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PART I
FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
VMware, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(unaudited)

For the Three Months Ended For the Six Months Ended
June 30, June 30,
2012 2011 2012 2011

Operating activities:
Net income $191,729 $220,158 $383,165 $345,970
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization 89,392 74,709 175,158 155,658
Stock-based compensation, excluding amounts
capitalized 100,900 85,442 182,706 166,015

Excess tax benefits from stock-based compensation (32,701 ) (101,256 ) (86,383 ) (151,264 )
Gain on sale of Terremark investment — (56,000 ) — (56,000 )
Other 373 2,864 (555 ) 3,826
Changes in assets and liabilities, net of acquisitions:
Accounts receivable (91,296 ) (54,757 ) 135,254 26,583
Other assets (69,444 ) (16,133 ) (117,150 ) (34,053 )
Due to/from EMC, net (43,403 ) (35,265 ) 12,145 25,435
Accounts payable 4,894 (11,105 ) 17,419 (1,707 )
Accrued expenses 95,753 102,780 936 34,211
Income taxes receivable from EMC — 141,000 — 176,444
Income taxes payable 12,367 4,674 67,733 37,601
Deferred income taxes, net (1,416 ) 11,119 (36,371 ) (958 )
Unearned revenue 134,177 94,566 233,872 212,952
Net cash provided by operating activities 391,325 462,796 967,929 940,713
Investing activities:
Additions to property and equipment (44,336 ) (95,186 ) (78,007 ) (122,232 )
Purchase of leasehold interest (see Note H) — (173,126 ) — (173,126 )
Capitalized software development costs — (25,437 ) — (52,859 )
Purchases of available-for-sale securities (1,253,605 ) (529,038 ) (1,955,068 ) (1,127,805 )
Sales of available-for-sale securities 348,437 223,491 770,754 376,588
Maturities of available-for-sale securities 277,099 277,390 534,076 492,969
Sale of strategic investments — 76,000 — 78,513
Business acquisitions, net of cash acquired (102,166 ) (189,138 ) (102,166 ) (204,088 )
Transfer of net assets under common control — (7,973 ) — (20,463 )
Other investing (2,677 ) 31,858 (4,174 ) (27,142 )
Net cash used in investing activities (777,248 ) (411,159 ) (834,585 ) (779,645 )
Financing activities:
Proceeds from issuance of common stock 33,554 110,543 144,595 200,714
Repurchase of common stock (178,195 ) (132,660 ) (178,195 ) (280,389 )
Excess tax benefits from stock-based compensation 32,701 101,256 86,383 151,264

(51,346 ) (48,666 ) (64,983 ) (70,578 )
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Shares repurchased for tax withholdings on vesting of
restricted stock
Net cash provided by (used in) financing activities (163,286 ) 30,473 (12,200 ) 1,011
Net increase (decrease) in cash and cash equivalents (549,209 ) 82,110 121,144 162,079
Cash and cash equivalents at beginning of the period 2,626,109 1,708,934 1,955,756 1,628,965
Cash and cash equivalents at end of the period $2,076,900 $1,791,044 $2,076,900 $1,791,044
Non-cash items:
Changes in capital additions, accrued but not paid $17,980 $(985 ) $15,330 $6,221
Changes in tax withholdings on vesting of restricted
stock, accrued but not paid 6,029 3,656 6,837 2,938

The accompanying notes are an integral part of the consolidated financial statements.
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VMware, Inc.
CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except per share amounts)
(unaudited)

For the Three Months Ended For the Six Months Ended
June 30, June 30,
2012 2011 2012 2011

Revenues:
License $517,222 $464,806 $999,149 $883,805
Services 605,804 456,404 1,179,059 881,126
Total revenues 1,123,026 921,210 2,178,208 1,764,931
Operating expenses (1):
Cost of license revenues 56,553 48,928 113,296 104,946
Cost of services revenues 122,669 103,547 236,841 197,426
Research and development 248,594 189,241 470,984 358,404
Sales and marketing 391,501 314,560 754,913 617,484
General and administrative 91,799 78,042 173,099 146,277
Operating income 211,910 186,892 429,075 340,394
Investment income 6,945 3,715 12,688 7,121
Interest expense with EMC (1,158 ) (972 ) (2,445 ) (1,931 )
Other income (expense), net (3,560 ) 56,639 (1,275 ) 56,804
Income before income taxes 214,137 246,274 438,043 402,388
Income tax provision 22,408 26,116 54,878 56,418
Net income $191,729 $220,158 $383,165 $345,970
Net income per weighted-average share, basic for
Class A and Class B $0.45 $0.52 $0.90 $0.83

Net income per weighted-average share, diluted for
Class A and Class B $0.44 $0.51 $0.88 $0.80

Weighted-average shares, basic for Class A and Class
B 427,223 419,657 426,106 418,557

Weighted-average shares, diluted for Class A and
Class B 434,647 430,473 434,014 429,984

_______________________
(1)   Includes stock-based compensation as follows:
Cost of license revenues $524 $438 $964 $904
Cost of services revenues 7,103 5,740 12,922 11,328
Research and development 48,027 46,074 87,404 87,958
Sales and marketing 33,883 23,264 59,117 45,787
General and administrative 11,363 9,926 22,299 20,038

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

For the Three Months Ended For the Six Months Ended
June 30, June 30,
2012 2011 2012 2011

Net income $191,729 $220,158 $383,165 $345,970
Other comprehensive income:
Changes in market value of available-for-sale
securities:
Unrealized gains (losses), net of taxes of $(96),
$1,352, $1,028 and $1,196 (157 ) 2,029 1,677 1,794

Reclassification of (gains) losses recognized during
the period, net of taxes of $(283), $(22,494), $53 and
$(12,788)

(461 ) (33,742 ) 86 (19,181 )

Net change in market value of available-for-sale
securities (618 ) (31,713 ) 1,763 (17,387 )

Changes in market value of effective foreign
currency forward exchange contracts:
Unrealized gains (losses), net of taxes of $10, $0, $10
and $0 194 — 194 —

Reclassification of (gains) losses recognized during
the period, net of taxes of $(40), $0, $10 and $0 (728 ) — 50 —

Net change in market value of effective foreign
currency forward exchange contracts (534 ) — 244 —

Total other comprehensive income (1,152 ) (31,713 ) 2,007 (17,387 )
Total comprehensive income, net of taxes $190,577 $188,445 $385,172 $328,583

The accompanying notes are an integral part of the consolidated financial statements.
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VMware, Inc.
CONSOLIDATED BALANCE SHEETS
(in thousands, except per share amounts)
(unaudited)

June 30,
2012

December 31,
2011

ASSETS
Current assets:
Cash and cash equivalents $2,076,900 $1,955,756
Short-term investments 3,269,969 2,556,450
Accounts receivable, net of allowance for doubtful accounts of $2,492 and $3,794 748,698 882,857
Due from EMC, net 61,654 73,799
Deferred tax asset 151,704 128,471
Other current assets 127,528 80,439
Total current assets 6,436,453 5,677,772
Property and equipment, net 553,124 525,490
Capitalized software development costs, net and other 109,532 154,236
Deferred tax asset 172,190 156,855
Intangible assets, net 402,425 407,375
Goodwill 1,827,068 1,759,080
Total assets $9,500,792 $8,680,808
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $77,026 $49,747
Accrued expenses and other 590,268 587,650
Unearned revenues 1,850,681 1,764,109
Total current liabilities 2,517,975 2,401,506
Note payable to EMC 450,000 450,000
Unearned revenues 1,091,709 944,309
Other liabilities 120,415 114,711
Total liabilities 4,180,099 3,910,526
Commitments and contingencies (see Note M)
Stockholders’ equity:
Class A common stock, par value $.01; authorized 2,500,000 shares; issued and
outstanding 127,264 and 123,610 shares 1,273 1,236

Class B convertible common stock, par value $.01; authorized 1,000,000 shares;
issued and outstanding 300,000 shares 3,000 3,000

Additional paid-in capital 3,377,466 3,212,264
Accumulated other comprehensive income 3,183 1,176
Retained earnings 1,935,771 1,552,606
Total stockholders’ equity 5,320,693 4,770,282
Total liabilities and stockholders’ equity $9,500,792 $8,680,808

The accompanying notes are an integral part of the consolidated financial statements.
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
A. Overview and Basis of Presentation
Company and Background
VMware, Inc. (“VMware” or the “Company”) is the leader in virtualization and virtualization-based cloud infrastructure
solutions utilized by businesses to help them transform the way they build, deliver and consume information
technology (“IT”) resources in a manner that is evolutionary and based on their specific needs. VMware’s virtualization
infrastructure software solutions run on industry-standard desktop computers and servers and support a wide range of
operating system and application environments, as well as networking and storage infrastructures.
Accounting Principles
The financial statements and accompanying notes are prepared in accordance with accounting principles generally
accepted in the United States of America.
Unaudited Interim Financial Information
These accompanying unaudited consolidated financial statements have been prepared pursuant to the rules and
regulations of the Securities and Exchange Commission (the “SEC”) for interim financial reporting. In the opinion of
management, these unaudited consolidated financial statements include all adjustments, consisting of normal recurring
adjustments and accruals, for a fair statement of VMware’s consolidated cash flows, results of operations and financial
condition for the periods presented. Results of operations are not necessarily indicative of the results that may be
expected for the full year 2012. Certain information and footnote disclosures typically included in annual consolidated
financial statements have been condensed or omitted. Accordingly, these unaudited interim consolidated financial
statements should be read in conjunction with the consolidated financial statements and related notes included in
VMware’s 2011 Annual Report on Form 10-K.
VMware was incorporated as a Delaware corporation in 1998, was acquired by EMC Corporation (“EMC”) in 2004 and
conducted its initial public offering of VMware’s Class A common stock in August 2007. As of June 30, 2012, EMC
holds approximately 79.3% of VMware’s outstanding common stock, including 38.7 million shares of VMware’s
Class A common stock and all of VMware’s Class B common stock. VMware is a majority-owned and controlled
subsidiary of EMC, and its results of operations and financial position are consolidated with EMC’s financial
statements. VMware and EMC engage in intercompany transactions, including agreements regarding the use of EMC’s
and VMware’s intellectual property and real estate, agreements regarding the sale of goods and services to one another,
and an agreement for EMC to resell VMware's products and services to third party customers. In geographic areas
where VMware has not established its own subsidiaries, VMware contracts with EMC subsidiaries for support
services and for personnel who are managed by VMware. Additionally, beginning in the second quarter of 2011,
VMware incurs costs to operate the Mozy service on behalf of EMC. These costs, plus a mark-up to approximate
third-party costs and a management fee, are reimbursed to VMware by EMC and recorded as an offset to the costs
VMware incurred on the consolidated statements of income. See Note O to the consolidated financial statements for
further information regarding intercompany transactions between VMware and EMC.
Management believes the assumptions underlying the consolidated financial statements are reasonable. However, the
amounts recorded for VMware's intercompany transactions with EMC may not be considered arm’s length with an
unrelated third party by nature of EMC’s majority ownership of VMware. Therefore, the financial statements included
herein may not necessarily reflect the cash flows, results of operations and financial condition had VMware engaged
in such transactions with an unrelated third party during all periods presented. Accordingly, VMware’s historical
financial information is not necessarily indicative of what the Company’s cash flows, results of operations and
financial condition will be in the future if and when VMware contracts at arm’s length with unrelated third parties for
the services the Company receives from and provides to EMC.
Prior period financial statements have been reclassified to conform to current period presentation.
Principles of Consolidation
The consolidated financial statements include the accounts of VMware and its subsidiaries. All intercompany
transactions and balances between VMware and its subsidiaries have been eliminated. All intercompany transactions
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intercompany balances are presented as a component of cash flows from operating activities.
Use of Accounting Estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires
management
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(unaudited)

to make estimates and assumptions that affect the reported amounts of assets and liabilities, the reported amounts of
revenues and expenses during the reporting periods, and the disclosure of contingent liabilities at the date of the
financial statements. Estimates are used for, but not limited to, capitalized software development costs, trade
receivable valuation, certain accrued liabilities, useful lives of fixed assets and intangible assets, valuation of acquired
intangibles, revenue reserves, income taxes, stock-based compensation and contingencies. Actual results could differ
from those estimates.
New Accounting Pronouncements
In June 2011, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update No. 2011-05,
Presentation of Comprehensive Income (“ASU 2011-05”). ASU 2011-05 eliminated the option to report other
comprehensive income and its components in the statement of changes in equity. Comprehensive income must be
presented in one continuous statement of comprehensive income or two separate consecutive statements. In December
2011, the FASB issued an amendment to ASU 2011-05 that defers the requirement to present reclassification
adjustments out of accumulated other comprehensive income on the face of the consolidated statement of income.
VMware adopted this accounting standard update, as amended, on January 1, 2012, and presents comprehensive
income in accordance with the requirements of the standard in this Quarterly Report on Form 10-Q.
B. Research and Development and Capitalized Software Development Costs
Development costs of software to be sold, leased, or otherwise marketed are subject to capitalization beginning when
the product’s technological feasibility has been established and ending when the product is available for general
release. Judgment is required in determining when technological feasibility is established, and as the Company’s
business, products and go-to-market strategy have evolved, management has continued to evaluate when technological
feasibility is established. Following the release of vSphere 5 and the comprehensive suite of cloud infrastructure
technologies in the third quarter of 2011, management determined that VMware’s go-to-market strategy had changed
from single solutions to product suite solutions. As a result of this change in strategy, and the related increased
importance of interoperability between VMware’s products, the length of time between achieving technological
feasibility and general release to customers significantly decreased. For future releases, management expects
VMware’s products to be available for general release soon after technological feasibility has been established.
VMware’s expensed and capitalized research and development (“R&D”) costs may not be comparable to VMware’s peer
companies due to differences in judgment as to when technological feasibility has been reached or differences in
judgment regarding when the product is available for general release. Additionally, future changes in management’s
judgment as to when technological feasibility is established, or additional changes in VMware’s business, including its
go-to-market strategy, could materially impact the amount of costs capitalized. For example, if the length of time
between technological feasibility and general availability were to increase again in the future, the amount of
capitalized costs would likely increase.
Generally accepted accounting principles require annual amortization expense of capitalized software development
costs to be the greater of the amounts computed using the ratio of current gross revenue to a product’s total current and
anticipated revenues, or the straight-line method over the product’s remaining estimated economic life. To date,
VMware has amortized these costs using the straight-line method as it is the greater of the two amounts. The costs are
amortized over periods ranging from 18 to 24 months, which represent the product’s estimated economic life. The
ongoing assessment of the recoverability of these costs requires considerable judgment by management with respect to
certain external factors such as anticipated future revenue, estimated economic life, and changes in software and
hardware technologies. Material differences in amortization amounts could occur as a result of changes in the periods
over which VMware actually generates revenues or the amounts of revenues generated.
Unamortized software development costs were $62.3 million and $104.9 million as of June 30, 2012 and
December 31, 2011, respectively, and are included in capitalized software development costs, net and other on the
consolidated balance sheets.
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In the three and six months ended June 30, 2012, all software development costs were expensed as incurred and were
included in R&D expenses on the accompanying consolidated statement of income. In the three months ended
June 30, 2011, VMware capitalized $29.6 million (including $4.2 million of stock-based compensation) of costs
incurred for the development of software products. In the six months ended June 30, 2011, VMware capitalized $61.9
million (including $9.0 million of stock-based compensation) of costs incurred for the development of software
products. These amounts have been excluded from R&D expenses on the accompanying consolidated statements of
income. Amortization expense from capitalized amounts was $20.8 million and $19.8 million for the three months
ended June 30, 2012 and 2011, respectively. Amortization expense from capitalized amounts was $42.6 million and
$48.3 million for the six months ended June 30, 2012 and 2011, respectively. Amortization expense is included in cost
of license revenues on the consolidated statements of income.
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(unaudited)

C. Earnings per Share
Basic net income per share is computed by dividing net income by the weighted-average number of common shares
outstanding during the period. Diluted net income per share is computed by dividing net income by the
weighted-average number of common shares outstanding and potentially dilutive securities outstanding during the
period, as calculated using the treasury stock method. Potentially dilutive securities primarily include stock options,
unvested restricted stock units, and purchase options under VMware’s employee stock purchase plan. Securities are
excluded from the computations of diluted net income per share if their effect would be anti-dilutive. VMware uses
the two-class method to calculate earnings per share as both classes share the same rights in dividends, therefore basic
and diluted earnings per share are the same for both classes.
The following table sets forth the computations of basic and diluted net income per share for the three and six months
ended June 30, 2012 and 2011 (table in thousands, except per share data):

For the Three Months
Ended June 30,

For the Six Months
Ended June 30,

2012 2011 2012 2011
Net income $191,729 $220,158 $383,165 $345,970
Weighted-average shares, basic for Class A and Class B 427,223 419,657 426,106 418,557
Effect of dilutive securities 7,424 10,816 7,908 11,427
Weighted-average shares, diluted for Class A and Class B 434,647 430,473 434,014 429,984
Net income per weighted-average share, basic for Class A
and Class B $0.45 $0.52 $0.90 $0.83

Net income per weighted-average share, diluted for Class A
and Class B $0.44 $0.51 $0.88 $0.80

For the three months ended June 30, 2012 and 2011, stock options to purchase 0.4 million and 0.9 million shares,
respectively, of VMware Class A common stock were excluded from the diluted earnings per share calculations
because their effect would have been anti-dilutive. For the three months ended June 30, 2012, 2.7 million shares of
restricted stock were excluded from the diluted earnings per share calculations. For the three months ended  June 30,
2011, no shares of restricted stock were excluded from the diluted earnings per share calculations.
For the six months ended June 30, 2012 and 2011, stock options to purchase 0.4 million and 1.2 million shares,
respectively, of VMware Class A common stock were excluded from the diluted earnings per share calculations
because their effect would have been anti-dilutive. For the six months ended June 30, 2012 and 2011, 1.5 million and
0.4 million shares of restricted stock were excluded from the diluted earnings per share calculations because their
effect would have been anti-dilutive.
D. Investments
Investments as of June 30, 2012 and December 31, 2011 consisted of the following (tables in thousands):

June 30, 2012
Cost or
Amortized
Cost

Unrealized
Gains

Unrealized
Losses

Aggregate
Fair Value

U.S. Government and agency obligations $475,556 $1,220 $(73 ) $476,703
U.S. and foreign corporate debt securities 1,488,144 2,800 (821 ) 1,490,123
Foreign governments and multi-national agency
obligations 39,138 14 (29 ) 39,123

Municipal obligations 1,160,540 2,442 (756 ) 1,162,226
Asset-backed securities 36,648 53 (10 ) 36,691
Mortgage-backed securities 65,122 129 (148 ) 65,103
Total investments $3,265,148 $6,658 $(1,837 ) $3,269,969
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(unaudited)

December 31, 2011
Cost or
Amortized
Cost

Unrealized
Gains

Unrealized
Losses

Aggregate
Fair Value

U.S. Government and agency obligations $516,795 $1,842 $(23 ) $518,614
U.S. and foreign corporate debt securities 1,134,009 1,404 (2,036 ) 1,133,377
Foreign governments and multi-national agency
obligations 58,455 30 (87 ) 58,398

Municipal obligations 768,282 1,396 (437 ) 769,241
Asset-backed securities 27,107 2 (23 ) 27,086
Mortgage-backed securities 49,778 128 (172 ) 49,734
Total investments $2,554,426 $4,802 $(2,778 ) $2,556,450
Both the realized gains and realized losses on investments were not material for the three and six months ended
June 30, 2012. During the three months ended June 30, 2011, a realized gain of $56.0 million was recorded in other
income (expense), net on the consolidated income statement for the sale of VMware’s investment in Terremark
Worldwide, Inc. All other realized gains and losses on investments were not material for the three and six months
ended June 30, 2011. In addition, VMware evaluated its investments as of June 30, 2012 and December 31, 2011 and
determined that there were no unrealized losses that indicated an other-than-temporary impairment.
As of June 30, 2012 and December 31, 2011, VMware did not have investments in a material continuous unrealized
loss position for twelve months or greater. Unrealized losses on investments as of June 30, 2012, and December 31,
2011, which have been in a net loss position for less than twelve months, were classified by investment category as
follows (table in thousands):

June 30, 2012 December 31, 2011
Fair
Value

Unrealized
Losses

Fair
Value

Unrealized
Losses

U.S. Government and agency obligations $214,612 $(73 ) $50,604 $(23 )
U.S. and foreign corporate debt securities 500,126 (819 ) 539,228 (2,036 )
Foreign governments and multi-national agency
obligations 31,175 (29 ) 43,026 (87 )

Municipal obligations 407,195 (756 ) 298,187 (406 )
Asset-backed securities 9,399 (10 ) 20,025 (23 )
Mortgage-backed securities 38,309 (148 ) 32,817 (172 )
Total $1,200,816 $(1,835 ) $983,887 $(2,747 )
Contractual Maturities
The contractual maturities of investments held at June 30, 2012 consisted of the following (table in thousands):

Amortized
Cost Basis

Aggregate
Fair Value

Due within one year $1,275,888 $1,276,571
Due after 1 year through 5 years 1,929,232 1,933,370
Due after 5 years 60,028 60,028
Total investments $3,265,148 $3,269,969
E. Fair Value Measurements
Generally accepted accounting principles provide that fair value is an exit price, representing the amount that would
be received upon the sale of an asset or paid to transfer a liability in an orderly transaction between market
participants. As such, fair value is a market-based measurement that is determined based on assumptions that market
participants would use in pricing an asset or liability. As a basis for considering such assumptions, generally accepted
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VMware, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
(unaudited)

active markets for identical assets or liabilities; (Level 2) inputs other than the quoted prices included within Level 1
that are observable for the assets or liabilities, either directly or indirectly; and (Level 3) unobservable inputs for the
assets or liabilities in which there is little or no market data, which requires VMware to develop its own assumptions.
VMware’s Level 1 classification of the fair value hierarchy includes money market funds and certain available-for-sale
fixed income securities because these securities are valued using quoted prices in active markets for identical assets.
VMware’s Level 2 classification includes the remainder of the available-for-sale fixed income securities because these
securities are priced using quoted market prices for similar instruments and non-binding market prices that are
corroborated by observable market data. VMware obtains the fair values of its Level 2 financial instruments based
upon fair values obtained from its custody bank. In addition, VMware obtains fair values of its Level 2 financial
instruments from the asset manager of each of its portfolios. VMware validates the fair value provided by its custody
bank by comparing it against the independent pricing information obtained from the asset managers. Independently,
the custody bank and the asset managers use professional pricing services to gather pricing data which may include
quoted market prices for identical or comparable instruments, or inputs other than quoted prices that are observable
either directly or indirectly. VMware is ultimately responsible for the financial statements and underlying estimates.
Additionally, VMware’s Level 2 classification includes foreign currency forward contracts as the valuation inputs for
these are based upon quoted prices and quoted pricing intervals from public data sources. These contracts were not
material for any period presented. VMware does not have any material assets or liabilities that fall into Level 3 of the
fair value hierarchy.
The following tables set forth the fair value hierarchy of VMware’s money market funds and available-for-sale
securities, including those securities classified within cash and cash equivalents on the consolidated balance sheets,
that were required to be measured at fair value as of June 30, 2012 and December 31, 2011 (tables in thousands):

June 30, 2012
Level 1 Level 2 Total

Money-market funds $1,644,790 $— $1,644,790
U.S. Government and agency obligations 283,364 193,339 476,703
U.S. and foreign corporate debt securities — 1,554,617 1,554,617
Foreign governments and multi-national agency obligations — 39,123 39,123
Municipal obligations — 1,168,226 1,168,226
Asset-backed securities — 36,691 36,691
Mortgage-backed securities — 65,103 65,103
Total cash equivalents and investments $1,928,154 $3,057,099 $4,985,253

December 31, 2011
Level 1 Level 2 Total

Money-market funds $1,345,904 $— $1,345,904
U.S. Government and agency obligations 170,744 347,870 518,614
U.S. and foreign corporate debt securities — 1,143,378 1,143,378
Foreign governments and multi-national agency obligations — 58,397 58,397
Municipal obligations — 769,241 769,241
Asset-backed securities — 27,086 27,086
Mortgage-backed securities — 49,734 49,734
Total cash equivalents and investments $1,516,648 $2,395,706 $3,912,354
F. Derivative Instruments
VMware conducts business in several foreign currencies and has international sales and expenses denominated in
foreign currencies, subjecting the Company to foreign currency risk. To mitigate this risk, VMware enters into
hedging activities as described below. The counterparties to VMware’s foreign currency forward contracts are
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Cash Flow Hedging Activities
To mitigate its exposure to foreign currency fluctuations resulting from operating expenses denominated in certain
foreign currencies, VMware entered into foreign currency forward contracts starting in the fourth quarter of 2011. The
Company designates these forward contracts as cash flow hedging instruments as the accounting criteria for such
designation has been met. Therefore, the effective portion of gains or losses resulting from changes in the fair value of
these hedges is initially reported in accumulated other comprehensive income on the consolidated balance sheet, and
is subsequently reclassified to the related operating expense line item in the consolidated statements of income in the
same period that the underlying expenses are incurred. Interest charges or “forward points” on VMware’s forward
contracts are excluded from the assessment of hedge effectiveness and are recorded in other income (expense), net in
the consolidated statements of income as incurred. For the three and six months ended June 30, 2012, all amounts
recognized on the consolidated statements of income related to VMware’s cash flow hedging program were
immaterial.
VMware generally enters into cash flow hedges semi-annually with maturities of six months or less. As of June 30,
2012 and December 31, 2011, VMware had forward contracts to purchase currency designated as cash flow hedges
with a total notional value of $11.0 million and $47.1 million, respectively. The fair value of these forward contracts
was immaterial as of June 30, 2012 and therefore excluded from the fair value tables above. For the three and six
months ended June 30, 2012, all cash flow hedges were considered effective.
Balance Sheet Hedging Activities
In order to manage exposure to foreign currency fluctuations, VMware enters into foreign currency forward contracts
to hedge a portion of its net outstanding monetary assets and liabilities against movements in certain foreign exchange
rates. These forward contracts are not designated as hedging instruments under applicable accounting guidance, and
therefore all changes in the fair value of the forward contracts are reported in other income (expense), net in the
consolidated statements of income. The gains and losses on VMware’s foreign currency forward contracts generally
offset the majority of the gains and losses associated with the underlying foreign-currency denominated assets and
liabilities that VMware hedges.
VMware’s foreign currency forward contracts are generally traded on a monthly basis with a typical contractual term
of one month. As of June 30, 2012 and December 31, 2011, VMware had outstanding forward contracts with a total
notional value of $261.5 million and $324.1 million, respectively. The fair value of these forward contracts was
immaterial as of June 30, 2012 and December 31, 2011 and therefore excluded from the fair value tables above.
G. Business Combinations, Goodwill and Intangible Assets, Net
Business Combinations
The results of operations of the acquired businesses mentioned below have been included in VMware’s consolidated
financial statements from the date of purchase. Pro forma results of operations have not been presented as the results
of the acquired businesses were not material to VMware’s consolidated results of operations in the three and six
months ended June 30, 2012 and 2011.
In the six months ended June 30, 2012, VMware acquired three businesses. The aggregate consideration for these
acquisitions was $102.2 million, net of cash acquired. The following table summarizes the allocation of the
consideration to the fair value of the tangible and intangible assets acquired in the six months ended June 30, 2012
(table in thousands):
Other current assets $531
Intangible assets 33,800
Goodwill 70,798
Other assets 106
Total tangible and intangible assets acquired 105,235
Unearned revenues (100 )
Deferred tax liabilities, net (1,460 )
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Accrued liabilities and other (1,509 )
Total liabilities assumed (3,069 )
Fair value of tangible and intangible assets acquired and liabilities assumed $102,166
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Intangible Assets, Net
Changes in the carrying amount of intangible assets, net, excluding goodwill for the six months ended June 30, 2012
consisted of the following (table in thousands):
Balance, January 1, 2012 $407,375
Additions to intangible assets related to business combinations 33,800
Change in accumulated amortization (38,750 )
Balance, June 30, 2012 $402,425
The following table summarizes the fair value of the intangible assets acquired by VMware through business
combinations in the six months ended June 30, 2012 (table in thousands):

Weighted-Average
Useful Lives
(in years)

Fair Value
Amount

Purchased technology 5.9 $33,800
Total intangible assets acquired, net, excluding goodwill $33,800
Goodwill
Changes in the carrying amount of goodwill for the six months ended June 30, 2012 consisted of the following (table
in thousands):
Balance, January 1, 2012 $1,759,080
Increase in goodwill related to business combinations 70,798
Deferred tax adjustments to purchase price allocations on previous acquisitions (2,814 )
Other adjustments to purchase price allocations on previous acquisitions 4
Balance, June 30, 2012 $1,827,068
H. Property and Equipment, Net
Property and equipment, net, as of June 30, 2012 and December 31, 2011 consisted of the following (table in
thousands):

June 30, 2012 December 31,
2011

Equipment and software $563,494 $512,754
Buildings and improvements 371,985 340,596
Furniture and fixtures 63,802 61,023
Construction in progress 75,670 68,707
Total property and equipment 1,074,951 983,080
Accumulated depreciation (521,827 ) (457,590 )
Total property and equipment, net $553,124 $525,490
Depreciation expense was $32.9 million and $31.3 million in the three months ended June 30, 2012 and 2011,
respectively, and $65.7 million and $62.0 million in the six months ended June 30, 2012 and 2011, respectively.
In the three months ended June 30, 2011, VMware closed an agreement to purchase the right, title and interest in a
ground lease covering the property and improvements located adjacent to VMware’s existing Palo Alto, California
campus for a total cost of $225.0 million. VMware paid the seller $45.0 million in the three months ended March 31,
2011 as a good faith deposit and in the three months ended June 30, 2011, VMware paid the remaining $180.0
million. Based upon the preliminary respective fair values, $51.9 million of the purchase price was recorded to
property and equipment, net on the consolidated balance sheet for the estimated fair value of the buildings and site
improvements. The remaining $173.1 million of the purchase price was attributed to the fair value of the ground lease
and was recorded to intangible assets, net on the consolidated balance
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sheet. These amounts are reflected on the consolidated statements of cash flows for the three and six months ended
June 30, 2011.
In the three months ended September 30, 2011, the gross amount classified to property and equipment, net was
increased by $22.0 million to $73.9 million to reflect the final assumptions regarding VMware’s intended use of the
existing structures. As a result of this adjustment, the gross amount of the value recorded to intangible assets, net on
the consolidated balance sheet was decreased by the same amount.
As of June 30, 2012 and December 31, 2011, construction in progress primarily represented buildings and site
improvements related to VMware’s Palo Alto campus expansion that had not yet been placed into service.
I. Accrued Expenses and Other
Accrued expenses and other as of June 30, 2012 and December 31, 2011 consisted of the following (table in
thousands):

June 30, 2012 December 31,
2011

Salaries, commissions, bonuses, and benefits $279,223 $287,248
Accrued partner liabilities 110,274 124,359
Other 200,771 176,043
Total $590,268 $587,650
Accrued partner liabilities relate to rebates and marketing development fund accruals for channel partners, system
vendors and systems integrators, as well as accrued royalties.
J. Unearned Revenues
Unearned revenues as of June 30, 2012 and December 31, 2011 consisted of the following (table in thousands):

June 30, 2012 December 31,
2011

Unearned license revenues $375,644 $389,225
Unearned software maintenance revenues 2,356,977 2,133,512
Unearned professional services revenues 209,769 185,681
Total unearned revenues $2,942,390 $2,708,418
Unearned license revenues are recognized either ratably or upon the delivery of existing products, future products or
services. Future products include, in some cases, emerging products that are offered as part of product promotions
where the purchaser of an existing product is entitled to receive a promotional product at no additional charge.
VMware regularly offers product promotions as a strategy to improve awareness of its emerging products. To the
extent promotional products have not been delivered and VSOE of fair value cannot be established, the revenue for
the entire order is deferred until such time as all product delivery obligations have been fulfilled. Increasingly,
unearned license revenue may also be recognized ratably, which is generally due to a right to receive unspecified
future products or a lack of VSOE of fair value on the software maintenance element of the arrangement. At June 30,
2012, the ratable component represented over half of the total unearned license revenue balance. Unearned software
maintenance revenues are attributable to VMware’s maintenance contracts and are recognized ratably over terms of
one to five years with a weighted-average remaining term at June 30, 2012 of approximately 1.9 years. Unearned
professional services revenues result primarily from prepaid professional services, including training, and are
generally recognized as the services are delivered.
K. Note Payable to EMC
In April 2007, VMware declared an $800.0 million dividend to EMC paid in the form of a note payable, with interest
payable quarterly in arrears and original maturity date of April 2012. In August 2007, VMware repaid $350.0 million
of the note payable, and as of June 30, 2012, $450.0 million remained outstanding. In June 2011, VMware and EMC
amended and restated the note to extend the maturity date of the note to April 16, 2015 and to modify the principal
amount of the note to reflect the outstanding balance of $450.0 million. The interest rate of the 90-day LIBOR plus 55

Edgar Filing: VMWARE, INC. - Form 10-Q

24



basis points continues to reset quarterly. For the three months ended June 30, 2012 and 2011, $1.2 million and $1.0
million, respectively, of interest expense were recorded related to the note payable. For the six months ended June 30,
2012 and 2011, $2.4 million and $1.9 million, respectively, of interest expense were recorded related to the note
payable. The note may be repaid prior to the maturity date
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without penalty. No repayments of principal were made during the three and six months ended June 30, 2012 and
2011.
L. Income Taxes
Although VMware files a consolidated federal tax return with EMC, VMware calculates its income tax provision on a
stand-alone basis. The Company’s effective tax rate in the periods presented is the result of the mix of income earned
in various tax jurisdictions that apply a broad range of income tax rates. The rate at which the provision for income
taxes is calculated differs from the U.S. federal statutory income tax rate primarily due to different tax rates in foreign
jurisdictions where income is earned and considered to be indefinitely reinvested.
VMware’s effective income tax rate was 10.5% and 10.6% for the three months ended June 30, 2012 and 2011,
respectively. The effective income tax rate was 12.5% and 14.0%, respectively, for the six months ended June 30,
2012 and 2011. The lower effective rate for the three and six months ended June 30, 2012, compared with the three
and six months ended June 30, 2011, was primarily attributable to a jurisdictional shift of income from the U.S. to
lower-tax non-U.S. jurisdictions, partially offset by a decrease in the release of unrecognized tax benefits from
uncertain tax positions as a percentage of income before tax, as well as by the expiration of the federal research tax
credit.
VMware’s rate of taxation in foreign jurisdictions is lower than the U.S. tax rate. VMware’s international income is
primarily earned by VMware’s subsidiaries in Ireland, where the statutory tax rate is 12.5%. Management does not
believe that any recent or currently expected developments in non-U.S. tax jurisdictions are reasonably likely to have
a material impact on VMware’s effective tax rate. As of June 30, 2012, VMware’s total cash, cash equivalents, and
short-term investments were $5,346.9 million, of which $2,694.0 million were held outside the U.S. If these overseas
funds are needed for its operations in the U.S., VMware would be required to accrue and pay U.S. taxes on related
undistributed earnings to repatriate these funds. However, all income earned abroad, except for previously taxed
income for U.S. tax purposes, is considered indefinitely reinvested in VMware’s foreign operations and no provision
for U.S. taxes has been provided with respect thereto. At this time, it is not practicable to estimate the amount of tax
that may be payable were VMware to repatriate these funds, and VMware’s current plans do not demonstrate a need to
repatriate them to fund its U.S. operations. VMware will meet its U.S. liquidity needs through cash flows from
operations, external borrowings, or both. VMware utilizes a variety of tax planning and financing strategies in an
effort to ensure that its worldwide cash is available in the locations in which it is needed.
As of June 30, 2012, VMware had gross unrecognized tax benefits totaling $87.3 million, which excludes $10.6
million of offsetting tax benefits. Approximately $82.6 million of VMware’s net unrecognized tax benefits, not
including interest, if recognized, would reduce income tax expense and lower VMware’s effective tax rate in the period
or periods recognized. The $90.1 million of net unrecognized tax benefits, including interest, were classified as a
non-current liability on the consolidated balance sheet. It is reasonably possible that within the next 12 months audit
resolutions could potentially reduce total unrecognized tax benefits by between approximately $7.0 million and $9.0
million. Audit outcomes and the timing of audit settlements are subject to significant uncertainty.
VMware recognizes interest expense and penalties related to income tax matters in the income tax provision. VMware
recognized approximately $0.4 million and $1.6 million in interest and penalties for the three and six months ended
June 30, 2012 and had accrued $7.5 million of interest and penalties as of June 30, 2012, associated with the net
unrecognized tax benefits. These amounts are included as components of the $90.1 million of net unrecognized tax
benefits as of June 30, 2012.
M. Commitments and Contingencies
Litigation
From time to time, VMware is subject to legal, administrative and regulatory proceedings, claims, demands and
investigations in the ordinary course of business, including claims with respect to intellectual property, contracts,
employment and other matters. VMware accrues for a liability when it is both probable that a liability has been
incurred and the amount of the loss can be reasonably estimated. Significant judgment is required in both the
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determination of probability and the determination as to whether a loss is reasonably estimable. These accruals are
reviewed at least quarterly and adjusted to reflect the impacts of negotiations, settlements, rulings, advice of legal
counsel and other information and events pertaining to a particular matter. As of June 30, 2012 and December 31,
2011, the amounts accrued were not material. To the extent there is a reasonable possibility that the losses could
exceed the amounts already accrued, management believes that the amount of any such additional loss would also be
immaterial to VMware’s consolidated financial position and results of operations.
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Operating Lease Commitments
VMware leases office facilities and equipment under various operating leases. Facility leases generally include
renewal options. VMware’s future lease commitments at June 30, 2012 were as follows (table in thousands):
2012 $26,395
2013 51,171
2014 43,814
2015 34,425
2016 29,044
Thereafter 562,814
Total minimum lease payments $747,663
The amount of the future lease commitments after 2016 is primarily for the ground leases on VMware’s Palo Alto,
California headquarter facilities, which expire in 2046. As several of VMware’s operating leases are payable in foreign
currencies, the operating lease payments may fluctuate in response to changes in the exchange rate between the
U.S. Dollar and the foreign currencies in which the commitments are payable.
N. Stockholders’ Equity
VMware Stock Repurchase Programs
In February 2012, VMware’s Board of Directors authorized the repurchase of up to $600.0 million of VMware’s
Class A common stock through the end of 2013. In February 2011, a committee of VMware’s Board of Directors
authorized the repurchase of up to $550.0 million of VMware’s Class A common stock, which was completed in the
second quarter of 2012.
From time to time, stock repurchases may be made pursuant to the February 2012 authorization in open market
transactions or privately negotiated transactions as permitted by securities laws and other legal requirements. VMware
is not obligated to purchase any shares under its stock repurchase programs. The timing of any repurchases and the
actual number of shares repurchased will depend on a variety of factors, including VMware’s stock price, cash
requirements for operations and business combinations, corporate and regulatory requirements and other market and
economic conditions. Purchases can be discontinued at any time that VMware feels additional purchases are not
warranted.
In both the three and six months ended June 30, 2012, VMware repurchased and retired 1.8 million shares of its
Class A common stock at a weighted-average price of $96.50 per share for an aggregate purchase price of $178.2
million, including commissions. In the three and six months ended June 30, 2011, VMware repurchased and retired
1.4 million shares and 3.2 million shares, respectively, of its Class A common stock at a weighted-average price of
$91.60 per share and $88.50 per share, respectively, for an aggregate purchase price of $132.7 million and $280.4
million, respectively, including commissions. The amount of repurchased shares was classified as a reduction to
additional paid-in capital. As of June 30, 2012, the authorized amount remaining for repurchase was $507.1 million.
VMware Employee Stock Purchase Plan
The following table summarizes Employee Stock Purchase Plan (the “ESPP”) activity in the three and six months ended
June 30, 2012 and 2011 (table in thousands, except per share amounts):

Purchase Period Ended
January 31,
2012 2011

Cash proceeds $32,861 $26,813
Class A common shares purchased 424 407
Weighted-average price per share $77.58 $65.90
As of June 30, 2012, $34.6 million of ESPP withholdings were recorded as a liability on the consolidated balance
sheet for the next purchase in July 2012.
VMware Restricted Stock
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the
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restricted stock units vest. Upon vesting, each RSU converts into one share of VMware Class A common stock.
In the first half of 2012, VMware granted performance stock unit (“PSU”) awards to certain of its executives and
employees. The awards will vest through the first quarter of 2015 if certain employee specific or VMware designated
performance targets are achieved. If minimum performance thresholds are achieved, each PSU award will convert into
VMware’s Class A common stock at a ratio ranging from 0.5 to 3.0 shares for each PSU, depending upon the degree of
achievement of the performance target designated by each individual award. If minimum performance thresholds are
not achieved, then no shares will be issued under that PSU award. As of June 30, 2012, 0.4 million PSUs were
outstanding and are included in the table below.
The following table summarizes restricted stock activity since January 1, 2012 (stock units in thousands):

Number
of
Stock Units

Weighted-
Average Grant
Date Fair
Value
(per stock unit)

Outstanding, January 1, 2012 9,540 $72.74
Granted 5,052 106.17
Vested (2,148 ) 66.85
Forfeited (748 ) 74.39
Outstanding, June 30, 2012 11,696 88.61
The total fair value of VMware stock units that vested in the six months ended June 30, 2012 was $199.9 million. As
of June 30, 2012, stock units representing 11.7 million shares of VMware were outstanding, with an aggregate
intrinsic value of $1,064.8 million based on VMware’s closing price as of June 30, 2012. These stock units are
scheduled to vest through 2016.
VMware Shares Repurchased for Tax Withholdings
In both the three months ended June 30, 2012 and 2011, VMware repurchased or withheld and retired 0.6 million
shares of Class A common stock, for $57.5 million and $52.3 million, respectively, to cover tax withholding
obligations. In both the six months ended June 30, 2012 and 2011, VMware repurchased or withheld and retired 0.8
million shares of Class A common stock, for $72.0 million and $73.5 million, respectively, to cover tax withholding
obligations. These amounts differ from the amounts of cash remitted for tax withholding obligations on the
consolidated statement of cash flows due to the timing of payments. Pursuant to the respective award agreements,
these shares were repurchased or withheld in conjunction with the net share settlement upon the vesting of restricted
stock and restricted stock units during the period. The value of the repurchased or withheld shares, including restricted
stock units, was classified as a reduction to additional paid-in capital.
O. Related Party Transactions
In the second quarter of 2011, VMware acquired certain assets relating to EMC’s Mozy cloud-based data storage and
data center services, including certain data center assets and a license to certain intellectual property. EMC retained
ownership of the Mozy business and its remaining assets. EMC continues to be responsible to Mozy customers for
Mozy products and services and continues to recognize revenue from such products and services. VMware entered
into an operational support agreement with EMC through the end of 2012, pursuant to which VMware took over
responsibility to operate the Mozy service on behalf of EMC. Pursuant to the support agreement, costs incurred by
VMware to support EMC’s Mozy services, plus a mark-up intended to approximate third-party costs and a
management fee, are reimbursed to VMware by EMC. On the consolidated statements of income, in the three months
ended June 30, 2012 and 2011, such amounts as described above were approximately $16.4 million and $12.2 million,
respectively. In the six months ended June 30, 2012 and 2011, such amounts were $30.9 million and $12.2 million,
respectively. These amounts were recorded as a reduction to the costs VMware incurred.
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In the second quarter of 2010, VMware acquired certain software product technology and expertise from EMC’s Ionix
IT management business for cash consideration of $175.0 million. EMC retained the Ionix brand and will continue to
offer customers the products acquired by VMware, pursuant to the ongoing reseller agreement between EMC and
VMware. During the six months ended June 30, 2011, a $12.5 million contingent payment was made to EMC. This
payment was recorded as an equity transaction and was an offset to the initial capital contribution from EMC. As of
December 31, 2011, all contingent payments under the agreement had been made.
Pursuant to an ongoing reseller arrangement with EMC, EMC bundles VMware’s products and services with EMC’s
hardware and sells them to end-users. In the three months ended June 30, 2012 and 2011, VMware recognized
revenues of
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$45.6 million and $14.2 million, respectively, from products and services sold pursuant to VMware’s reseller
arrangement with EMC. In the six months ended June 30, 2012 and 2011, VMware recognized revenues of $80.6
million and $34.2 million, respectively, from such contractual arrangement with EMC. As of June 30, 2012, $107.6
million of revenues from products and services sold under the reseller arrangement were included in unearned
revenues.
In the three months ended June 30, 2012 and 2011, VMware recognized professional services revenues of $23.6
million and $16.4 million, respectively, for services provided to EMC’s customers pursuant to VMware’s contractual
agreements with EMC. In the six months ended June 30, 2012 and 2011, VMware recognized professional services
revenues of $42.3 million and $30.8 million, respectively, from such contractual agreements with EMC. As of
June 30, 2012, $6.7 million of revenues from professional services to EMC customers were included in unearned
revenues.
In the three months ended June 30, 2012 and 2011, VMware recognized revenues of $2.1 million and $0.5 million,
respectively, from server and desktop products and services purchased by EMC for internal use pursuant to VMware’s
contractual agreements with EMC. In the six months ended June 30, 2012 and 2011, VMware recognized revenues of
$3.8 million and $1.0 million, respectively, from such contractual agreements with EMC. As of June 30, 2012, $22.7
million of revenues from server and desktop products and services purchased by EMC for internal use were included
in unearned revenues.
VMware purchased storage systems and software, as well as consulting services, from EMC for $5.9 million and $7.5
million in the three months ended June 30, 2012 and 2011, respectively, and for $23.9 million and $13.3 million in the
six months ended June 30, 2012 and 2011, respectively.
In certain geographic regions where VMware does not have an established legal entity, VMware contracts with EMC
subsidiaries for support services and EMC personnel who are managed by VMware. The costs incurred by EMC on
VMware’s behalf related to these employees are passed on to VMware and VMware is charged a mark-up intended to
approximate costs that would have been charged had VMware contracted for such services with an unrelated third
party. These costs are included as expenses in VMware’s consolidated statements of income and primarily include
salaries, benefits, travel and rent. Additionally, EMC incurs certain administrative costs on VMware’s behalf in the
U.S. that are also recorded as expenses. The total cost of the services provided to VMware by EMC as described
above was $21.2 million and $18.0 million in the three months ended June 30, 2012 and 2011, respectively, and $49.0
million and $42.7 million in the six months ended June 30, 2012 and 2011, respectively.
In the three and six months ended June 30, 2012, no payments were made by either VMware or EMC under the tax
sharing agreement. In the three and the six months ended June 30, 2011, EMC paid VMware $141.0 million and
$176.4 million, respectively, under the tax sharing agreement and no payments were made by VMware to EMC.
Payments between VMware and EMC under the tax sharing agreement primarily relate to VMware’s portion of federal
income taxes on EMC’s consolidated tax return. Payments from VMware to EMC primarily relate to periods for which
VMware had stand-alone federal taxable income, while payments from EMC to VMware relate to periods for which
VMware had a stand-alone federal taxable loss. The amounts that VMware either pays to or receives from EMC for its
portion of federal income taxes on EMC’s consolidated tax return differ from the amounts VMware would owe on a
stand-alone basis and the difference is presented as a component of stockholders’ equity. For all periods presented, the
difference was not material.
In the three months ended June 30, 2012 and 2011, $1.2 million and $1.0 million, respectively, of interest expense was
recorded related to the note payable to EMC and included in interest expense with EMC on VMware’s consolidated
statements of income. In the six months ended June 30, 2012 and 2011, $2.4 million and $1.9 million, respectively, of
interest expense was recorded related to the note payable to EMC and included in interest expense with EMC on
VMware’s consolidated statements of income. VMware’s interest expense as a separate, stand-alone company may be
higher or lower than the amounts reflected in the consolidated financial statements.
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As of June 30, 2012, VMware had $61.7 million net due from EMC, which consisted of $88.6 million due from EMC,
partially offset by $26.9 million due to EMC. These amounts resulted from the related party transactions described
above. In addition to the $61.7 million net due from EMC as of June 30, 2012, VMware had an immaterial amount of
net income taxes payable to EMC, which is included in accrued expenses and other on VMware’s consolidated balance
sheets. Balances due to or from EMC which are unrelated to tax obligations are generally settled in cash within 60
days of each quarter-end. The timing of the tax payments due to and from EMC is governed by the tax sharing
agreement with EMC.
P. Segment Information
VMware operates in one operating segment. Operating segments are defined as components of an enterprise about
which separate financial information is evaluated regularly by the chief operating decision maker in deciding how to
allocate resources and assessing performance. VMware’s chief operating decision maker allocates resources and
assesses performance

18

Edgar Filing: VMWARE, INC. - Form 10-Q

33



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

based upon discrete financial information at the consolidated level. Since VMware operates in one operating segment,
all required financial segment information can be found in the consolidated financial statements.
Revenues by geographic area for the three months ended June 30, 2012 and 2011 were as follows (table in thousands):

For the Three Months Ended For the Six Months Ended
June 30, June 30,
2012 2011 2012 2011

United States $550,659 $450,327 $1,035,633 $849,877
International 572,367 470,883 1,142,575 915,054
Total $1,123,026 $921,210 $2,178,208 $1,764,931
No country other than the United States had material revenues for the three and six months ended June 30, 2012 or
2011.
Long-lived assets by geographic area, which primarily include property and equipment, net, as of June 30, 2012 and
December 31, 2011 were as follows (table in thousands):

June 30, 2012 December 31,
2011

United States $466,115 $429,678
International 45,331 46,477
Total $511,446 $476,155
No country other than the United States accounted for 10% or more of these assets at June 30, 2012 or December 31,
2011, respectively.
Q. Subsequent Events
In July 2012, VMware, Inc. entered into a definitive agreement to acquire Nicira, Inc. (“Nicira”), a developer of
software-defined networking solutions, for approximately $1,050.0 million in cash plus approximately $210.0 million
of assumed unvested equity awards. The acquisition is subject to regulatory approvals and other customary closing
conditions. The parties expect the acquisition to close during the second half of 2012. The acquisition has been
approved by the boards of directors of both VMware and Nicira and the stockholders of Nicira.
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ITEM 2.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OFOPERATIONS
All dollar amounts expressed as numbers in this MD&A (except share and per share amounts) are in millions.
Overview
Our primary source of revenues is the licensing of virtualization and virtualization-based cloud infrastructure solutions
and related support and services for use by businesses and organizations of all sizes and across numerous industries in
their information technology (“IT”) infrastructure.
We have developed a multi-channel distribution model to expand our global presence and to reach various segments
of the industry. In the second quarter and first half of 2012, we derived over 85% of our sales from our channel
partners, which include distributors, resellers, system vendors and systems integrators. Sales to our channel partners
often involve three tiers of distribution: a distributor, a reseller and an end-user customer. Our sales force works
collaboratively with our channel partners to introduce them to customers and new sales opportunities. As we expand
geographically, we expect to continue to add additional channel partners.
Although we believe we are currently the leading provider of virtualization infrastructure software solutions, we face
competitive threats to our leadership position from a number of companies, some of which have significantly greater
resources than we do, which could result in increased pressure to reduce prices on our offerings. As a result, we
believe it is important to continue to invest in strategic initiatives related to product research and development, market
expansion and associated support functions to expand our industry leadership. We believe that we will be able to
continue to meet our product development objectives through continued investment in our existing infrastructure,
supplemented with strategic hires and acquisitions, funded through the operating cash flows generated from the sale of
our products and services. We believe this is the appropriate priority for the long-term health and growth of our
business.
We expect to grow our business by broadening our virtualization infrastructure software solutions technology and
product portfolio, increasing product awareness, promoting the adoption of virtualization and building long-term
relationships with our customers through the adoption of enterprise license agreements (“ELAs”). Since the introduction
of VMware vSphere in 2009, we have introduced more products that build on the vSphere foundation, including
VMware vSphere 5 and a comprehensive suite of cloud infrastructure technologies, as well as VMware View 5. We
plan to continue to introduce additional products in the future. We have made, and expect to continue to make,
acquisitions designed to strengthen our product offerings or extend our strategy to deliver solutions that can be hosted
at customer data centers or at service providers.
Our current financial focus is on long-term revenue growth to generate free cash flows to fund our expansion of
industry segment share and to evolve our virtualization-based products for data centers, end-user devices and cloud
computing through a combination of internal development and acquisitions. See “Non-GAAP Financial Measures” for
further information on free cash flows. In evaluating our results, we also focus on operating margin excluding certain
expenses which are included in our total operating expenses calculated in accordance with GAAP. The expenses
excluded are stock-based compensation, the net effect of the amortization and capitalization of software development
costs and certain other expenses consisting of employer payroll taxes on employee stock transactions, amortization of
intangible assets and acquisition-related items. We believe this measure reflects our ongoing business in a manner that
allows meaningful period-to-period comparisons. We are not currently focused on short-term operating margin
expansion, but rather on investing at appropriate rates to support our growth and future product offerings in what may
be a substantially more competitive environment.
Although our customers continue to adopt our product platform as a strategic investment that improves efficiency and
flexibility for their business and enables substantial cost savings, we remain cautious about the macroeconomic
environment. The volatility we are observing in both the world economy and individual sovereign nations may impact
IT spending and demand for our products and services for the remainder of 2012. We expect to continue to manage
our resources prudently, while making key investments in support of our long-term growth objectives.
Income Statement Presentation
As we operate our business in one operating segment, our revenues and operating expenses are presented and
discussed at the consolidated level.
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As a consequence of the timing differences in the recognition of license revenues and software maintenance revenues,
variability in operating margin can result from differences between when we quote and contract for our services and
when the cost is incurred. Variability in operating margin can also result when we recognize previously unearned
foreign denominated software maintenance and license revenues in future periods. Due to our use of the U.S. Dollar as
our functional currency, unearned revenue remains at its historical rate when recognized into revenue while our
operating expenses in future periods are based upon the foreign exchange rates at that time.
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Sources of Revenues
License revenues
Our license revenues consist of revenues earned from the licensing of our software products. These products are
generally licensed on a perpetual basis. License revenues are recognized when the elements of revenue recognition for
the licensed software are complete, generally upon electronic shipment of the software. The revenues allocated to the
software license included in multiple-element contracts represent the residual amount of the contract after the fair
value of the other elements has been determined. While some of our products are licensed on a subscription basis,
subscription license revenues are not a material part of our business.
Pricing models have generally been based upon the physical infrastructure, such as the number of physical desktop
computers or server processors, on which our software runs. We base pricing for some of our products on virtual,
rather than purely physical, entitlements, while continuing to license such products on a perpetual basis. In the third
quarter of 2011, we revised the pricing model for VMware vSphere 5 effective with its general availability. VMware
vSphere 5 will continue to be licensed perpetually on a per-processor basis. The two physical constraints, number of
cores and physical RAM, have been eliminated, however, and replaced with a single virtualization-based entitlement
of virtual memory, or vRAM, which can be shared across a large pool of servers.
Software maintenance revenues
Software maintenance revenues are recognized ratably over the contract period. Our contract periods typically range
from one to five years and include renewals of software maintenance sold after the initial software maintenance period
expires. Vendor-specific objective evidence (“VSOE”) of fair value for software maintenance services is established by
the rates charged in stand-alone sales of software maintenance contracts. Customers receive various types of technical
support based on the level of support purchased. Customers who are party to software maintenance agreements with
us are entitled to receive product updates and upgrades on a when-and-if-available basis.
Professional services revenues
Professional services include solution design, implementation and training. Professional services are not considered
essential to the functionality of our products, as these services do not alter the product capabilities and may be
performed by our customers or by other vendors. Professional services engagements performed for a fixed fee, for
which we are able to make reasonably dependable estimates of progress toward completion, are recognized on a
proportional performance basis based on hours incurred and estimated hours of completion. Professional services
engagements that are on a time and materials basis are recognized based on hours incurred. Revenues on all other
professional services engagements are recognized upon completion. Our professional services may be sold with
software products or on a stand-alone basis. VSOE of fair value for professional services is based upon the standard
rates we charge for such services when sold separately.
Operating Expenses
Cost of license revenues
Our cost of license revenues principally consist of the amortization of capitalized software development costs and of
intangibles, as well as royalty costs in connection with technology licensed from third-party providers and the cost of
fulfillment of our software. The cost of fulfillment of our software includes product packaging, personnel costs and
related overhead associated with the physical and electronic delivery of our software products.
Cost of services revenues
Our cost of services revenues include the costs of personnel and related overhead to deliver technical support for our
products and to provide our professional services.
Research and development expenses
Our research and development (“R&D”) expenses include the personnel and related overhead associated with the R&D
of new product offerings and the enhancement of our existing software offerings, net of amounts capitalized.
Sales and marketing expenses
Our sales and marketing expenses include personnel costs, sales commissions and related overhead associated with
the sale and marketing of our license and services offerings, as well as the cost of product launches and certain
marketing initiatives, including our annual VMworld conferences in the U.S. and Europe. Sales commissions are
generally earned and expensed when a firm order is received from the customer and may be expensed in a period other
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than the period in which the related revenue is recognized.
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General and administrative expenses
Our general and administrative expenses include personnel and related overhead costs to support the overall business.
These expenses include the costs associated with our facilities, finance, human resources, IT infrastructure and legal
departments, as well as expenses related to corporate costs and initiatives.
Results of Operations
Revenues
Our revenues in the second quarter and first half of 2012 and 2011 were as follows: 

For the Three Months Ended For the Six Months Ended
June 30, June 30,
2012 2011 % Change 2012 2011 % Change

Revenues:
License $517.2 $464.8 11 % $999.1 $883.8 13 %
Services:
Software maintenance 519.1 386.3 34 1,011.4 750.1 35
Professional services 86.7 70.1 24 167.7 131.0 28
Total services 605.8 456.4 33 1,179.1 881.1 34
Total revenues $1,123.0 $921.2 22 $2,178.2 $1,764.9 23

Revenues:
United States $550.7 $450.3 22 % $1,035.6 $849.9 22 %
International 572.3 470.9 22 1,142.6 915.0 25
Total revenues $1,123.0 $921.2 22 $
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