“Eligible Employee” means an employee of the Employer who satisfies the requirements in Section 2.01 of the
Adoption Agreement.

“Employer” means the Plan Sponsor and any other entity which is authorized by the Plan Sponsor to
participate in and, in fact, does adopt the Plan.

“ERISA” means the Employee Retirement Income Security Act of 1974, as amended.

“Identification Date” means the date as of which Key Employees are determined which is specified in Section
1.06 of the Adoption Agreement.

“Key Employee " means an employee who satisfies the conditions set forth in Section 9.6.

“Participant” means an Eligible Employee or Director who commences participation in the Plan in accordance
with Article 3.

“Plan” means the unfunded plan of deferred compensation set forth herein, including the Adoption Agreement
and any trust agreement, as adopted by the Plan Sponsor and as amended from time to time.

“Plan Sponsor” means the entity identified in Section 1.03 of the Adoption Agreement or any successor by
merger, consolidation or otherwise.

“Plan Year” means the period identified in Section 1.02 of the Adoption Agreement.

“Related Employer” means the Employer and (a) any corporation that is a member of a controlled group of
corporations as defined in Code Section 414(b) that includes the Employer and (b) any trade or business
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2.22

2.23

that is under common control as defined in Code Section 414(c) that includes the Employer.
“Retirement” has the meaning specified in 6.01(f) of the Adoption Agreement.

“Separation from Service” means the date that the Participant dies, retires or otherwise has a termination of
employment with respect to all entities comprising the Related Employer. A Separation from Service does not
occur if the Participant is on military leave, sick leave or other bona fide leave of absence if the period of leave
does not exceed six months or such longer period during which the Participant’s right to re-employment is
provided by statute or contract. If the period of leave exceeds six months and the Participant’s right to re-
employment is not provided either by statute or contract, a Separation from Service will be deemed to have
occurred on the first day following the six-month period. If the period of leave is due to any medically
determinable physical or mental impairment that can be expected to result in death or can be expected to last for
a continuous period of not less than six months, where the impairment causes the Participant to be unable to
perform the duties of his or her position of employment or any substantially similar position of employment, a 29
month period of absence may be substituted for the six month period.

Whether a termination of employment has occurred is based on whether the facts and circumstances indicate
that the Related Employer and the Participant reasonably anticipated that no further services would be
performed after a certain date or that the level of bona fide services the Participant would perform after such
date (whether as an employee or as an independent contractor) would permanently decrease to no more than
20 percent of the average level of bona fide services performed (whether as an employee or an independent
contractor) over the immediately preceding 36 month period (or the full period of services to the Related
Employer if the employee has been providing services to the Related Employer for less than 36 months).

An independent contractor is considered to have experienced a Separation from Service with the Related
Employer upon the expiration of the contract (or, in the case of more than one contract, all contracts) under
which services are performed for the Related Employer if the expiration constitutes a good-faith and complete
termination of the contractual relationship.

If a Participant provides services as both an employee and an independent contractor of the Related Employer,
the Participant must separate from service both as an employee and as an independent
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2.24

2.25

contractor to be treated as having incurred a Separation from Service. If a Participant ceases providing services
as an independent contractor and begins providing services as an employee, or ceases providing services as an
employee and begins providing services as an independent contractor, the Participant will not be considered to
have experienced a Separation from Service until the Participant has ceased providing services in both
capacities.

If a Participant provides services both as an employee and as a member of the board of directors of a corporate
Related Employer (or an analogous position with respect to a noncorporate Related Employer), the services
provided as a director are not taken into account in determining whether the Participant has incurred a
Separation from Service as an employee for purposes of a nonqualified deferred compensation plan in which the
Participant participates as an employee that is not aggregated under Code Section 409A with any plan in which
the Participant participates as a director.

If a Participant provides services both as an employee and as a member of the board of directors of a corporate
related Employer (or an analogous position with respect to a noncorporate Related Employer), the services
provided as an employee are not taken into account in determining whether the Participant has experienced a
Separation from Service as a director for purposes of a nonqualified deferred compensation plan in which the
Participant participates as a director that is not aggregated under Code Section 409A with any plan in which the
Participant participates as an employee.

All determinations of whether a Separation from Service has occurred will be made in a manner consistent with
Code Section 409A and the final regulations thereunder.

“Unforeseeable Emergency” means a severe financial hardship of the Participant resulting from an illness or
accident of the Participant, the Participant’s spouse, the Participant’s Beneficiary, or the Participant's dependent
(as defined in Code Section 152, without regard to Code section 152(b)(1), (b)(2) and (d)(1)(B); loss of the
Participant’s property due to casualty; or other similar extraordinary and unforeseeable circumstances arising as
a result of events beyond the control of the Participant.

“Valuation Date” means each business day of the Plan Year that the New York Stock Exchange is open.
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2.26 “Years of Service” means each one year period for which the Participant receives service credit in accordance
with the provisions of Section 7.01(d) of the Adoption Agreement.
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3.1

3.2

ARTICLE 3 — PARTICIPATION

Participation. The Participants in the Plan shall be those Directors and employees of the Employer who satisfy
the requirements of Section 2.01 of the Adoption Agreement.

Termination of Participation. The Administrator may terminate a Participant’s participation in the Plan in a
manner consistent with Code Section 409A. If the Employer terminates a Participant’s participation before the
Participant experiences a Separation from Service the Participant’'s vested Accounts shall be paid in accordance

with the provisions of Article 9.

3-1




4.1

4.2

4.3

ARTICLE 4 — PARTICIPANT ELECTIONS

Deferral Agreement. If permitted by the Plan Sponsor in accordance with Section 4.01 of the Adoption
Agreement, each Eligible Employee and Director may elect to defer his Compensation within the meaning of
Section 3.01 of the Adoption Agreement by executing in writing or electronically, a deferral agreement in
accordance with rules and procedures established by the Administrator and the provisions of this Article 4.

A new deferral agreement must be timely executed for each Plan Year during which the Eligible Employee or
Director desires to defer Compensation. An Eligible Employee or Director who does not timely execute a deferral
agreement shall be deemed to have elected zero deferrals of Compensation for such Plan Year.

A deferral agreement may be changed or revoked during the period specified by the Administrator. Except as
provided in Section 9.3 or in Section 4.01(c) of the Adoption Agreement, a deferral agreement becomes
irrevocable at the close of the specified period.

Amount of Deferral. An Eligible Employee or Director may elect to defer Compensation in any amount
permitted by Section 4.01(a) of the Adoption Agreement.

Timing of Election to Defer.  Each Eligible Employee or Director who desires to defer Compensation otherwise
payable during a Plan Year must execute a deferral agreement within the period preceding the Plan Year
specified by the Administrator. Each Eligible Employee who desires to defer Compensation that is a Bonus must
execute a deferral agreement within the period preceding the Plan Year during which the Bonus is earned that is
specified by the Administrator, except that if the Bonus can be treated as performance based compensation as
described in Code Section 409A(a)(4)(B)(iii), the deferral agreement may be executed within the period specified
by the Administrator, which period, in no event, shall end after the date which is six months prior to the end of
the period during which the Bonus is earned, provided the Participant has performed services continuously from
the later of the beginning of the performance period or the date the performance criteria are established through
the date the Participant executed the deferral agreement and provided further that the compensation has not yet
become ‘readily ascertainable’ within the meaning of Reg. Sec 1.409A-2(a)(8). In addition, if the Compensation
gualifies as ‘fiscal year compensation’ within the meaning of Reg. Sec.
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4.4

1.409A-2(a)(6), the deferral agreement may be made not later than the end of the Employer’s taxable year
immediately preceding the first taxable year of the Employer in which any services are performed for which such
Compensation is payable.

Except as otherwise provided below, an employee who is classified or designated as an Eligible Employee
during a Plan Year or a Director who is designated as eligible to participate during a Plan Year may elect to
defer Compensation otherwise payable during the remainder of such Plan Year in accordance with the rules of
this Section 4.3 by executing a deferral agreement within the thirty (30) day period beginning on the date the
employee is classified or designated as an Eligible Employee or the date the Director is designated as eligible,
whichever is applicable, if permitted by Section 4.01(b)(ii) of the Adoption Agreement. If Compensation is based
on a specified performance period that begins before the Eligible Employee or Director executes his deferral
agreement, the election will be deemed to apply to the portion of such Compensation equal to the total amount
of Compensation for the performance period multiplied by the ratio of the number of days remaining in the
performance period after the election becomes irrevocable and effective over the total number of days in the
performance period. The rules of this paragraph shall not apply unless the Eligible Employee or Director can be
treated as initially eligible in accordance with Reg. Sec. 1.409A-2(a)(7).

Election of Payment Schedule and Form of Payment.

All elections of a payment schedule and a form of payment will be made in accordance with rules and
procedures established by the Administrator and the provisions of this Section 4.4.

(@) Ifthe Plan Sponsor has elected to permit annual distribution elections in accordance with Section 6.01(h)
of the Adoption Agreement the following rules apply. At the time an Eligible Employee or Director completes a
deferral agreement, the Eligible Employee or Director must elect a distribution event (which includes a specified
time) and a form of payment for the Compensation subject to the deferral agreement from among the options the
Plan Sponsor has made available for this purpose and which are specified in 6.01(b) of the Adoption Agreement.
Prior to the time required by Reg. Sec. 1.409A-2, the Eligible Employee or Director shall elect a distribution
event (which includes a specified time) and a form of payment for any Employer contributions that may be
credited to the Participant’s Account during the Plan Year. If an Eligible Employee or Director fails to elect a
distribution event, he shall be deemed to have elected Separation from Service as the distribution event. If he
fails to
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elect a form of payment, he shall be deemed to have elected a lump sum form of payment.

(b) If the Plan Sponsor has elected not to permit annual distribution elections in accordance with Section 6.01
(h) of the Adoption Agreement the following rules apply. At the time an Eligible Employee or Director first
completes a deferral agreement but in no event later than the time required by Reg. Sec. 1.409A-2, the Eligible
Employee or Director must elect a distribution event (which includes a specified time) and a form of payment for
amounts credited to his Account from among the options the Plan Sponsor has made available for this purpose
and which are specified in Section 6.01(b) of the Adoption Agreement. If an Eligible Employee or Director fails to
elect a distribution event, he shall be deemed to have elected Separation from Service in the distribution event.
If the fails to elect a form of payment, he shall be deemed to have elected a lump sum form of payment.
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5.1

5.2

ARTICLE 5 - EMPLOYER CONTRIBUTIONS

Matching Contributions.  If elected by the Plan Sponsor in Section 5.01(a) of the Adoption Agreement, the
Employer will credit the Participant’s Account with a matching contribution determined in accordance with the
formula specified in Section 5.01(a) of the Adoption Agreement. The matching contribution will be treated as
allocated to the Participant’s Account at the time specified in Section 5.01(a)(iii) of the Adoption Agreement.

Other Contributions. If elected by the Plan Sponsor in Section 5.01(b) of the Adoption Agreement, the
Employer will credit the Participant’s Account with a contribution determined in accordance with the formula or
method specified in Section 5.01(b) of the Adoption Agreement. The contribution will be treated as allocated to
the Participant's Account at the time specified in Section 5.01(b)(iii) of the Adoption Agreement.
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6.1

6.2

ARTICLE 6 — ACCOUNTS AND CREDITS

Establishment of Account.  For accounting and computational purposes only, the Administrator will establish
and maintain an Account on behalf of each Participant which will reflect the credits made pursuant to Section
6.2, distributions or withdrawals, along with the earnings, expenses, gains and losses allocated thereto,
attributable to the hypothetical investments made with the amounts in the Account as provided in Article 7. The
Administrator will establish and maintain such other records and accounts, as it decides in its discretion to be
reasonably required or appropriate to discharge its duties under the Plan.

Credits to Account. A Participant’s Account will be credited for each Plan Year with the amount of his elective
deferrals under Section 4.1 as soon as reasonably practicable following the time the amount subject to the
deferral election would otherwise have been payable to the Participant and the amount of Employer
contributions treated as allocated on his behalf under Article 5.
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7.1

7.2

ARTICLE 7 — INVESTMENT OF CONTRIBUTIONS

Investment Options. The amount credited to each Account shall be treated as invested in the investment
options designated for this purpose by the Administrator.

Adjustment of Accounts. The amount credited to each Account shall be adjusted for hypothetical investment
earnings, expenses, gains or losses in an amount equal to the earnings, expenses, gains or losses attributable
to the investment options selected by the party designated in Section 9.01 of the Adoption Agreement from
among the investment options provided in Section 7.1. If permitted by Section 9.01 of the Adoption Agreement,
a Participant (or the Participant’s Beneficiary after the death of the Participant) may, in accordance with rules
and procedures established by the Administrator, select the investments from among the options provided in
Section 7.1 to be used for the purpose of calculating future hypothetical investment adjustments to the Account
or to future credits to the Account under Section 6.2 effective as of the Valuation Date coincident with or next
following notice to the Administrator. Each Account shall be adjusted as of each Valuation Date to reflect: (a) the
hypothetical earnings, expenses, gains and losses described above; (b) amounts credited pursuant to Section
6.2; and (c) distributions or withdrawals. In addition, each Account may be adjusted for its allocable share of the
hypothetical costs and expenses associated with the maintenance of the hypothetical investments provided in
Section 7.1.
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8.1

8.2

8.3

ARTICLE 8 — RIGHT TO BENEFITS

Vesting. A Participant, at all times, has a 100% nonforfeitable interest in the amounts credited to his Account
attributable to his elective deferrals made in accordance with Section 4.1.

A Participant’s right to the amounts credited to his Account attributable to Employer contributions made in
accordance with Article 5 shall be determined in accordance with the relevant schedule and provisions in
Section 7.01 of the Adoption Agreement. Upon a Separation from Service and after application of the provisions
of Section 7.01 of the Adoption Agreement, the Participant shall forfeit the nonvested portion of his Account.

Death. The Plan Sponsor may elect to accelerate vesting upon the death of the Participant in accordance with
Section 7.01(c) of the Adoption Agreement and/or to accelerate distributions upon Death in accordance with
Section 6.01(b) or Section 6.01(d) of the Adoption Agreement. If the Plan Sponsor does not elect to accelerate
distributions upon death in accordance with Section 6.01(b) or Section 6.01(d) of the Adoption Agreement, the
vested amount credited to the Participant’s Account will be paid in accordance with the provisions of Article 9.

A Participant may designate a Beneficiary or Beneficiaries, or change any prior designation of Beneficiary
or Beneficiaries in accordance with rules and procedures established by the Administrator.

A copy of the death notice or other sufficient documentation must be filed with and approved by the
Administrator. If upon the death of the Participant there is, in the opinion of the Administrator, no designated
Beneficiary for part or all of the Participant’s vested Account, such amount will be paid to his estate (such estate
shall be deemed to be the Beneficiary for purposes of the Plan) in accordance with the provisions of Article 9.

Disability. If the Plan Sponsor has elected to accelerate vesting upon the occurrence of a Disability in
accordance with Section 7.01(c) of the Adoption Agreement and/or to permit distributions upon Disability in
accordance with Section 6.01(b) or Section 6.01(d) of the Adoption Agreement, the determination of whether a
Participant has incurred a Disability shall be made by the Administrator in its sole discretion in a manner
consistent with the requirements of Code Section 409A.
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9.1

9.2

9.3

ARTICLE 9 — DISTRIBUTION OF BENEFITS

Amount of Benefits. The vested amount credited to a Participant’s Account as determined under Articles 6, 7
and 8 shall determine and constitute the basis for the value of benefits payable to the Participant under the Plan.

Method and Timing of Distributions.  Except as otherwise provided in this Article 9, distributions under the
Plan shall be made in accordance with the elections made or deemed made by the Participant under Article 4.
Subject to the provisions of Section 9.6 requiring a six month delay for certain distributions to Key Employees,
distributions following a payment event shall commence at the time specified in Section 6.01(a) of the Adoption
Agreement. If permitted by Section 6.01(g) of the Adoption Agreement, a Participant may elect, at least twelve
months before a scheduled distribution event, to delay the payment date for a minimum period of sixty months
from the originally scheduled date of payment, provided the election does not take effect for at least twelve
months from the date on which the election is made. The distribution election change must be made in
accordance with procedures and rules established by the Administrator. The Participant may, at the same time
the date of payment is deferred, change the form of payment but such change in the form of payment may not
effect an acceleration of payment in violation of Code Section 409A or the provisions of Reg. Sec. 1.409A-2(b).
For purposes of this Section 9.2, a series of installment payments is always treated as a single payment and not
as a series of separate payments.

Unforeseeable Emergency. A Participant may request a distribution due to an Unforeseeable Emergency if the
Plan Sponsor has elected to permit Unforeseeable Emergency withdrawals under Section 8.01(a) of the
Adoption Agreement. The request must be in writing and must be submitted to the Administrator along with
evidence that the circumstances constitute an Unforeseeable Emergency. The Administrator has the discretion
to require whatever evidence it deems necessary to determine whether a distribution is warranted, and may
require the Participant to certify that the need cannot be met from other sources reasonably available to the
Participant. Whether a Participant has incurred an Unforeseeable Emergency will be determined by the
Administrator on the basis of the relevant facts and circumstances in its sole discretion, but, in no event, will an
Unforeseeable Emergency be deemed to exist if the hardship can be relieved: (a) through reimbursement or
compensation by
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9.4

9.5

9.6

insurance or otherwise, (b) by liquidation of the Participant’s assets to the extent such liquidation would not itself
cause severe financial hardship, or (c) by cessation of deferrals under the Plan. A distribution due to an
Unforeseeable Emergency must be limited to the amount reasonably necessary to satisfy the emergency need
and may include any amounts necessary to pay any federal, state, foreign or local income taxes and penalties
reasonably anticipated to result from the distribution. The distribution will be made in the form of a single lump
sum cash payment. If permitted by Section 8.01(b) of the Adoption Agreement, a Participant’s deferral elections
for the remainder of the Plan Year will be cancelled upon a withdrawal due to an Unforeseeable Emergency. If
the payment of all or any portion of the Participant’s vested Account is being delayed in accordance with Section
9.6 at the time he experiences an Unforeseeable Emergency, the amount being delayed shall not be subject to
the provisions of this Section 9.3 until the expiration of the six month period of delay required by section 9.6.

Payment Election Overrides. If the Plan Sponsor has elected one or more payment election overrides in
accordance with Section 6.01(d) of the Adoption Agreement, the following provisions apply. Upon the
occurrence of the first event selected by the Plan Sponsor, the remaining vested amount credited to the
Participant’s Account shall be paid in the form designated to the Participant or his Beneficiary regardless of
whether the Participant had made different elections of time and /or form of payment or whether the Participant
was receiving installment payments at the time of the event.

Cashouts Of Amounts Not Exceeding Stated Limit. If the vested amount credited to the Participant’s Account
does not exceed the limit established for this purpose by the Plan Sponsor in Section 6.01(e) of the Adoption
Agreement at the time he incurs a Separation from Service for any reason, the Employer shall distribute such
amount to the Participant at the time specified in Section 6.01(a) of the Adoption Agreement in a single lump
sum cash payment following such Separation from Service regardless of whether the Participant had made
different elections of time or form of payment as to the vested amount credited to his Account or whether the
Participant was receiving installments at the time of such termination. A Participant’s Account, for purposes of
this Section 9.5, shall include any amounts described in Section 1.3.

Required Delay in Payment to Key Employees . Except as otherwise provided in this Section 9.6, a
distribution made on account of Separation from Service (or Retirement, if applicable) to a Participant who is a
Key Employee as of the date of his Separation from Service (or Retirement, if
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applicable) shall not be made before the date which is six months after the Separation from Service (or
Retirement, if applicable). If payments to a Key Employee are delayed in accordance with this Section 9.6, the
payments to which the Key Employee would otherwise have been entitled during the six month period shall be
accumulated and paid in a single lump sum at the time specified in Section 6.01(a) of the Adoption Agreement
after the six month period elapses.

(a) A Participant is treated as a Key Employee if (i) he is employed by a Related Employer any of whose stock is
publicly traded on an established securities market, and (ii) he satisfies the requirements of Code Section 416(i)
(D)(A)(@), (i) or (iii), determined without regard to Code Section 416(i)(5), at any time during the twelve month
period ending on the Identification Date.

(b) A Participant who is a Key Employee on an Identification Date shall be treated as a Key Employee for
purposes of the six month delay in distributions for the twelve month period beginning on the first day of a month
no later than the fourth month following the Identification Date. The Identification Date and the effective date of
the delay in distributions shall be determined in accordance with Section 1.06 of the Adoption Agreement.

(c) The Plan Sponsor may elect to apply an alternative method to identify Participants who will be treated as Key
Employees for purposes of the six month delay in distributions if the method satisfies each of the following
requirements. The alternative method is reasonably designed to include all Key Employees, is an objectively
determinable standard providing no direct or indirect election to any Participant regarding its application, and
results in either all Key Employees or no more than 200 Key Employees being identified in the class as of any
date. Use of an alternative method that satisfies the requirements of this Section 9.6(c) will not be treated as a
change in the time and form of payment for purposes of Reg. Sec. 1.409A-2(b).

(d) The six month delay does not apply to payments described in Section 9.9(a),(b) or (d) or to payments that
occur after the death of the Participant. If the payment of all or any portion of the Participant’s vested Account is
being delayed in accordance with this Section 9.6 at the time he incurs a Disability which would otherwise
require a distribution under the terms of the Plan, no amount shall be paid until the expiration of the six month
period of delay required by this Section 9.6.

9-3




9.7

Change in Control. If the Plan Sponsor has elected to permit distributions upon a Change in Control, the
following provisions shall apply. A distribution made upon a Change in Control will be made at the time specified
in Section 6.01(a) of the Adoption Agreement in the form elected by the Participant in accordance with the
procedures described in Article 4. Alternatively, if the Plan Sponsor has elected in accordance with Section
11.02 of the Adoption Agreement to require distributions upon a Change in Control, the Participant’s remaining
vested Account shall be paid to the Participant or the Participant’s Beneficiary at the time specified in Section
6.01(a) of the Adoption Agreement as a single lump sum payment. A Change in Control, for purposes of the
Plan, will occur upon a change in the ownership of the Plan Sponsor, a change in the effective control of the
Plan Sponsor or a change in the ownership of a substantial portion of the assets of the Plan Sponsor, but only if
elected by the Plan Sponsor in Section 11.03 of the Adoption Agreement. The Plan Sponsor, for this purpose,
includes any corporation identified in this Section 9.7. All distributions made in accordance with this Section 9.7
are subject to the provisions of Section 9.6.

If a Participant continues to make deferrals in accordance with Article 4 after he has received a distribution due
to a Change in Control, the residual amount payable to the Participant shall be paid at the time and in the form
specified in the elections he makes in accordance with Article 4 or upon his death or Disability as provided in
Article 8.

Whether a Change in Control has occurred will be determined by the Administrator in accordance with the rules

and definitions set forth in this Section 9.7. A distribution to the Participant will be treated as occurring upon a

Change in Control if the Plan Sponsor terminates the Plan in accordance with Section 10.2 and distributes the

Participant’s benefits within twelve months of a Change in Control as provided in Section 10.3.

(a Relevant Corporations. To constitute a Change in Control for purposes of the Plan, the event must relate
to (i) the corporation for whom the Participant is performing services at the time of the Change in
Control, (ii) the corporation that is liable for the payment of the Participant’s benefits under the Plan
(or all corporations liable if more than one corporation is liable) but only if either the deferred
compensation is attributable to the performance of services by the Participant for such corporation (or
corporations) or there is a bona fide business purpose for such corporation (or corporations) to be
liable for such payment and, in either case, no significant purpose of making such corporation (or
corporations) liable for such payment is the avoidance of federal income tax, or (iii) a corporation that
is a
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majority shareholder of a corporation identified in (i) or (ii), or any corporation in a chain of corporations in
which each corporation is a majority shareholder of another corporation in the chain, ending in a
corporation identified in (i) or (ii). A majority shareholder is defined as a shareholder owning more than fifty
percent (50%) of the total fair market value and voting power of such corporation.

Stock Ownership. Code Section 318(a) applies for purposes of determining stock ownership. Stock
underlying a vested option is considered owned by the individual who owns the vested option (and
the stock underlying an unvested option is not considered owned by the individual who holds the
unvested option). If, however, a vested option is exercisable for stock that is not substantially vested
(as defined by Treasury Regulation Section 1.83-3(b) and (j)) the stock underlying the option is not
treated as owned by the individual who holds the option.

Change in the Ownership of a Corporation. A change in the ownership of a corporation occurs on the
date that any one person or more than one person acting as a group, acquires ownership of stock of
the corporation that, together with stock held by such person or group, constitutes more than fifty
percent (50%) of the total fair market value or total voting power of the stock of such corporation. If
any one person or more than one person acting as a group is considered to own more than fifty
percent (50%) of the total fair market value or total voting power of the stock of a corporation, the
acquisition of additional stock by the same person or persons is not considered to cause a change in
the ownership of the corporation (or to cause a change in the effective control of the corporation as
discussed below in Section 9.7(d)). An increase in the percentage of stock owned by any one person,
or persons acting as a group, as a result of a transaction in which the corporation acquires its stock in
exchange for property will be treated as an acquisition of stock. Section 9.7(c) applies only when
there is a transfer of stock of a corporation (or issuance of stock of a corporation) and stock in such
corporation remains outstanding after the transaction. For purposes of this Section 9.7(c), persons
will not be considered to be acting as a group solely because they purchase or own stock of the same
corporation at the same time or as a result of a public offering. Persons will, however, be considered
to be acting as a group if they are owners of a corporation that enters into a merger, consolidation,
purchase or acquisition of stock, or similar business transaction with the corporation. If a person,
including an entity, owns stock in both corporations that enter into a merger, consolidation, purchase
or acquisition of stock, or similar transaction, such shareholder is
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considered to be acting as a group with other shareholders in a corporation only with respect to ownership
in that corporation prior to the transaction giving rise to the change and not with respect to the ownership
interest in the other corporation.

Change in the effective control of a corporation. A change in the effective control of a corporation
occurs on the date that either (i) any one person, or more than one person acting as a group,
acquires (or has acquired during the twelve month period ending on the date of the most recent
acquisition by such person or persons) ownership of stock of the corporation possessing thirty
percent (30%) or more of the total voting power of the stock of such corporation, or (ii) a majority of
members of the corporation’s board of directors is replaced during any twelve month period by
directors whose appointment or election is not endorsed by a majority of the members of the
corporation’s board of directors prior to the date of the appointment or election, provided that for
purposes of this paragraph (ii), the term corporation refers solely to the relevant corporation identified
in Section 9.7(a) for which no other corporation is a majority shareholder for purposes of Section 9.7
(a). In the absence of an event described in Section 9.7(d)(i) or (i), a change in the effective control of
a corporation will not have occurred. A change in effective control may also occur in any transaction
in which either of the two corporations involved in the transaction has a change in the ownership of
such corporation as described in Section 9.7(c) or a change in the ownership of a substantial portion
of the assets of such corporation as described in Section 9.7(e). If any one person, or more than one
person acting as a group, is considered to effectively control a corporation within the meaning of this
Section 9.7(d), the acquisition of additional control of the corporation by the same person or persons
is not considered to cause a change in the effective control of the corporation or to cause a change in
the ownership of the corporation within the meaning of Section 9.7(c). For purposes of this Section
9.7(d), persons will or will not be considered to be acting as a group in accordance with rules similar
to those set forth in Section 9.7(c) with the following exception. If a person, including an entity, owns
stock in both corporations that enter into a merger, consolidation, purchase or acquisition of stock, or
similar transaction, such shareholder is considered to be acting as a group with other shareholders in
a corporation only with respect to the ownership in that corporation prior to the transaction giving rise
to the change and not with respect to the ownership interest in the other corporation.
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(e Change in the ownership of a substantial portion of a corporation’s assets. A change in the
ownership of a substantial portion of a corporation’s assets occurs on the date that any one person,
or more than one person acting as a group (as determined in accordance with rules similar to those
set forth in Section 9.7(d)), acquires (or has acquired during the twelve month period ending on the
date of the most recent acquisition by such person or persons) assets from the corporation that have
a total gross fair market value equal to or more than forty percent (40%) of the total gross fair market
value of all of the assets of the corporation immediately prior to such acquisition or acquisitions. For
this purpose, gross fair market value means the value of the assets of the corporation or the value of
the assets being disposed of determined without regard to any liabilities associated with such assets.
There is no Change in Control event under this Section 9.7(e) when there is a transfer to an entity
that is controlled by the shareholders of the transferring corporation immediately after the transfer. A
transfer of assets by a corporation is not treated as a change in ownership of such assets if the
assets are transferred to (i) a shareholder of the corporation (immediately before the asset transfer) in
exchange for or with respect to its stock, (ii) an entity, fifty percent (50%) or more of the total value or
voting power of which is owned, directly or indirectly, by the corporation, (iii) a person, or more than
one person acting as a group, that owns, directly or indirectly, fifty percent (50%) or more of the total
value or voting power of all the outstanding stock of the corporation, or (iv) an entity, at least fifty
(50%) of the total value or voting power of which is owned, directly or indirectly, by a person
described in Section 9.7(e)(iii). For purposes of the foregoing, and except as otherwise provided, a
person’s status is determined immediately after the transfer of assets.

Permissible Delays in Payment.  Distributions may be delayed beyond the date payment would otherwise
occur in accordance with the provisions of Articles 8 and 9 in any of the following circumstances as long as the
Employer treats all payments to similarly situated Participants on a reasonably consistent basis.

(a The Employer may delay payment if it reasonably anticipates that its deduction with respect to such
payment would be limited or eliminated by the application of Code Section 162(m). Payment must be
made during the Participant’s first taxable year in which the Employer reasonably anticipates, or
should reasonably anticipate, that if the payment is made during such year the deduction of such
payment will not be barred by the application of Code Section 162
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(m) or during the period beginning with the Participant’'s Separation from Service and ending on the later of
the last day of the Employer’s taxable year in which the Participant separates from service or the 15th day
of the third month following the Participant’s Separation from Service. If a scheduled payment to a
Participant is delayed in accordance with this Section 9.8(a), all scheduled payments to the Participant that
could be delayed in accordance with this Section 9.8(a) will also be delayed.

(b The Employer may also delay payment if it reasonably anticipates that the making of the payment will
violate federal securities laws or other applicable laws provided payment is made at the earliest date
on which the Employer reasonably anticipates that the making of the payment will not cause such
violation.

(c  The Employer reserves the right to amend the Plan to provide for a delay in payment upon such other
events and conditions as the Secretary of the Treasury may prescribe in generally applicable
guidance published in the Internal Revenue Bulletin.

Permitted Acceleration of Payment . The Employer may permit acceleration of the time or schedule of any
payment or amount scheduled to be paid pursuant to a payment under the Plan provided such acceleration
would be permitted by the provisions of Reg. Sec. 1.409A-3(j)(4), including the following events:

(@) Domestic Relations Order. A payment may be accelerated if such payment is made to an alternate
payee pursuant to and following the receipt and qualification of a domestic relations order as defined in
Code Section 414(p).

(b)  Compliance with Ethics Agreements and Legal Require  ments. A payment may be accelerated as
may be necessary to comply with ethics agreements with the Federal government or as may be
reasonably necessary to avoid the violation of Federal, state, local or foreign ethics law or conflicts of
laws, in accordance with the requirements of Code Section 409A.

(© [Reserved]

(d) FICA Tax. A payment may be accelerated to the extent required to pay the Federal Insurance
Contributions Act tax imposed under Code Sections 3101, 3121(a) and 3121(v)(2) of the Code with
respect to compensation deferred under the Plan (the “FICA Amount”). Additionally, a payment may be
accelerated to pay the
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(e)

(f)

@

income tax on wages imposed under Code Section 3401 of the Code on the FICA Amount and to pay the
additional income tax at source on wages attributable to the pyramiding Code Section 3401 wages and
taxes. The total payment under this subsection (d) may not exceed the aggregate of the FICA Amount
and the income tax withholding related to the FICA Amount.

Section 409A Additional Tax. A payment may be accelerated if the Plan fails to meet the requirements
of Code Section 409A; provided that such payment may not exceed the amount required to be included in
income as a result of the failure to comply with the requirements of Code Section 409A.

Offset. A payment may be accelerated in the Employer’s discretion as satisfaction of a debt of the
Participant to the Employer, where such debt is incurred in the ordinary course of the service relationship
between the Participant and the Employer, the entire amount of the reduction in any of the Employer’s
taxable years does not exceed $5,000, and the reduction is made at the same time and in the same
amount as the debt otherwise would have been due and collected from the Participant.

Other Events. A payment may be accelerated in the Administrator’s discretion in connection with such
other events and conditions as permitted by Code Section 409A.
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10.1

10.2

10.3

ARTICLE 10 - AMENDMENT AND TERMINATION

Amendment by Plan Sponsor. The Plan Sponsor reserves the right to amend the Plan (for itself and each
Employer) through action of its Board of Directors (or the Board’s designee). No amendment can directly or
indirectly deprive any current or former Participant or Beneficiary of all or any portion of his Account which had
accrued and vested prior to the amendment.

Plan Termination Following Change in Control or Cor porate Dissolution. If so elected by the Plan Sponsor
in 11.01 of the Adoption Agreement, the Plan Sponsor reserves the right to terminate the Plan and distribute all
amounts credited to all Participant Accounts within the 30 days preceding or the twelve months following a
Change in Control as determined in accordance with the rules set forth in Section 9.7. For this purpose, the Plan
will be treated as terminated only if all agreements, methods, programs and other arrangements sponsored by
the Related Employer immediately after the Change in Control which are treated as a single plan under Reg.
Sec. 1.409A-1(c)(2) are also terminated so that all participants under the Plan and all similar arrangements are
required to receive all amounts deferred under the terminated arrangements within twelve months of the date
the Plan Sponsor irrevocably takes all necessary action to terminate the arrangements. In addition, the Plan
Sponsor reserves the right to terminate the Plan within twelve months of a corporate dissolution taxed under
Code Section 331 or with the approval of a bankruptcy court pursuant to 11 U. S. C. Section 503(b)(1)(A)
provided that amounts deferred under the Plan are included in the gross incomes of Participants in the latest of
(a) the calendar year in which the termination and liquidation occurs, (b) the first calendar year in which the
amount is no longer subject to a substantial risk of forfeiture, or (c) the first calendar year in which payment is
administratively practicable.

Other Plan Terminations. The Plan Sponsor retains the discretion to terminate the Plan if (a) all arrangements
sponsored by the Plan Sponsor that would be aggregated with any terminated arrangement under Code Section
409A and Reg. Sec. 1.409A-1(c)(2) are terminated, (b) no payments other than payments that would be payable
under the terms of the arrangements if the termination had not occurred are made within twelve months of the
termination of the arrangements, (c) all payments are made within twenty-four months of the date the Plan
Sponsor takes all necessary action to irrevocably terminate and liquidate the arrangements, (d) the Plan
Sponsor does not adopt a new arrangement that would be aggregated with any terminated arrangement under
Code Section 409A and the regulations thereunder at any time within the three year period
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following the date of termination of the arrangement, and (e) the termination does not occur proximate to a
downturn in the financial health of the Plan sponsor. The Plan Sponsor also reserves the right to amend the Plan
to provide that termination of the Plan will occur under such conditions and events as may be prescribed by the
Secretary of the Treasury in generally applicable guidance published in the Internal Revenue Bulletin.
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11.1

11.2

11.3

ARTICLE 11 - THE TRUST

Establishment of Trust. The Plan Sponsor may but is not required to establish a trust to hold amounts which
the Plan Sponsor may contribute from time to time to correspond to some or all amounts credited to Participants
under Section 6.2. In the event that the Plan Sponsor wishes to establish a trust to provide a source of funds for
the payment of Plan benefits, any such trust shall be constructed to constitute an unfunded arrangement that
does not affect the status of the Plan as an unfunded plan for purposes of Title | of ERISA and the Code. If the
Plan Sponsor elects to establish a trust in accordance with Section 10.01 of the Adoption Agreement, the
provisions of Sections 11.2 and 11.3 shall become operative.

Rabbi Trust. Any trust established by the Plan Sponsor shall be between the Plan Sponsor and a trustee
pursuant to a separate written agreement under which assets are held, administered and managed, subject to
the claims of the Plan Sponsor’s creditors in the event of the Plan Sponsor’s insolvency. The trust is intended to
be treated as a rabbi trust in accordance with existing guidance of the Internal Revenue Service, and the
establishment of the trust shall not cause the Participant to realize current income on amounts contributed
thereto. The Plan Sponsor must notify the trustee in the event of a bankruptcy or insolvency.

Investment of Trust Funds.  Any amounts contributed to the trust by the Plan Sponsor shall be invested by the
trustee in accordance with the provisions of the trust and the instructions of the Administrator. Trust investments
need not reflect the hypothetical investments selected by Participants under Section 7.1 for the purpose of
adjusting Accounts and the earnings or investment results of the trust need not affect the hypothetical
investment adjustments to Participant Accounts under the Plan.




ARTICLE 12 — PLAN ADMINISTRATION

12.1 Powers and Responsibilities of the Administrator. The Administrator has the full power and the full
responsibility to administer the Plan in all of its details, subject, however, to the applicable requirements of
ERISA. The Administrator's powers and responsibilities include, but are not limited to, the following:

(@) To make and enforce such rules and procedures as it deems necessary or proper for the efficient
administration of the Plan;

(b)  Tointerpret the Plan, its interpretation thereof to be final, except as provided in Section 12.2, on all
persons claiming benefits under the Plan;

(© To decide all questions concerning the Plan and the eligibility of any person to participate in the Plan;
(d)  To administer the claims and review procedures specified in Section 12.2;

(e)  To compute the amount of benefits which will be payable to any Participant, former Participant or
Beneficiary in accordance with the provisions of the Plan;

® To determine the person or persons to whom such benefits will be paid;
()  To authorize the payment of benefits;
(h) To comply with the reporting and disclosure requirements of Part 1 of Subtitle B of Title | of ERISA;

0] To appoint such agents, counsel, accountants, and consultants as may be required to assist in
administering the Plan;

)] By written instrument, to allocate and delegate its responsibilities, including the formation of an
Administrative Committee to administer the Plan.
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12.2 Claims and Review Procedures.

@)

(b)

Claims Procedure.

If any person believes he is being denied any rights or benefits under the Plan, such person may file a
claim in writing with the Administrator. If any such claim is wholly or partially denied, the Administrator will
notify such person of its decision in writing. Such notification will contain (i) specific reasons for the denial,
(i) specific reference to pertinent Plan provisions, (iii) a description of any additional material or
information necessary for such person to perfect such claim and an explanation of why such material or
information is necessary, and (iv) a description of the Plan’s review procedures and the time limits
applicable to such procedures, including a statement of the person'’s right to bring a civil action following
an adverse decision on review. Such notification will be given within 90 days (45 days in the case of a
claim regarding Disability) after the claim is received by the Administrator. The Administrator may extend
the period for providing the notification by 90 days (30 days in the case of a claim regarding Disability) if
special circumstances require an extension of time for processing the claim and if written notice of such
extension and circumstance is given to such person within the initial 90 day period (45 day period in the
case of a claim regarding Disability). If such notification is not given within such period, the claim will be
considered denied as of the last day of such period and such person may request a review of his claim.

Review Procedure.

Within 60 days (180 days in the case of a claim regarding Disability) after the date on which a person
receives a written notification of denial of claim (or, if written notification is not provided, within 60 days
(180 days in the case of a claim regarding Disability) of the date denial is considered to have occurred),
such person (or his duly authorized representative) may (i) file a written request with the Administrator for
a review of his denied claim and of pertinent documents and (ii) submit written issues and comments to
the Administrator. The Administrator will notify such person of its decision in writing. Such notification will
be written in a manner calculated to be understood by such person and will contain specific reasons for
the decision as well as specific references to pertinent Plan provisions. The notification will explain that
the




12.3

(€)

person is entitled to receive, upon request and free of charge, reasonable access to and copies of all
pertinent documents and has the right to bring a civil action following an adverse decision on review. The
decision on review will be made within 60 days (45 days in the case of a claim regarding Disability). The
Administrator may extend the period for making the decision on review by 60 days (45 days in the case of
a claim regarding Disability) if special circumstances require an extension of time for processing the
request such as an election by the Administrator to hold a hearing, and if written notice of such extension
and circumstances is given to such person within the initial 60-day period (45 days in the case of a claim
regarding Disability). If the decision on review is not made within such period, the claim will be considered
denied.

Exhaustion of Claims Procedures and Right to Bring Legal Claim

No action at law or equity shall be brought more than one (1) year after the Administrator’s affirmation of
a denial of a claim, or, if earlier, more than four (4) years after the facts or events giving rising to the
claimant’s allegation(s) or claim(s) first occurred.

Plan Administrative Costs. All reasonable costs and expenses (including legal, accounting, and employee
communication fees) incurred by the Administrator in administering the Plan shall be paid by the Plan to the
extent not paid by the Employer.




13.1

13.2

13.3

13.4

135

ARTICLE 13 — MISCELLANEOUS

Unsecured General Creditor of the Employer. Participants and their Beneficiaries, heirs, successors and
assigns shall have no legal or equitable rights, interests or claims in any property or assets of the Employer. For
purposes of the payment of benefits under the Plan, any and all of the Employer’s assets shall be, and shall
remain, the general, unpledged, unrestricted assets of the Employer. Each Employer's obligation under the Plan
shall be merely that of an unfunded and unsecured promise to pay money in the future.

Employer’s Liability . Each Employer’s liability for the payment of benefits under the Plan shall be defined only
by the Plan and by the deferral agreements entered into between a Participant and the Employer. An Employer
shall have no obligation or liability to a Participant under the Plan except as provided by the Plan and a deferral
agreement or agreements. An Employer shall have no liability to Participants employed by other Employers.

Limitation of Rights . Neither the establishment of the Plan, nor any amendment thereof, nor the creation of
any fund or account, nor the payment of any benefits, will be construed as giving to the Participant or any other
person any legal or equitable right against the Employer, the Plan or the Administrator, except as provided
herein; and in no event will the terms of employment or service of the Participant be modified or in any way
affected hereby.

Anti-Assignment . Except as may be necessary to fulfill a domestic relations order within the meaning of Code
Section 414(p), none of the benefits or rights of a Participant or any Beneficiary of a Participant shall be subject
to the claim of any creditor. In particular, to the fullest extent permitted by law, all such benefits and rights shall
be free from attachment, garnishment, or any other legal or equitable process available to any creditor of the
Participant and his or her Beneficiary. Neither the Participant nor his or her Beneficiary shall have the right to
alienate, anticipate, commute, pledge, encumber, or assign any of the payments which he or she may expect to
receive, contingently or otherwise, under the Plan, except the right to designate a Beneficiary to receive death
benefits provided hereunder. Notwithstanding the preceding, the benefit payable from a Participant’s Account
may be reduced, at the discretion of the administrator, to satisfy any debt or liability to the Employer.

Facility of Payment . If the Administrator determines, on the basis of medical reports or other evidence
satisfactory to the Administrator, that the recipient of
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13.6

13.7

13.8

any benefit payments under the Plan is incapable of handling his affairs by reason of minority, iliness, infirmity or
other incapacity, the Administrator may direct the Employer to disburse such payments to a person or institution
designated by a court which has jurisdiction over such recipient or a person or institution otherwise having the
legal authority under State law for the care and control of such recipient. The receipt by such person or
institution of any such payments therefore, and any such payment to the extent thereof, shall discharge the
liability of the Employer, the Plan and the Administrator for the payment of benefits hereunder to such recipient.

Notices. Any notice or other communication to the Employer or Administrator in connection with the Plan shall
be deemed delivered in writing if addressed to the Plan Sponsor at the address specified in Section 1.03 of the
Adoption Agreement and if either actually delivered at said address or, in the case or a letter, 5 business days
shall have elapsed after the same shall have been deposited in the United States mails, first-class postage
prepaid and registered or certified.

Tax Withholding . If the Employer concludes that tax is owing with respect to any deferral or payment
hereunder, the Employer shall withhold such amounts from any payments due the Participant or from amounts
deferred, as permitted by law, or otherwise make appropriate arrangements with the Participant or his
Beneficiary for satisfaction of such obligation. Tax, for purposes of this Section 13.7 means any federal, state,
local or any other governmental income tax, employment or payroll tax, excise tax, or any other tax or
assessment owing with respect to amounts deferred, any earnings thereon, and any payments made to
Participants under the Plan.

Indemnification. (a) Each Indemnitee (as defined in Section 13.8(e)) shall be indemnified and held harmless by
the Employer for all actions taken by him and for all failures to take action (regardless of the date of any such
action or failure to take action), to the fullest extent permitted by the law of the jurisdiction in which the Employer
is incorporated, against all expense, liability, and loss (including, without limitation, attorneys' fees, judgments,
fines, taxes, penalties, and amounts paid or to be paid in settlement) reasonably incurred or suffered by the
Indemnitee in connection with any Proceeding (as defined in Subsection (e)). No indemnification pursuant to this
Section shall be made, however, in any case where (1) the act or failure to act giving rise to the claim for
indemnification is determined by a court to have constituted willful misconduct or recklessness or (2) there is a
settlement to which the Employer does not consent.

(b) The right to indemnification provided in this Section shall include the right to have the expenses incurred by
the Indemnitee in defending any Proceeding paid by the Employer in advance of the final disposition of the
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13.9

13.10

13.11

Proceeding, to the fullest extent permitted by the law of the jurisdiction in which the Employer is incorporated:;
provided that, if such law requires, the payment of such expenses incurred by the Indemnitee in advance of the
final disposition of a Proceeding shall be made only on delivery to the Employer of an undertaking, by or on
behalf of the Indemnitee, to repay all amounts so advanced without interest if it shall ultimately be determined
that the Indemnitee is not entitled to be indemnified under this Section or otherwise.

(c) Indemnification pursuant to this Section shall continue as to an Indemnitee who has ceased to be such and

shall inure to the benefit of his heirs, executors, and administrators. The Employer agrees that the undertakings
made in this Section shall be binding on its successors or assigns and shall survive the termination, amendment
or restatement of the Plan.

(d) The foregoing right to indemnification shall be in addition to such other rights as the Indemnitee may enjoy
as a matter of law or by reason of insurance coverage of any kind and is in addition to and not in lieu of any
rights to indemnification to which the Indemnitee may be entitled pursuant to the by-laws of the Employer.

(e) For the purposes of this Section, the following definitions shall apply:

(1) "Indemnitee" shall mean each person serving as an Administrator (or any other person who is an employee,
director, or officer of the Employer) who was or is a party to, or is threatened to be made a party to, or is
otherwise involved in, any Proceeding, by reason of the fact that he is or was performing administrative functions
under the Plan.

(2) "Proceeding" shall mean any threatened, pending, or completed action, suit, or proceeding (including,
without limitation, an action, suit, or proceeding by or in the right of the Employer), whether civil, criminal,
administrative, investigative, or through arbitration.

Successors . The provisions of the Plan shall bind and inure to the benefit of the Plan Sponsor, the Employer
and their successors and assigns and the Participant and the Participant’s designated Beneficiaries.

Disclaimer. It is the Plan Sponsor’s intention that the Plan comply with the requirements of Code Section 409A.
Neither the Plan Sponsor nor the Employer shall have any liability to any Participant should any provision of the
Plan fail to satisfy the requirements of Code Section 409A.

Governing Law . The Plan will be construed, administered and enforced according to the laws of the State
specified by the Plan Sponsor in Section 12.01 of the Adoption Agreement.
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1.01

1.02

1.03

Exhibit 10.27

ADOPTION AGREEMENT

PREAMBLE
By the execution of this Adoption Agreement the Plan Sponsor
hereby [complete (a) or (b)]

€) adopts a new plan as of January 1, 2014 [month, day, year]

(o) O amends and restates its existing plan as of [month, day, year] which is the Amendment Restatement
Date. Except as otherwise provided in Appendix A, all amounts deferred under the Plan prior to the Amendment
Restatement Date shall be governed by the terms of the Plan as in effect on the day before the Amendment
Restatement Date.

Original Effective Date: [month, day, year]

Pre-409A Grandfathering: [0 Yes [O No

PLAN

Plan Name: VMware, Inc. Non-Qualified Deferred Compensation Plan
Plan Year: Year ending December 31

PLAN SPONSOR

Name: VMware, Inc.

Mailing Address: 3401 Hillview Avenue, Palo Alto, CA 94304

Physical Address: 900 Arastradero Road, Building C, Palo Alto, CA 94304
Phone # : 650-427-4361

EIN: 94-3292913

Fiscal Yr: Year ending December 31

Is stock of the Plan Sponsor, any Employer or any Related Employer publicly traded on an established securities market?

Yes O No




1.04 EMPLOYER

1.05

1.06

The following entities, in addition to the Plan Sponsor, have been authorized by the Plan Sponsor to participate in and
have adopted the Plan (insert “Not Applicable” if none have been authorized):

Entity Publicly Traded on Est. Securities Market

Yes No

Nicira, Inc. O
O O

O O

O O

O O

O O

ADMINISTRATOR

The Plan Sponsor has designated the following party or parties to be responsible for the administration of the Plan:

Name: Persons delegated authority by the Compensation & Corporate Governance Committee

Address:

Note : The Administrator is the person or persons designated by the Plan Sponsor to be responsible for the administration
of the Plan. Neither Fidelity Employer Services Company nor any other Fidelity affiliate can be the Administrator.

KEY EMPLOYEE DETERMINATION DATES

The Employer has designated December 31 as the Identification Date for purposes of determining Key Employees.
In the absence of a designation, the Identification Date is December 31.

The Employer has designated April 1 as the effective date for purposes of applying the six month delay in distributions to
Key Employees.

In the absence of a designation, the effective date is the first day of the fourth month following the Identification Date.
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2.01 PARTICIPATION

(@ Employees [complete (i), (ii) or (iii)]
® Eligible Employees are selected by the Employer.

@y 0O Eligible Employees are those employees of the Employer who satisfy the following
criteria:

@ O Employees are not eligible to participate.
(b) Directors [complete (i), (ii) or (iii)]
@ ad All Directors are eligible to participate.
@y 0O Only Directors selected by the Employer are eligible to participate.

(iii) Directors are not eligible to participate.




3.01 COMPENSATION

For purposes of determining Participant contributions under Article 4 and Employer contributions under Article 5,
Compensation shall be defined in the following manner [complete (a) or (b) and select (c) and/or (d), if applicable]:

(a) Compensation is defined as:
Base Salary, Semi-Annual Bonus and Commissions

() 0O Compensation as defined in [insert name of qualified plan] without regard to
the limitation in Section 401(a)(17) of the Code for such Plan Year.

(c) O Director Compensation is defined as:

(@ O Compensation shall, for all Plan purposes, be limited to $

(e) O Not Applicable.

3.02 BONUSES

Compensation, as defined in Section 3.01 of the Adoption Agreement, includes the following type of bonuses that will be
the subject of a separate deferral election:

Will be treated as Performance

Type Based Compensation
Yes No
Semi-Annual Bonus

OO oO0oogo O
O o0Ooag

O Not Applicable.




4.01 PARTICIPANT CONTRIBUTIONS

If Participant contributions are permitted, complete (a), (b), and (c). Otherwise

complete (d).

@)

Amount of Deferrals

A Participant may elect within the period specified in Section 4.01(b) of the Adoption Agreement to defer the

following amounts of remuneration. For each type of remuneration listed, complete “dollar amount” and / or

“percentage amount”.

(i) Compensation Other than Bonuses [do not complete if you complete (iii)]

Dollar Amount % Amount
Type of Remuneration Min Max Min Max Increme
(a) Base Salary 5% 75% 1%
(b) Commissions 5% 100% 1%
(©)

Note: The increment is required to determine the permissible deferral amounts. For example, a minimum of 0% and

maximum of 20% with a 5% increment would allow an individual to defer 0%, 5%, 10%, 15% or 20%.

(i) Bonuses [do not complete if you complete (iii)]

Dollar Amount % Amount
Type of Bonus Min Max Min Max Increme
(a) Semi-Annual Bonus 5% 100% 1%
(b)
(©)
(iii) Compensation [do not complete if you completed (i) and (ii)]
Dollar Amount % Amount
Min Max Min Max Increment
(iv) Director Compensation
Dollar Amount % Amount
Type of Compensation Min Max Min Max Increme

Annual Retainer

Meeting Fees

Other:

Other:




(b)

(©

(d)

Election Period
(i) Performance Based Compensation

A special election period

O Does Does Not

apply to each eligible type of performance based compensation referenced in Section 3.02 of the Adoption
Agreement.

The special election period, if applicable, will be determined by the Employer.
(i) Newly Eligible Participants

An employee who is classified or designated as an Eligible Employee during a Plan Year

May O May Not

elect to defer Compensation earned during the remainder of the Plan Year by completing a deferral agreement
within the 30 day period beginning on the date he is eligible to participate in the Plan.

Revocation of Deferral Agreement
A Participant’s deferral agreement

will

O  Will Not
be cancelled for the remainder of any Plan Year during which he receives a hardship distribution of elective
deferrals from a qualified cash or deferred arrangement maintained by the Employer to the extent necessary to
satisfy the requirements of Reg. Sec. 1.401(k)-1(d)(3). If cancellation occurs, the Participant may resume
participation in accordance with Article 4 of the Plan.

No Participant Contributions

O Participant contributions are not permitted under the Plan.
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5.01

EMPLOYER CONTRIBUTIONS

If Employer contributions are permitted, complete (a) and/or (b). Otherwise
complete (c).

@)

Matching Contributions

(i)

(ii)

Amount

For each Plan Year, the Employer shall make a Matching Contribution on behalf of each Participant who defers
Compensation for the Plan Year and satisfies the requirements of Section 5.01(a)(ii) of the Adoption Agreement
equal to [complete the ones that are applicable]:

A 0O [insert percentage] of the Compensation the Participant has elected to defer for the Plan
Year

(B) An amount determined by the Employer in its sole discretion

(© 0O Matching Contributions for each Participant shall be limited to $ and/or % of
Compensation.

(D) 0O Other:

() O Not Applicable [Proceed to Section 5.01(b)]
Eligibility for Matching Contribution

A Participant who defers Compensation for the Plan Year shall receive an allocation of Matching Contributions
determined in accordance with Section 5.01(a)(i) provided he satisfies the following requirements [complete the
ones that are applicable]:

(A) O Describe requirements:

(B) Is selected by the Employer in its sole discretion to receive an allocation of
Matching Contributions

© O No requirements




(iiif) Time of Allocation

Matching Contributions, if made, shall be treated as allocated [select one]:

A O As of the last day of the Plan Year

(B) At such times as the Employer shall determine in it sole discretion

© O At the time the Compensation on account of which the Matching
Contribution is being made would otherwise have been paid to the
Participant

(D) 0O Other:

(b) Other Contributions
(i) Amount

The Employer shall make a contribution on behalf of each Participant who satisfies the requirements of Section
5.01(b)(ii) equal to [complete the ones that are applicable]:

(A) O An amountequalto ____ [insert number] % of the Participant’s
Compensation

(B) An amount determined by the Employer in its sole discretion

(© O Contributions for each Participant shall be limitedto $

(D) O Other:

() O Not Applicable [Proceed to Section 6.01]




(ii) Eligibility for Other Contributions

A Participant shall receive an allocation of other Employer contributions determined in accordance with Section
5.01(b)(i) for the Plan Year if he satisfies the following requirements [complete the one that is applicable]:

A O Describe requirements:

B Is selected by the Employer in its sole discretion to receive an
y ploy
allocation of other Employer contributions

© O No requirements
(iii) Time of Allocation

Employer contributions, if made, shall be treated as allocated [select one]:

A O As of the last day of the Plan Year

(B) At such time or times as the Employer shall determine in its sole
discretion

© O Other:

(c) No Employer Contributions

O Employer contributions are not permitted under the Plan.
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6.01

DISTRIBUTIONS

The timing and form of payment of distributions made from the Participant’s vested Account shall be made in accordance
with the elections made in this Section 6.01 of the Adoption Agreement except when Section 9.6 of the Plan requires a six
month delay for certain distributions to Key Employees of publicly traded companies.

(a) Timing of Distributions

0] All distributions shall commence in accordance with the following [choose one]:
(A) O As soon as administratively feasible following the distribution event but in no event later tha
prescribed by Treas. Reg. Sec. 1.409A-3(d).
(B) O Monthly on specified day [insert day]
© O Semi-Annually on specified month and day (January 1 or July 1) [insert month and day]
(D) Calendar quarter on specified month and day [ 1 £ month of quarter (insert 1,2 or 3); 1=

day (insert day)]

(ii) The timing of distributions as determined in Section 6.01(a)(i) shall be modified by the adoption of:

(A) Event Delay — Distribution events other than those based on Specified Date or Specified A(
treated as not having occurred for six (6) months [insert number of months].

(B) O Hold Until Next Year — Distribution events other than those based on Specified Date or Spe
will be treated as not having occurred for twelve months from the date of the event if payme
pursuant to Section 6.01(a)(i) will thereby occur in the next calendar year or on the first pay
in the next calendar year in all other cases.

<o Immediate Processing — The timing method selected by the Plan Sponsor under Section 6.
shall be overridden for the following distribution events [insert events]:

(D) O Not applicable.
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(b) Distribution Events

Participants may elect the following payment events and the associated form or forms of payment. If Separation from
Service is selected below, a Participant must elect Separation from Service as a payment event. If multiple events are

selected, the earliest to occur will trigger payment. For installments, insert the range of available periods (e.g., 5-15) or
insert the periods available (e.g., 5,7,9).

Lump Sum Installments
0] Specified Date X 5,11 or 15 years

@ 0O Specified Age

years

(iii) Separation from Service X 5,11 or 15 years

(ivy, 0O Separation from Service plus 6 months years

(v) 0O Separation from Service plus months [not to ______years
exceed months]

(viy O Retirement years

(viip O Retirement plus 6 months years

(vii) O  Retirement plus months [not to exceed years
months]

(ix) O Disability years

(Cpm| Death years

(xi)y O Change in Control years

The minimum deferral period for Specified Date or Specified Age event shall be three (3) years.
Installments may be paid [select each that applies]

O Monthly
O Quarterly
Annually

(c) Specified Date and Specified Age elections may not extend beyond age Not Applicable [insert age or “Not Applicable”
if no maximum age applies].
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(d) Payment Election Override

Payment of the remaining vested balance of the Participant's Account will automatically occur at the time specified in
Section 6.01(a) of the Adoption Agreement in the form indicated upon the earliest to occur of the following events
[check each event that applies and for each event include only a single form of payment]:

EVENTS FORM OF PAYMENT
O  Separation from Service Lump sum Installments
O Sepa_lration from _

Service before Retirement Lump sum Installments
Death X Lump sum Installments
Disability X Lump sum Installments
O  Not Applicable

(e) Involuntary Cashouts

If the Participant’s vested Account at the time of his Separation from Service does not exceed $
50,000 distribution of the vested Account shall automatically be made in the form of a single lump

————

sum in accordance with Section 9.5 of the Plan.
O There are no involuntary cashouts.

() Retirement

O Retirement shall be defined as a Separation from Service that occurs on or after
the Participant [insert description of requirements]:

No special definition of Retirement applies.
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(g) Distribution Election Change

A Participant

Shall

O  Shall Not
be permitted to modify a scheduled distribution date and/or payment option in accordance with Section 9.2 of the Plan.
A Participant shall generally be permitted to elect such modification two (2) number of times.
Administratively, allowable distribution events will be modified to reflect all options necessary to fulfill the distribution
change election provision.

(h) Frequency of Elections
The Plan Sponsor

Has

O Has Not
Elected to permit annual elections of a time and form of payment for amounts deferred under the Plan. If a single

election of a time and/or form of payment is required, the Participant will make such election at the time he first
completes a deferral agreement which, in all cases, will be no later than the time required by Reg. Sec. 1.409A-2.
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7.01 VESTING
(a) Matching Contributions

The Participant’s vested interest in the amount credited to his Account attributable to Matching Contributions shall be
based on the following schedule:

O Years of Service Vesting %
0 (insert *100’ if there is immediate vesting)
1
2
3
4
5
6
7
8
9
Other:

As determined by the Administrator

O Class year vesting applies.

O Not applicable.

(b) Other Employer Contributions

The Participant’s vested interest in the amount credited to his Account attributable to Employer contributions other than
Matching Contributions shall be based on the following schedule:
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Years of Service Vesting %
0

© 00 N o 0o b~ W DN PP

Other:
As determined by the Administrator

Class year vesting applies.

Not applicable.
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(c) Acceleration of Vesting

A Participant’s vested interest in his Account will automatically be 100% upon the occurrence of the following events:
[select the ones that are applicable]:

H O Death

iy O Disability

@iy 0O Change in Control

(iv), O Eligibility for Retirement

(V) Other: As determined by the Administrator
(viy O Not applicable.

(d) Years of Service

(i) A Participant’s Years of Service shall include all service performed for the Employer and

O Shall
Shall Not

include service performed for the Related Employer.
(i)  Years of Service shall also include service performed for the following entities:

(iif) Years of Service shall be determined in accordance with (select one)

A) O The elapsed time method in Treas. Reg. Sec. 1.410(a)-7
(B) 0O The general method in DOL Reg. Sec. 2530.200b-1 through b-4

© O The Participant’s Years of Service credited under [insert name of plan]

(D) Other: As determined by the Administrator
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(iv) O Not applicable.
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8.01 UNFORESEEABLE EMERGENCY

(@) A withdrawal due to an Unforeseeable Emergency as defined in Section 2.24:

will
O Will Not [if Unforeseeable Emergency withdrawals are not permitted, proceed to Section
9.01]
be allowed.

(b) Upon a withdrawal due to an Unforeseeable Emergency, a Participant’s deferral election for the remainder of the

Plan Year:
Will
O Will Not

be cancelled. If cancellation occurs, the Participant may resume participation in accordance with Article 4 of the
Plan.
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9.01 INVESTMENT DECISIONS

Investment decisions regarding the hypothetical amounts credited to a Participant’s Account shall be made by [select one]:

€) The Participant or his Beneficiary

(b) O The Employer

-19 -




10.01 TRUST

The Employer [select one]:

Does
O Does Not

intend to establish a rabbi trust as provided in Article 11 of the Plan.
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11.01 TERMINATION UPON CHANGE IN CONTROL

11.02

11.03

The Plan Sponsor

O

Reserves
Does Not Reserve

the right to terminate the Plan and distribute all vested amounts credited to Participant Accounts upon a Change in Control
as described in Section 9.7.

AUTOMATIC DISTRIBUTION UPON CHANGE IN CONTROL

Distribution of the remaining vested balance of each Participant’s Account

O Shall

Shall Not

automatically be paid as a lump sum payment upon the occurrence of a Change in  Control as provided in Section 9.7.

CHANGE IN CONTROL

A Change in Control for Plan purposes includes the following [select each definition that applies]:

(@)
(b)
©
(@ 0O

A change in the ownership of the Employer as described in Section 9.7(c) of the Plan.
A change in the effective control of the Employer as described in Section 9.7(d) of the Plan.

A change in the ownership of a substantial portion of the assets of the Employer as described in Section 9.7
(e) of the Plan.

Not Applicable.
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12.01 GOVERNING STATE LAW

The laws of California shall apply in the administration of the Plan to the extent not preempted by ERISA.
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EXECUTION PAGE

The Plan Sponsor has caused this Adoption Agreement to be executed this 23rd day of December, 2013.

PLAN SPONSOR: VMware, Inc.

By: Denise Devlin

Title: VP Total Rewards
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APPENDIX A
SPECIAL EFFECTIVE DATES

Not Applicable
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Exhibit 10.28

July 18, 2013

Dear Sanjay,

We are pleased to offer you a position with VMware, Inc. (the “ Company ") as Executive Vice President and General Manager EUC,
commencing on August 5, 2013. You will report to Pat Gelsinger, the Company’s Chief Executive Officer.

VMware is extending this offer to you based upon your general knowledge, experience, skills and abilities, and not because of your knowledge
of any confidential information or trade secrets of any current or former employer or any other entity or person. By signing this offer letter, you
agree that you have received, read, understand and agree to comply with VMware’s standard form Employment Agreement (copy enclosed) in
which you agree, among other things, as a condition of employment at VMware, that you will not use or disclose any proprietary information or
trade secrets of any former or concurrent employer or other person or entity and that you will not bring onto the premises of VMware (including
VMware information systems) any unpublished document or proprietary information belonging to any former or concurrent employer, person or
entity unless consented to in writing by the employer, person or entity.

SALARY: Your annual salary of $600,000 will be paid semi-monthly in accordance with the Company’s normal payroll procedures. The
Company, in its sole discretion, may modify job titles, job duties, and managers from time to time as it deems necessary. As a full-time exempt
employee you will be eligible to participate in the Company's benefit plans and programs, which may be amended from time to time.

BONUS: You will be eligible to participate in VMware’s bonus program as it may be amended from time to time. You will be eligible for an
annual target bonus opportunity of 100% of your eligible compensation. Pursuant to the terms and conditions set forth in VMware’s bonus plan,
any bonus for which you become eligible will be measured and funded on a semi-annual basis, with the actual payout based on achievement of
VMware financial goals and your individual performance, as approved by management. Any bonus payment for your initial period of
employment will be prorated based on your actual start date. VMware reserves the right to modify or discontinue your bonus opportunity at any
time.

SIGN-ON BONUS: You are eligible to earn a sign-on bonus of $600,000, less applicable withholdings. This amount will be paid within forty-
five (45) days of your start date. You will earn this sign-on bonus only if you remain employed with the Company for at least one (1) year from
your start date. If you voluntarily terminate your employment for any reason within one (1) year of your start date, you will not earn the sign-on
bonus, and will be obligated to immediately return to the Company the full amount of your sign-on bonus. By accepting this offer, you agree to
promptly reimburse the Company for the full amount of your sign-on bonus if you do not earn it (as defined in this paragraph).

EQUITY : A recommendation will be made to the Compensation and Corporate Governance Committee of VMware’s Board of Directors (the “
Committee ") that you be granted equity awards with a total target value of $8,500,000 (the " Target Value ") for shares of VMware Class A
common stock at a meeting of the Committee after your date of hire. Subject to Committee approval, $3,500,000 of the Target Value will

be awarded as restricted stock units (“ RSUs "), $4,000,000 of the Target Value will be awarded as an option to purchase VMware common
stock (" stock option ") and $1,000,000 of the Target Value will be awarded as performance stock units (“ PSUs ”). The vesting, exercise
price and other terms of the PSUs, stock option and RSUs, as applicable, will be set by the Committee at that meeting. The stock option,
RSUs and PSUs granted to you will be governed by the terms of the applicable grant agreement and the VMware 2007 Equity and Incentive
Plan. The details of the grant recommendation are as follows:
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RSU’s . The number of RSUs granted to you will be determined as follows: $3,500,000 divided by the average of the closing sale
price per share of VMware Class A Common Stock for the 45 trading days ending on (and inclusive of) the last trading day of the
month in which your employment commences. Subject to the terms of the VMware 2007 Equity and Incentive Plan, these RSUs will
vest over four years, with 25% of the RSUs vesting after 12 months and the remaining shares vesting thereafter at 12.5% semi-
annually.

Stock Option . The number of stock options granted to you will be determined as follows: $4,000,000 divided by 0.3 times the
average of the closing sale price per share of VMware Class A Common Stock for the 45 trading days ending on (and inclusive of) the
last trading day of the month in which your employment commences. Subject to the terms of the VMware 2007 Equity and Incentive
Plan, this stock option will vest over four years, with 25% of the shares subject to the option vesting after 12 months, and the remaining
shares vesting thereafter at 2.08% per month. The option exercise price will be equal to the fair market value of VMware Class A
common stock on the date of the grant.

PSU’s . PSUs are performance-based equity awards that are convertible into a number of shares of VMware Class A common stock
based upon the level of performance achieved in comparison to predetermined metrics. Your PSU grant will vest at the conclusion of
specified performance and service periods that will be determined by the Committee (the “ PSU Vesting Date”) . The Committee will
determine the extent to which performance objectives specified in the PSU grant agreement have been achieved . The Committee will
make its determination no later than sixty days after the end of the applicable performance period. Vesting will not occur, and no
shares will be issued, for performance below minimum thresholds specified in the grant agreement. The service period to which your
performance goals relate will begin with the commencement of your employment with the Company and may include an additional
vesting period following completion of the performance period. The number of PSUs granted to you will be determined as follows:
$1,000,000 divided by the average of the closing sale price per share of VMware Class A Common Stock for the 45 trading days
ending on (and inclusive of) the last trading day of the month in which your employment commences. The PSUs subject to the grant
will vest upon achievement of performance targets over a specified period of time. Upon vesting, the PSUs will convert into VMware’s
Class A common stock at a ratio ranging from 0.5 to 2.0 shares per PSU based upon the level of actual performance. The performance
targets, performance period, service period and conversion ratio of your PSU grant will be determined by the Committee.

CHANGE IN CONTROL :
Effect on RSUs and Stock Options __: If there is a Change in Control (as defined below), in lieu of any other severance or termination
compensation (unless otherwise required by law or described herein), 100% of any unvested RSUs and stock options from the RSU
and stock option grants recommended pursuant to this agreement will become immediately vested in the event that:

1. The Company terminates your employment without Cause (as defined below) during the first twelve months after a Change in
Control, or
2. You terminate your employment for Good Reason (as defined below) during the first twelve months after a Change in Control.

Effect on PSUs: If there is a Change in Control during the performance period for your PSU grant, the performance period will
terminate immediately prior to consummation of the Change in Control. The affected PSUs will vest on the originally scheduled PSU
Vesting Date. The number of shares of VMware Class A common stock (or the number of securities into which the VMware Class A
common stock was convered pursuant to the Change in Control) into which each PSU subject to the grant will convert on the PSU
Vesting Date will be determined in the manner set forth in the grant agreement approved by the Committee.

Additionally, in the event that:
1. The Company terminates your employment without Cause after a Change in Control, or
2. You terminate your employment for Good Reason after a Change in Control.




100% of any unvested PSUs (from the PSU grant recommended pursuant to this agreement) will become immediately vested (together
with the acceleration of RSUs, the “ Change-in-Control Accelerations”).

If you experience a termination of your employment with the Company without Cause or for Good Reason pursuant to this “Change-in-
Control” section, your right to receive the Change-in-Control Accelerations is subject to your signing and not revoking the Company’s
standard form of employee termination certificate and a general release of all claims you may have against the Company in a form
reasonably satisfactory to the Company, which form will include customary non-solicit and non-disparagement provisions (the “
Release 7).

POSITION: We anticipate that your role and responsibilities within VMware will meet the definition of an "officer" subject to disclosure
obligations under public company securities laws and regulations, including Section 16 (a " Section 16 Officer ") of the Securities and
Exchange Act of 1934, as amended (the “ Exchange Act "). A recommendation will be made to the VMware Board of Directors (the "
Board ") for you to be so designated. The Board reviews the Company's Section 16 Officer designations from time to time and may, in its
sole discretion, add or remove a person from the list of Section 16 Officers at any time. You agree to comply fully with disclosure
requirements applicable to you and the Company at all times, including during such time that you may be designated a Section 16 Officer,
and you agree to comply fully with the Company's applicable policies and procedures regarding such disclosure.

DEFINITIONS: For purposes of this agreement, the terms set forth below will have the following meaning:

“Cause”. The occurrence of any of the following, as reasonably determined by the Company in good faith, will constitute “ Cause ":

1. willful neglect, failure or refusal by you to perform your employment duties (except resulting from your incapacity due to illness) as
reasonably directed by the Company;

willful misconduct by you in the performance of your employment duties;
your indictment for a felony (other than traffic related offense) or a misdemeanor involving moral turpitude; or

your commission of an act involving personal dishonesty that results in financial, reputational, or other harm to the Company and
its affiliates and subsidiaries, including, but not limited to, an act constituting misappropriation or embezzlement of property.

The Company is required to deliver a Notice of Termination (as defined below) to you and to provide 30 days to remedy the event or
condition giving rise to Cause (if such event or condition is capable of remedy) in order to terminate your employment for Cause. No
act or failure to act on your part will be deemed “willful” for purposes of this Cause definition unless committed or omitted by you in bad
faith and without reasonable belief that your act or failure to act was in, or not opposed to, the best interests of the Company.

“Change in Control”. “ Change in Control " of the Company means and includes any of the following occurrences:

1. Any Person is or becomes the “Beneficial Owner” (as defined in Rule 13d-3 promulgated under the Exchange Act), directly or
indirectly, of securities of the Company representing 35% or more of the combined voting power of the Company’s then
outstanding securities, excluding any Person who becomes a Beneficial Owner in connection with subsection 2 below. For the
avoidance of doubt, any change in the Persons who are the direct or indirect Beneficial Owners of the securities of Parent will not
be deemed to constitute a change in the direct or indirect Beneficial Owners of the Company for purposes of this subsection (1);

2. There is consummated a merger or consolidation of the Company with any other corporation or similar entity, other than (A) a
merger or consolidation which would result in the voting securities of the Company outstanding immediately prior to such merger or
consolidation continuing to represent (either by remaining outstanding or by being converted into voting securities of the surviving
entity or any parent thereof) at least 50% of the combined voting power of the securities of the Company or such surviving entity or
any parent thereof outstanding immediately after such




merger of consolidation, or (B) a merger or consolidation effected to implement a recapitalization of the Company (or similar
transaction) in which no Person is or becomes the Beneficial Owner, directly or indirectly, of securities of the Company (not
including in the securities Beneficially Owned by such Person any securities acquired directly from the Company or its
affiliates) representing 35% or more of the combined voting power of the Company’s then outstanding securities; or

3. The stockholders of the Company approve a plan of complete liquidation or dissolution of the Company, or there is consummated
an agreement for the sale or disposition by the Company of all or substantially all of the Company’s assets, other than, following a
“355 Distribution” (as defined below), a sale or disposition by the Company of all or substantially all of the Company’s assets to an
entity, at least 50% of the combined voting power of the voting securities of which are owned by stockholders of the Company in
substantially the same proportions as their ownership of the Company immediately prior to such sale.

Any other provision of this definition notwithstanding, the term Change in Control will not be deemed to have occurred by virtue of: (i)
any transaction which results in you, or a group of Persons in which you have a substantial interest, acquiring, directly or indirectly,
35% or more of either the then outstanding shares of common stock of the Company or the combined voting power of the Company’s
then outstanding securities, or (ii) Parent’s distribution of the Company’s shares in a transaction intended to qualify as a distribution
under Section 355 (“ 355 Distribution”) of the Internal Revenue Code of 1986, as amended (the “ Code ).

“Good Reason” for you to resign your employment means that one or more of the following has occurred without your express written
consent:

1. any materially adverse alteration in your role, reporting relationship or in the nature or status of your responsibilities relative to your
role, reporting relationship or responsibilities at any time following the Change in Control, provided that none of the following will
alone constitute Good Reason: (a) a mere change in title, (b) the fact that you no longer hold following a Change in Control the
same position in a public company as you held before the transaction, or (c) the fact you are no longer designated a Section 16
Officer;

2. amaterial diminution by the Company in your base salary (excluding a reduction that also is applied to all similarly situated
employees of the Company and that reduces your base salary by a percentage reduction that is no greater than the lowest
percentage reduction applied to any other such individual), or a material diminution by the Company in your target level of annual
incentive bonus relative to your highest base salary and highest target level of annual incentive bonus, respectively, following a
Change in Control, or ineligibility for a bonus program providing for a target level of annual incentive bonus;

3. relocation of your principal place of employment to a location more than 50 miles from your principal place of employment at any
time following a Change in Control (which may be your home); or

4. a material breach of the Company’s obligations under this agreement

In order for you to invoke a termination due to Good Reason in a manner that would entitle you to Change-in-Control Accelerations, (i)

you must provide a Notice of Termination to the senior officer of the Company’s Human Resources group of your intention to terminate
due to such event or condition within 90 days of the initial occurrence or existence of such event or condition and provide the Company
with 30 days from receipt of the notice to remedy the event or condition, (ii) the Company must fail to effect such remedy within the 30-
day cure period, and (iii) the effective date of the resignation must occur within 90 days after the end of the 30-day cure period.

“Notice of Termination” means a written notice by the Company in the event it is terminating your employment with Cause or by you
in the event you are resigning for Good Reason, which written notice indicates the specific provision in this agreement being relied
upon and sets forth in reasonable detail any




facts and circumstances claimed to provide a basis for such termination of your employment under the provision so indicated.
“Parent” means EMC Corporation, a Massachusetts corporation.

“Person” has the meaning ascribed to such term in Section 3(a)(9) of the Exchange Act and as used in Sections 13(d) and 14(d)
thereof, including a group as defined in Section 13(d) of the Exchange Act but excluding (i) the Company or Parent, any of their
respective subsidiaries or any employee benefit plan sponsored or maintained by the Company, Parent or any of their respective
subsidiaries (including any trustee or other fiduciary of any such plan), (ii) an underwriter temporarily holding securities pursuant to an
offering of such securities, or (iii) a corporation owned, directly or indirectly, by the stockholders of the Company in substantially the
same proportions as their ownership of stock of the Company.

SECTION 409A EXEMPTION : It is intended that the payments and other compensation contemplated by this agreement satisfy, to the
greatest extent possible, the exemption from the application of Section 409A of the Code, provided under Treasury Regulation Section 1.409A-
1(b)(4) or comply with Code Section 409A, and that this agreement will be so interpreted and administered. Notwithstanding the foregoing, if
the Company determines that payments and other compensation pursuant to this agreement may not either be exempt from or compliant with
Code Section 409A, the Company may, with your prior written consent, adopt such amendments to this agreement or adopt other policies and
procedures (including amendments, policies and procedures with retroactive effect), or take any other actions, that the Company determines
are necessary or appropriate to (i) exempt such payments and other compensation from Code Section 409A and/or preserve the intended tax
treatment of such payments and other compensation, or (ii) comply with the requirements of Code Section 409A; provided, however, that there
is no obligation on the part of the Company to adopt any such amendment, policy or procedure or take any such other action, and in any event,
no such action will reduce the amount of payments or other compensation that is owed to your under this agreement without your prior written
consent.

PARACHUTE PAYMENTS : In the event that the payments and benefits provided to you herein or otherwise by the Company constitute
“parachute payments” within the meaning of Section 280G of the Code and would, but for this provision, be subject to the excise tax imposed
by Section 4999 of the Code (the “ Excise Tax”), then your payments and benefits shall be either be (i) delivered in full (it being understood
that no gross-ups for taxes that may be due on such amounts should be added to such amounts) or (ii) delivered as to such lesser extent as
would result in no portion of such amounts being subject to the Excise Tax, whichever of the foregoing results in the receipt by you on an after-
tax basis of the greatest amount, notwithstanding that all or some of the amounts may be taxable under Section 4999 of the Code. If a
reduction is to occur pursuant to the prior sentence, unless an alternative election is permitted by, and does not result in taxation under,
Section 409A and is timely elected by you, the payments and benefits shall be cutback in the following order: any cash severance you are
entitled to (starting with the last payment due), then other cash amounts that are parachute payments (starting with the last payment due), then
any stock options that have exercise prices higher than the then fair market value price of the stock (based on the latest vesting tranches), then
restricted stock and restricted stock units based on the last ones scheduled to be distributed and then other stock options based on the latest
vesting tranches.

IMMIGRATION: The Company agrees to provide assistance to you in securing and maintaining authorization for employment in the U.S. in
accordance with the terms of our Immigration Policy, a copy of which is included with this letter. The Company retains sole discretion to
determine what efforts, if any, it will take in the future to secure or maintain your continuing authorization to work in the U.S., should your
authorization to work in the U.S. end or otherwise lapse during the period of your employment with the Company. By accepting this offer, you
have read and understand the Immigration Policy.

You should be aware that your employment with the Company is for no specified period and constitutes at will employment. As a result, you
are free to resign at any time, for any reason. Similarly, the Company is free to conclude its employment relationship with you at any time, with
or without cause, and with or without notice.

On or before your first day of employment you will be asked to submit verification of your legal right to work in the U.S. If you do not submit
verification of your legal right to work in the U.S. by the third day after your first day of employment, the Company reserves the right to rescind
this offer of employment.
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You agree that, during the term of your employment with the Company, you will not engage in any other employment, occupation, consulting or
other business activity directly related to the business in which the Company is how involved or becomes involved during the term of your
employment, nor will you engage in any other activities that conflict with your obligations to the Company.

By accepting this offer below and becoming an employee of VMware, you will be expected to comply with the Company's rules and regulations,
including but not limited to the Company's Business Conduct Guidelines, Harrassment Policy, Equal Employment Policy and VMware
Employment Agreement, which requires, among other provisions, the assignment of patent rights to any invention made during your
employment at VMware and non-disclosure of proprietary and confidential information both during and after your employment at the Company.

This offer letter, along with the VMware Employment Agreement, which includes the Employment, Confidential Information, Invention
Assignment Agreement, Harrassment Policy, Equal Employment Policy and Business Conduct Guidelines, contains all of the terms, promises,
representations, and understandings between parties, and supersedes all other oral or written agreements or understandings between parties
regarding these matters prior to the date hereof. By accepting this offer below, you agree that you have received, read, understand and agree
to comply with the enclosed VMware Employment Agreement, Business Conduct Guidelines, Equal Employment Policy and Harassment Policy
as a condition of your employment.

This offer is contingent upon the successful completion of the Company's background check and your verification of your legal right to work in
the U.S.

Any modification or amendment of this offer letter must be in writing and signed by an officer of the Company and you.

This offer expires at 11:59 pm on August 2, 2013 . To indicate your acceptance of the Company’s offer, please sign and date where indicated
below and return to me by e-mail.

We are looking forward to having you join VMware. If you have any questions between now and your first day, please contact me.

Sincerely,

Pat Gelsinger
Chief Executive Officer

VMware, Inc.
ACCEPTED AND AGREED TO this day of , 2013.
/sl Sanjay Poonen Start Date: August 5, 2013

Sanjay Poonen

Enclosures:

VMware Employment Agreement 04-2012

Business Conduct Guidelines rev 05-2011
Harassment Policy rev 01-2008

Statement of Policy on Equal Employment rev 05-2013



Exhibit 21.1

SUBSIDIARIES OF VMWARE, INC.

STATE OR OTHER JURISDICTION OF

SUBSIDIARIES INCORPORATION OR ORGANIZATION
3401 Hillview LLC Delaware
Nicira, Inc. Delaware
Desktone, Inc. Delaware
VMware Australia Pty Ltd Australia
VMware Bermuda Limited Ireland
VMware Bulgaria EOOD Bulgaria
VMware Canada Inc. Canada
VMware Costa Rica Ltda. Costa Rica
VMware Denmark ApS Denmark
VMware Eastern Europe Armenia
VMware France SAS France
VMware Global, Inc. Delaware
VMware Hong Kong Limited Hong Kong
VMware Information Technology (China) Co. Ltd hiGa
VMware International Limited Ireland
VMware International Marketing Limited Ireland
VMware Israel Ltd. Israel
VMware ltaly S.r.l. Italy
VMware Marketing Austria GmbH Austria
VMware Middle East FZ-LLC Dubai
VMware Netherlands B.V. Netherlands
VMware Singapore Pte Ltd. Singapore
VMware Software India Private Limited India
VMware Spain S.L. Spain
VMware Sweden AB Sweden
VMware Switzerland S.a.r.l. Switzerland
VMware UK Limited United Kingdom
VMware, K.K. Japan
Wanova Technologies Ltd. Israel



CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
We hereby consent to the incorporation by referéndbe Registration Statements on Form S-8 (N8-B8402, 333-152582, 333-159747, 3#R2079

333-169537, 333-179680 and 3B89491) of VMware, Inc. of our report dated Febyu2b, 2014 relating to the financial statementsaricial stateme
schedule and the effectiveness of internal comivet financial reporting which appears in this FA@AK.

/sl PricewaterhouseCoopers LLP

San Jose, CA
February 25, 2014



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. I have reviewed this annual report on FornK1@F VMware, Inc.

2. Based on my knowledge, this report does natabemny untrue statement of a material fact ot énstate a material fact necessary to make the
statements made, in light of the circumstancesmwtieh such statements were made, not misleaditigrespect to the period covered by this rej

3. Based on my knowledge, the financial statememts other financial information included in théport, fairly present in all material respects the
financial condition, results of operations and ciaivs of the registrant as of, and for, the pesipdesented in this report;

4.  The registrant’s other certifying officer(s)dainare responsible for establishing and maintginiisclosure controls and procedures (as defined in
Exchange Act Rules13a-15(e) and 15d-15(e)) andnateontrol over financial reporting (as definaddxchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

a. Designed such disclosure controls and procedareaused such disclosure controls and procedoitge designed under our supervision, to
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidfist report is being prepared;

b.  Designed such internal control over finanoggdarting, or caused such internal control overrfaial reporting to be designed under our
supervision, to provide reasonable assurance riaggtfte reliability of financial reporting and tpeeparation of financial statements for external
purposes in accordance with generally accepteduatiog principles;

c.  Evaluated the effectiveness of the registratisslosure controls and procedures and presenttisi report our conclusions about the
effectiveness of the disclosure controls and proms] as of the end of the period covered by #psnt based on such evaluation; and

d. Disclosed in this report any change in thegstegit’s internal control over financial reportitigait occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal geaiin the case of an annual report) that has madi{eaffected, or is reasonably likely to matelyal
affect, the registrant’s internal control over fic#l reporting; and

5.  The registrant’s other certifying officer(s)dahhave disclosed, based on our most recent e@iuaf internal control over financial reportintg, the
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons periiog 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 registrant’s abilityrecord, process, summarize and report finandietmation; and

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

Date: February 25, 2014 By: /s/ Patrick P. Gelsinger

Patrick P. Gelsinger
Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.2

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

I, Jonathan C. Chadwick, certify that:
1. I have reviewed this annual report on FornK1@F VMware, Inc.

2. Based on my knowledge, this report does natabemny untrue statement of a material fact ot énstate a material fact necessary to make the
statements made, in light of the circumstancesmwtieh such statements were made, not misleaditigrespect to the period covered by this rej

3. Based on my knowledge, the financial statememts other financial information included in théport, fairly present in all material respects the
financial condition, results of operations and ciaivs of the registrant as of, and for, the pesipdesented in this report;

4.  The registrant’s other certifying officer(s)dainare responsible for establishing and maintginiisclosure controls and procedures (as defined in
Exchange Act Rules13a-15(e) and 15d-15(e)) andnateontrol over financial reporting (as definaddxchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

a. Designed such disclosure controls and procedareaused such disclosure controls and procedoitge designed under our supervision, to
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidfist report is being prepared;

b.  Designed such internal control over finanoggdarting, or caused such internal control overrfaial reporting to be designed under our
supervision, to provide reasonable assurance riaggtfte reliability of financial reporting and tpeeparation of financial statements for external
purposes in accordance with generally accepteduatiog principles;

c.  Evaluated the effectiveness of the registratisslosure controls and procedures and presenttisi report our conclusions about the
effectiveness of the disclosure controls and proms] as of the end of the period covered by #psnt based on such evaluation; and

d. Disclosed in this report any change in thegstegit’s internal control over financial reportitigait occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal geaiin the case of an annual report) that has madi{eaffected, or is reasonably likely to matelyal
affect, the registrant’s internal control over fic#l reporting; and

5.  The registrant’s other certifying officer(s)dahhave disclosed, based on our most recent e@iuaf internal control over financial reportintg, the
registrant’s auditors and the audit committee efrégistrant’s board of directors (or persons periiog 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 registrant’s abilityrecord, process, summarize and report finandietmation; and

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

Date: February 25, 2014 By: /s/ Jonathan C. Chadwick

Jonathan C. Chadwick
Chief Financial Officer and Executive Vice Presidet
(Principal Financial Officer)




Exhibit 32.1

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

I, Patrick P. Gelsinger, certify pursuant to 18 \@.SSection 1350, as adopted pursuant to Secti6roBthe Sarbanes-Oxley Act of 2002, that, to my
knowledge, the Annual Report of VMware, Inc. onfAdk0-K for the fiscal year ended December 31, Z0l@ complies with the requirements of

Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and the information contained in suchi@0-K fairly presents, in all material respetis
financial condition and results of operations of Whte, Inc.

Date: February 25, 2014 By: /s/ Patrick P. Gelsinger

Patrick P. Gelsinger
Chief Executive Officer
(Principal Executive Officer)




Exhibit 32.2

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

I, Jonathan C. Chadwick, certify pursuant to 18.0.Section 1350, as adopted pursuant to Secti6roBthe Sarbane®xley Act of 2002, that, to n
knowledge, the Annual Report of VMware, Inc. onfAdk0-K for the fiscal year ended December 31, Z0l@ complies with the requirements of

Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and the information contained in suchir@0-K fairly presents, in all material respetis
financial condition and results of operations of Whte, Inc.

Date: February 25, 2014 By: /s/ Jonathan C. Chadwick

Jonathan C. Chadwick
Chief Financial Officer and Executive Vice Presideh
(Principal Financial Officer)




