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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)

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

For the fiscal year ended December 31, 2007

OR

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

For transition period from              to            

Commission File Number 001-33622

VMWARE, INC.
(Exact name of registrant as specified in its charter)
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Delaware 94-3292913
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification Number)

3401 Hillview Avenue

Palo Alto, CA 94304
(Address of principal executive offices) (Zip Code)

(650) 427-5000

(Registrant�s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Class A Common Stock, par value $0.01 New York Stock Exchange

Securities registered pursuant to section 12(g) of the Act:

None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  ¨    No  x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.    Yes  ¨    No  x

Note�Checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d) of the Exchange Act from
their obligations under those Sections.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x     No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K.  x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer  ¨ Accelerated filer  ¨ Non-accelerated filer  x Smaller reporting company  ¨
(Do not check if a smaller

reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x
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As of June 30, 2007, our Class A common stock was not listed on any exchange or over-the-counter market. Our Class A common stock began
trading on the New York Stock Exchange on August 14, 2007. At September 30, 2007, the aggregate market value of the registrant�s Class A
common stock held by non-affiliates of the registrant (based upon the closing sale price of such shares on the New York Stock Exchange on
September 30, 2007) was approximately $2,701,960,365. Shares of the registrant�s Class A common stock and Class B common stock held by
each executive officer and director and by each entity or person that, to the registrant�s knowledge, owned 5% or more of the registrant�s
outstanding Class A common stock as of September 30, 2007 have been excluded in that such persons may be deemed to be affiliates of the
registrant. This determination of affiliate status is not necessarily a conclusive determination for other purposes.

As of February 21, 2008, the number of shares of common stock, par value $.01 per share, of the registrant outstanding was 383,478,847, of
which 83,478,847 shares were Class A common stock and 300,000,000 were Class B common stock.

DOCUMENTS INCORPORATED BY REFERENCE

Information required in response to Part III of Form 10-K (Items 10, 11, 12, 13 and 14) is hereby incorporated by reference to the specified
portions of the registrant�s Proxy Statement for the Annual Meeting of Shareholders to be held in 2008. The Proxy Statement will be filed by the
registrant with the Securities and Exchange Commission no later than 120 days after the end of the registrant�s fiscal year ended December 31,
2007.
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FACTORS THAT MAY AFFECT FUTURE RESULTS

This Annual Report on Form 10-K contains forward-looking statements, within the meaning of the Federal securities laws, about our business
and prospects. The forward-looking statements do not include the potential impact of any mergers, acquisitions, divestitures, securities offerings
or business combinations or other developments in our business that may be announced or consummated after the date hereof. Any statements
contained herein that are not statements of historical fact may be deemed to be forward-looking statements. Without limiting the foregoing, the
words �outlook,� �believes,� �plans,� �intends,� �expects,� �goals,� �potential,� �continues,� �may,� �will,� �should,� �seeks,� �predicts,� �estimates,� �anticipates� and similar
expressions are intended to identify forward-looking statements, although not all forward-looking statements contain these words. Our future
results may differ materially from our past results and from those projected in the forward-looking statements due to various uncertainties and
risks, including those described in Item 1A of Part I (Risk Factors). The forward-looking statements speak only as of the date of this Annual
Report and undue reliance should not be placed on these statements. We disclaim any obligation to update any forward-looking statements
contained herein after the date of this Annual Report.
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PART I

ITEM 1. BUSINESS
VMware is the leading provider of virtualization solutions from the desktop to the data center. Our virtualization solutions represent a pioneering
approach to computing that separates the operating system and application software from the underlying hardware to achieve significant
improvements in efficiency, availability, flexibility and manageability. Our broad and proven suite of virtualization solutions addresses a range
of complex IT problems that include infrastructure optimization, business continuity, software lifecycle management and desktop management.
The benefits to our customers include substantially lower IT costs, choice of operating systems and a more automated and resilient systems
infrastructure capable of responding dynamically to variable business demands. Our customer base includes organizations of all sizes across
numerous industries and includes 100% of the Fortune 100 and approximately 90% of the Fortune 1,000.

Our solutions enable organizations to aggregate multiple servers, storage infrastructure and networks together into shared pools of capacity that
can be allocated dynamically, securely and reliably to applications as needed, increasing hardware utilization and reducing spending. In the nine
years since the introduction of our first virtualization platform, we have expanded our offering with virtual infrastructure automation and
management products to address distributed and heterogeneous infrastructure challenges such as system recoverability and reliability, backup
and recovery, resource provisioning and management, capacity and performance management and desktop security.

We began shipping our first product in 1999, and today we offer 21 products. Our flagship desktop product, VMware Workstation, is in its sixth
generation and our flagship server product suite, VMware Infrastructure, is in its third generation.

We work closely with over 500 technology partners, including leading server, microprocessor, storage, networking and software vendors. We
have shared the economic opportunities surrounding virtualization with our partners by facilitating solution development through open
Application Programming Interface (�APIs�), formats and protocols and providing access to our source code and technology. The endorsement
and support of our partners have further enhanced the awareness, reputation and adoption of our virtualization solutions.

We have developed a multi-channel distribution model to expand our presence and reach various segments of the market. We derive a
significant majority of our revenues from our large indirect sales channel of nearly 10,000 channel partners that include distributors, resellers,
x86 system vendors and systems integrators. We believe that our partners benefit greatly from the sale of our solutions through additional
services, software and hardware sales opportunities. We have trained a large number of partners and end users to deploy and leverage our
solutions.

We were incorporated as a Delaware corporation in 1998 and continued to operate in large measure as a stand-alone company following our
acquisition by EMC in 2004 and following our initial public offering (�IPO�) of our Class A common stock in August 2007. During 2007, we
generated $1.326 billion in revenues, an 88% increase over our 2006 results. For financial information about our business by product and
geographic area, see Note L to the consolidated financial statements included elsewhere in this filing. Our corporate headquarters are located at
3401 Hillview Avenue, Palo Alto, California and we have 54 offices worldwide.

Overview of Virtualization

Virtualization was first introduced in the 1970s to enable multiple business applications to share and fully harness the centralized computing
capacity of mainframe systems. Virtualization was effectively abandoned during the 1980s and 1990s when client-server applications and
inexpensive x86 servers and personal computers established the model of distributed computing. Rather than sharing resources centrally in the
mainframe model,
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organizations used the low cost of distributed systems to build up islands of computing capacity, providing some benefits but also introducing
new challenges. In 1999, VMware introduced virtualization to x86 systems as a means to efficiently address many of these challenges and to
transform x86 systems into general purpose, shared hardware infrastructure that offers full isolation, mobility and operating system choice for
application environments.

Virtualization can be implemented using various approaches. The most prevalent approach uses a layer of software called a �hypervisor� that
resides below the operating system. The hypervisor provides the capability to enable multiple applications and operating systems to share the
underlying hardware safely by encapsulating each application and operating system in its own �virtual machine.� Organizations use this
technology to run multiple applications and heterogeneous operating systems on the same hardware and across different hardware
configurations, raising utilization and reducing costs.

The introduction of virtualization technology presents a number of opportunities for driving capital and operational efficiency above and beyond
the simple benefit of safe partitioning. By decoupling the entire software environment from its underlying hardware infrastructure, virtualization
enables the aggregation of multiple servers, storage infrastructure and networks into shared pools of resources that can be delivered dynamically,
securely and reliably to applications as needed. This approach enables organizations to build a computing infrastructure with high levels of
utilization, availability, automation and flexibility using building blocks of inexpensive industry-standard servers. Although virtualization
represents the core enabling technology, the benefits associated with this general purpose computing infrastructure cannot be fully realized
without virtual infrastructure automation and management solutions.

Our virtualization solutions run on industry-standard servers and desktops and support a wide range of operating system and application
environments, as well as networking and storage infrastructure. We have designed our solutions to function independently of the hardware and
operating system to provide customers with a broad platform choice. Our solutions provide a key integration point for hardware and
infrastructure management vendors to deliver differentiated value that can be applied uniformly across all application and operating system
environments.

Our Products and Technology

We offer a broad portfolio of products that spans the consumer desktop to the enterprise data center. Our products generally fall into two
categories:

� Virtualization Platforms. Our virtualization platforms include a hypervisor for system partitioning that provides the
capability to safely, securely and efficiently run multiple operating systems simultaneously on the same physical
machine. Our platforms range from free, entry-level products for the desktop and server to more feature-rich desktop and
server platforms. These products represented 38% of our license revenue in 2007.

� Virtual Infrastructure Automation and Management. Our virtual infrastructure automation products utilize the unique benefits of
our virtualization platforms to automate system infrastructure services, such as resource management, availability, mobility and
security. By deploying our virtual infrastructure automation products with our virtualization platforms, VMware customers can
reduce the operational complexity of their environments. Our virtual infrastructure management products automate the interaction
between various IT constituencies and the virtual infrastructure for a specific set of point solutions. These solutions range from
capacity sizing and assessment to development lab management. These products represented 62% of our license revenue in 2007.

2
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Virtualization Platform Products

� VMware Player. VMware Player is a free virtualization platform that enables individuals to run virtual machines on their desktops
but does not allow virtual machine creation. We use VMware Player primarily as an awareness tool to familiarize individuals with
the concept of virtual machines. VMware Player has been downloaded more than 4 million times since it was made generally
available in December 2005.

� VMware Fusion. VMware Fusion is a consumer-focused desktop virtualization product for users of Intel-based Apple Macintosh
computers. Mac users can run Windows, Linux, NetWare or Solaris x86 guest operating systems on their Intel-based Mac without
rebooting or repartitioning their hard drives. VMware Fusion enables Mac users to run Windows and Mac OS X applications
side-by-side, as well as drag and drop files between Windows and Mac OS X environments.

� VMware Workstation. VMware Workstation is a desktop virtualization product for software developers and enterprise IT
professionals who need to run multiple operating systems simultaneously on a single desktop. Users can run Windows, Linux,
NetWare or Solaris x86 in fully networked, portable virtual machines with no rebooting or hard drive partitioning required. VMware
Workstation delivers excellent performance and advanced features, such as memory optimization and the ability to manage multi-tier
configurations and multiple snapshots.

� VMware Server. VMware Server is a free virtualization platform that enables simple partitioning of a server into multiple virtual
machines. VMware Server runs as an application on top of an existing Windows or Linux operating system, unlike our VMware
ESX Server platform, which runs its own microkernel. VMware Server is principally an awareness tool for administrators to become
familiar with virtualization, though customers may opt to pay an annual support and subscription fee if they would like the product
supported in a production or test environment. VMware Server has been downloaded approximately 2.8 million times since it was
made generally available in November 2006.

� VMware ESX Server. VMware ESX Server is our enterprise-class virtualization platform that runs directly on the hardware with its
own microkernel and requires no third-party operating system. VMware ESX Server is designed expressly for the purpose of running
virtual machines securely, efficiently and flexibly. VMware ESX Server�s microkernel architecture provides numerous efficiencies
and performance benefits, including advanced resource management features, such as memory over commitment and share-based
resource allocations to guarantee quality of service. VMware ESX Server also has built-in redundancy features, such as device
teaming and storage multi-pathing, to mitigate the risk of any component failure in a high-density, shared environment.

� VMware ESX Server 3i. Based on VMware ESX Server, VMware ESX Server 3i offers the same functionality as VMware ESX
Server, but in a small 32 MB footprint. VMware ESX Server 3i was designed to be pre-integrated and factory-installed as server
firmware from our server Original Equipment Manufacturer (�OEM�) partners. Both ESX Server and ESX Server 3i support the entire
suite of VMware Infrastructure 3 products, features and solutions.

� VMware Virtual SMP. VMware Virtual SMP enables a single virtual machine to use up to four physical processors simultaneously,
thereby allowing customers to run processor and resource intensive applications in virtual machines.

� VMware VMFS. VMware VMFS is a clustered file-system and volume manager that enables multiple ESX Servers to
safely, efficiently and reliably share block-based storage. It was designed expressly for the purpose of handling virtual
machines and is required to enable reliable use of our Virtual Infrastructure Automation products.
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Virtual Infrastructure Automation and Management Products

� VMware VirtualCenter. VMware VirtualCenter provides a central point of control to provision, monitor and manage a virtualized IT
environment. VMware VirtualCenter also manages the runtime coordination of infrastructure automation products, such as VMware
VMotion, VMware DRS and VMware HA, and provides outbound software interfaces for network and systems management
software vendors to incorporate these technologies and other elements of virtual machine management into their user consoles.

� VMware VMotion. VMware VMotion allows users to move virtual machines with running applications and operating systems from
one physical machine to another with no service interruption or data loss. Our customers have used VMware VMotion for more than
three years to improve service levels delivered to their end users. Customers typically use VMware VMotion to perform
zero-downtime planned hardware maintenance, non-disruptive server migration or dynamic resource repurposing.

� VMware DRS. VMware Distributed Resource Scheduler (�DRS�) creates resource pools from an aggregation of physical servers.
VMware DRS dynamically allocates virtual machines to resource pools on demand. Once virtual machines have been provisioned,
VMware DRS continuously monitors utilization across the resource pool and intelligently balances a collection of virtual machines
across the servers in the resource pool using VMware VMotion. The VMware DRS resource management policies may be driven by
pre-defined and automated rules that reflect business needs and priorities. VMware DRS delivers higher quality of service by
managing resource commitments in a shared environment.

� VMware HA. VMware HA provides automated recovery from hardware failure for any application running in a virtual machine,
regardless of its operating system or underlying hardware configuration. The technology includes an in-memory, replicated database
across all of the VMware ESX Servers in a resource pool that tracks the status of every virtual machine. In the event of a failure,
affected virtual machines are immediately recovered onto alternate systems. This technology addresses a key need to make
workloads instantly recoverable to mitigate the impact of hardware failures in a shared environment.

� VMware Consolidated Backup. VMware Consolidated Backup (�VCB�) enables LAN-free, automated backup of virtual machines
from a centralized backup proxy. The product includes software utilities for third-party backup products to efficiently snapshot and
back up running virtual machines from a single, secure proxy server. VCB can be used to perform both file-level and full-system
backup and recovery with an existing backup infrastructure. It provides a critical, zero-downtime solution to manage the increased
density of backup operations in a highly utilized shared environment.

� VMware Storage VMotion. VMware Storage VMotion enables live migration of virtual machine disks from one data storage system
to another with no disruption or downtime. VMware VMotion is typically used by infrastructure administrators to eliminate planned
downtime for storage maintenance. Using Storage VMotion, administrators can also dynamically balance the storage workload and
address performance bottlenecks by migrating virtual machine disks to the available storage resource. Administrators can minimize
service disruption previously incurred for upgrading storage arrays and free storage administrators to improve and manage the
storage infrastructure without having to co-ordinate extensively with application and server owners.

� VMware Update Manager. VMware Update Manager automates patch and update management for VMware ESX Server hosts and
virtual machines. Update Manager addresses one of the most significant challenges for IT departments: tracking patch levels and
manually applying the latest security and bug fixes. Integration with VMware DRS enables zero-downtime VMware ESX Server
host patching capabilities.

� VMware Capacity Planner. VMware Capacity Planner is a hosted application that enables VMware service providers to perform
capacity assessments onsite at a customer facility. The service provider installs and runs a collector at the customer facility that
conducts agent-less discovery and collection of
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performance information for all servers in an environment. VMware Capacity Planner loads this performance information into a
hosted data warehouse and provides web-based analytics tools and consolidation recommendations to the service provider.

� VMware Converter. VMware Converter enables customers to quickly and reliably convert local and remote physical
machines into virtual machines. Users may also input third-party image formats or third-party virtual machines into
VMware Converter to create virtual machines that run on our platforms.

� VMware Lab Manager. VMware Lab Manager automates the setup, capture, storage and sharing of multi-machine software
configurations for development and staging environments. Using VMware Lab Manager, development and test teams can access
multiple software configurations and virtual machines on demand through a self-service portal.

� VMware ACE. VMware ACE enables desktop administrators to lock down desktop endpoints and protect critical company resources
against the risks presented by unmanaged desktops. With VMware ACE, desktop administrators package an IT-managed desktop
within a secured virtual machine and deploy it to an unmanaged physical desktop. Once installed, VMware ACE provides a suite of
automated security policies around the virtual machine, such as encryption, expiration, network and device access policies,
transforming the unmanaged desktop to ensure compliance with security policies.

� VMware Virtual Desktop Infrastructure. VMware Virtual Desktop Infrastructure (�VDI�) enables companies to host individual
desktops inside virtual machines running on centralized servers in their data center. Users access these virtual desktops remotely
from a physical desktop or a thin client using a remote display protocol. Since applications are managed centrally at the corporate
data center, organizations gain better control over their desktop deployments. Unlike other server-based solutions that do not provide
a complete desktop experience or require specific architectures, VMware VDI includes full desktop environments familiar to end
users and not limited by hardware or location.

� VMware Virtual Desktop Manager. VMware Virtual Desktop Manager (�VDM�) is a desktop management server that connects users
to virtual desktops in the data center. With VMware VDM, end users can securely access their virtual desktops using either a
personal computer or thin client. The product�s easy-to-use interface lets administrators manage thousands of desktops at once, and
reduces the time it takes to provision a new desktop from hours to minutes.

Support and Services

We believe that our strong services organization and frequent customer touch points help establish loyal customers that provide references and
help promote our technology across various industries. We have implemented a broad services strategy that leverages the professional services
organizations of our partners. We have also established our own services offerings to complement our partners� services offerings and to ensure
customer satisfaction, drive additional sales and promote renewals and upgrades. Our services offerings include customized solutions and onsite
support that enable us and our channel partners to provide a positive overall customer experience.

We have established our global customer support organization, VMware Global Support Services, to align with and support our expanding
customer base.

� VMware Global Support Services. We offer a suite of proactive, top-quality support packages backed by industry-leading expertise.
We offer three support and subscription programs (Platinum, Gold, and Silver) on an annual or multi-year subscription basis, that
include VMware support along with access to periodic updates, bug fixes and enhancements to our products. Complimenting our
Platinum support and subscription program, we offer Business Critical Support which provides customers personalized technical
support delivered by a designated team of experts familiar with a customer�s specific system
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configuration, past support experience and business needs. A majority of our server customers purchase Platinum support. In
addition to phone support, our customers have access to an online product support database for help with troubleshooting and
operational questions. Our support teams, located in California, Denver, Canada, Ireland, India and Japan, provide first response and
manage the resolution of customer issues. In addition, we have authorized certain systems vendors to provide support for our
products on our behalf.

We also offer a range of professional services under our VMware Professional Services offering, which includes:

� VMware Consulting Services. VMware Certified Professionals provide on-site assistance throughout the virtualization adoption
lifecycle to accelerate the implementation of our virtualization solutions. VMware Certified Professionals conduct initial assessments
and upgrade workshops and prepare detailed implementation project plans. Once customers are ready for standardization across their
enterprise, VMware Certified Professionals help integrate virtual infrastructure into enterprise systems and processes.

� VMware Education Services. VMware courses provide extensive hands-on labs, case study examples and course materials.
Customers work in teams of two on servers located offsite using a variety of remote access technologies.

Technology Alliances

Consistent with our partner-centric strategy, we have engaged a broad group of hardware and software vendors to cooperatively advance
virtualization technology through joint marketing, product interoperability, collaboration and co-development. We create opportunity for
partners by enabling them to build products that utilize our virtualization technology and create differentiated value through joint solutions.

We have over 500 technology partners with whom we bring joint offerings to the marketplace. We classify our partners as:

� Independent Hardware Vendors (�IHVs�). We have established strong relationships with large system vendors, including IBM,
HP, Dell, NEC, Fujitsu, Fujitsu-Siemens and Sun, for joint certification and co-development. We also work closely with Intel, AMD,
Cisco and other IHVs to provide input on product development to enable them to deliver hardware advancements that benefit
virtualization users. We coordinate with the leading storage and networking vendors to ensure joint interoperability, as well as to
enable our software to access their differentiated functionality.

� Independent Software Vendors (�ISVs�). We partner with leading systems management, infrastructure software and application
software vendors to enable them to deliver value-added products that integrate with our VMware Infrastructure suite of products. Our
Technology Alliance Program facilitates joint solution creation and coordinated go-to-market activities with our partners. Our ISV
partners have distributed over 700 software applications as virtual appliances.

In addition to developing open APIs, formats and protocols at multiple levels in our products, we provide source code access to select partners in
our �Community Source� program to facilitate joint development and partner differentiation. We provide access to our ESX source code to over
350 developers from more than 30 partners for joint development projects. We also work with our industry partners to promote and foster the
adoption of industry standards.

In July 2007, we entered into a stock purchase agreement with Intel Corporation (�Intel�), pursuant to which Intel, through its affiliate, Intel
Capital Corporation, agreed to purchase 9.5 million shares of our Class A common stock at $23.00 per share for an aggregate offering price of
$218.5 million. Intel's purchase closed in August 2007. In addition, we and Intel have entered into a routine and customary collaboration
partnering
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agreement that expresses the parties� intent to continue to expand their cooperative efforts around joint development, marketing and industry
initiatives. Intel�s July 2007 investment in VMware is intended to foster strengthened inter-company collaboration toward accelerating VMware
virtualization product adoption on Intel architecture and reinforcing the value of virtualization technology for customers.

In July 2007, we were a party to a stock purchase agreement with Cisco Systems, Inc. (�Cisco�) and EMC, pursuant to which Cisco agreed to
purchase 6.0 million shares of our Class A common stock from EMC at $25.00 per share for an aggregate offering price of $150.0 million.
Cisco's purchase closed in August 2007. We and Cisco have also entered into a routine and customary collaboration partnering agreement that
expresses the parties� intent to expand cooperative efforts around joint development, marketing and industry initiatives. Cisco�s investment in
VMware is intended to strengthen inter-company collaboration towards accelerating customer adoption of VMware virtualization products with
Cisco networking infrastructure and the development of customer solutions that address the intersection of virtualization and networking
technologies.

We invest significant capital in testing and certification infrastructure to rigorously ensure our software works well with major hardware and
software products. We have certified over 500 hardware platforms and have successfully tested over 60 operating systems for use with our
solutions. We believe that the scale and scope of this effort is a significant competitive advantage.

Research and Development

We have made and intend to make significant investments in research and development. We have assembled a strong group of developers with
system-level and system management software expertise. We also have strong ties to leading academic institutions around the world and support
academic programs that range from shared source code for research to sabbatical programs for visiting professors.

We prioritize our product development efforts through a combination of engineering-driven innovation and customer and market-driven
feedback. Our research and development culture places high value on innovation, quality and open collaboration with our partners. We currently
participate in numerous standards groups and VMware employees hold a variety of standards organization leadership positions, including the
presidency of Distributed Management Task Force (�DMTF�) and a board seat on the Green Grid. We believe the strength of our research and
development organization is a competitive differentiator.

Sales and Marketing

We sell and market our products largely through a network of channel partners, which includes distributors, resellers, x86 system vendors and
systems integrators, with over 75% of our revenue in 2007 derived from this indirect network.

We have established ongoing business relationships with our distributors. Our distributors purchase software licenses and software support from
us for resale to end-user customers via resellers.

A substantial majority of our resellers obtain software licenses and software support from our distributors and market and sell them to our
end-user customers. The majority of these resellers are part of our VIP Partner Program, which offers these resellers sales and product training,
pricing incentives and rebates, access to the worldwide network of VMware distributors and access to the VMware Partner Central Web portal.

We offer several levels of membership in our VIP reseller network depending on a reseller�s interest and capability of providing demand
generation, fulfillment, service delivery and education to customers and prospects. We also have certain resellers, as well as systems integrators,
who obtain software licenses and software support directly from VMware. The VIP network agreements signed by the resellers carry no
obligation to purchase or sell VMware products and can be terminated at any time by either party.
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We have a direct sales force that complements our channel partners� efforts. Our sales force works with our channel partners to introduce them to
end-user customer accounts and new sales opportunities. Our channel partners also introduce our sales force to their end-user customers.

In addition, our channel partner network includes certain system integrators and resellers trained and certified to deliver consulting services and
solutions leveraging VMware products.

Our strategy is to position our products within a variety of organizations where end-user customers might consider buying virtualization
solutions. We provide product training and marketing assistance to our channel partner network.

We generally do not have long-term contracts or minimum purchase commitments with our distributors, resellers, x86 system vendors and
systems integrators, and our contracts with these channel partners do not prohibit them from offering products or services that compete with
ours.

As of December 31, 2007, we had agreements with nearly 10,000 channel partners.

We primarily sell our software under perpetual licenses, and our sales contracts generally require end-user customers to purchase maintenance
for the first year. Software maintenance is sold both directly to end-user customers and via our network of channel partners, and the majority of
professional services are sold directly, with some professional services sold via our channel partners. Our sales cycle with end-user customers
ranges from less than 90 days to over a year depending on several factors, including the size and complexity of the customer�s infrastructure.

The competitive landscape in which we operate includes not only other software virtualization vendors, but also traditional hardware solutions.
In establishing prices for our products, we take into account, among other factors, the value our products and solutions deliver, and the cost of
both alternative virtualization and hardware solutions. We believe the significant number of customers who also purchase our software services
reflects a clear customer perception as to the value of our software services.

Our marketing efforts focus on communicating the benefits of our solutions and educating our customers, distributors, resellers, x86 system
vendors, systems integrators, the media and analysts about the advantages of our innovative virtualization technology.

We raise the awareness of our company, market our products and generate sales leads through industry events, public relations efforts,
marketing materials, free downloads and our website. On average, our website receives approximately 700,000 unique visitors each week, as
measured by a third-party tracking system. We also have created an online community called VMware Technology Network (�VMTN�) that
enables customers and partners to share and discuss sales and development resources, implementation best practices, and industry trends among
other topics. Attendance at VMworld, the largest annual industry conference on virtualization and hosted by VMware, has grown from
approximately 1,400 attendees in 2004 to more than 9,000 attendees in 2007. We also offer management presentations, seminars and webinars
on our products and topics of virtualization. We believe a combination of these efforts strengthens our brand and enhances our leading market
position in our industry.

Customers

Our customers include 100% of the Fortune 100 and approximately 90% of the Fortune 1,000. Our customer deployments range in size from a
single virtualized server for small businesses to up to thousands of virtual machines for our largest enterprise customers. In periodic third-party
surveys commissioned by us, our customers indicate very high satisfaction rates with our products and many have indicated a strong preference
for repeat purchases.
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One of our distribution relationships is with Ingram Micro, which accounted for 23% of our worldwide revenues in 2007. The agreement under
which we receive the substantial majority of our Ingram Micro revenues is terminable by either party upon 90 days� prior written notice to the
other party, and neither party has any obligation to purchase or sell any products under the agreement. Additionally, Arrow Electronics and
Hewlett Packard Company accounted for 12% and 11% of revenues in 2007, respectively. No other channel partner accounted for more than
10% of our revenues in 2007.

Competition

The virtual infrastructure market is evolving, and during 2007 we experienced increased competition and we expect competition to significantly
intensify in the future. We compete with large and small companies in different segments of the virtualization market, and expect that new
entrants will continue to enter the market and develop technologies that, if commercialized, may compete with our products.

We believe that the key competitive factors in the virtual infrastructure market include:

� the level of reliability and new functionality of product offerings;

� the ability to provide full virtual infrastructure solutions;

� the ability to offer products that support multiple hardware platforms and operating systems;

� the proven track record of formulating and delivering a roadmap of virtualization capabilities;

� pricing of products, individually and in bundles;

� the ability to attract and preserve a large installed base of customers;

� the ability to create and maintain partnering opportunities with hardware and infrastructure software vendors and development of
robust indirect sales channels; and

� the ability to attract and retain virtualization and systems experts as key employees.
Microsoft is our primary competitor for virtualization solutions. Microsoft currently provides products that compete with some of our entry-level
offerings and has announced its intention to provide products that will compete with some of our enterprise-class products in the future.
Microsoft has made a number of announcements recently regarding initiatives in this area, including acquisitions, and they may become a more
significant competitor in the future, given their significant resources. We have developed our virtualization solutions as a software layer between
the hardware and the operating system that is not tied to a specific operating system. We also have an expert advanced vision of the manager and
automated data center. We believe our approach and roadmap is differentiated from Microsoft�s and delivers significant flexibility, functionality,
reliability and superior economic value to customers.

We also compete with companies whose products are based on emerging open-source technologies for system virtualization. In addition, we
compete with companies that take different approaches to virtualization. However, we believe these solutions offer limited support for
heterogeneous operating system deployments. Furthermore, our VMware Infrastructure suite competes with products that provide high
availability clustering, workload management and resource management.

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

Table of Contents 14



We also expect to compete with new entrants to the virtualization market, which may include parties currently selling our products or our current
technology partners. Additionally, some of our competitors may make acquisitions or enter into partnerships or other strategic relationships with
one another to offer a more comprehensive virtualization solution than they individually had offered. Some competitors have in the past and may
in the future take advantage of their existing relationships with our business partners to engage in business practices such as distribution and
license restrictions that make our products less attractive to our channel partners and end users. A number of companies have recently announced
initiatives in these areas. Many of our
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current and future competitors have longer operating histories, greater name recognition and greater financial, sales and marketing and other
resources than do we.

We believe our market leadership, large customer base, strong partner network, broad and innovative solutions suite and platform-agnostic
approach position us favorably to compete effectively for the foreseeable future.

Intellectual Property

To date, the United States Patent and Trademark Office has issued us 31 patents covering various aspects of our server virtualization and other
technologies. The granted United States patents will expire beginning in 2018, with the latest granted patent expiring in 2024. We also have
numerous United States provisional and non-provisional patent applications pending that cover other aspects of our virtualization and other
technologies.

We have been issued trademark registrations in the United States, the European Community and Japan covering the trademarks VMWARE for
use in connection with computer software, clothing and reference materials, and VMWORLD for use in connection with educational seminars.
VMWARE also is our registered trademark in Australia, Canada, India, Israel, the Republic of Korea, Mexico, Singapore and Taiwan. We also
have a trademark application pending to register the VMWARE mark in China. We have trademark applications pending to register the
VMWARE FUSION mark in Australia, Canada, China, the European Community, Hong Kong, Japan, New Zealand, the Russian Federation, the
Republic of Korea, and the United States. We also have trademark applications pending to register the VMMARK mark in the United States,
China, European Community, India, Israel, Japan, and the Russian Federation. In addition, we have registered trademarks for GSX SERVER
and P2V in the United States and for MULTIPLEWORLDS in Japan.

We also rely on intellectual property protections, such as copyrights and trade secrets.

Despite our efforts, the steps we have taken to protect our proprietary rights may not be adequate to preclude misappropriation of our proprietary
information or infringement of our intellectual property rights, and our ability to police such misappropriation or infringement is uncertain,
particularly in countries outside of the United States. United States patent filings are intended to provide the holder with a right to exclude others
from making, using, selling or importing in the United States the inventions covered by the claims of granted patents. Our granted United States
patents, and to the extent any future patents are issued, any such future patents may be contested, circumvented or invalidated in the future.
Moreover, the rights granted under any issued patents may not provide us with proprietary protection or competitive advantages, and we may not
be able to prevent third parties from infringing these patents. Therefore, the exact effect of our patents and the other steps we have taken to
protect our intellectual property cannot be predicted with certainty.

Employees

As of December 31, 2007, we had approximately 5,000 employees in offices worldwide. None of our employees are represented by labor
unions, and we consider current employee relations to be good.

We contract with EMC to utilize personnel who are dedicated to work for VMware on a full-time basis. These individuals are located in
countries in which we do not currently have an operating subsidiary and are predominantly dedicated to our marketing efforts. We use
contractors from time to time for temporary assignments and in locations in which we do not currently have operating subsidiaries. In the event
that these contractor resources were not available, we do not believe that this would have a material adverse effect our operations.
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Available Information

Our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and amendments to reports filed pursuant to
Sections 13(a) and 15(d) of the Securities Exchange Act of 1934, as amended (the �Exchange Act�), are made available free of charge on or
through our website at www.vmware.com as soon as reasonably practicable after such reports are filed with, or furnished to, the Securities and
Exchange Commission (the �SEC�). Copies of the (i) charters for our Audit Committee, Compensation and Corporate Governance Committee and
Mergers and Acquisitions Committee, (ii) our Business Conduct Guidelines (code of business conduct and ethics) and (iii) our Corporate
Governance Guidelines, are available on the Investor Relations page of our website at www.vmware.com. Copies will be provided to any
shareholder upon request. Please send a written request to VMware Investor Relations, 3401 Hillview Avenue, Palo Alto, California 94304.
None of the information posted on or accessible through our website is incorporated by reference into this Annual Report.

ITEM 1A. RISK FACTORS
The risk factors that appear below could materially affect our business, financial condition and results of operations. The risks and uncertainties
described below are not the only risks and uncertainties facing us. Our business is also subject to general risks and uncertainties that affect many
other companies.

Risks Related to Our Business

The virtualization products and services we sell are based on an emerging technology and therefore the potential market for our products
remains uncertain.

The virtualization products and services we develop and sell are based on an emerging technology platform and our success depends on
organizations and customers perceiving technological and operational benefits and cost savings associated with adopting virtualization solutions.
Our relatively limited operating history and the relatively limited extent to which virtualization solutions have been currently adopted may make
it difficult to evaluate our business because the potential market for our products remains uncertain. The markets for our virtualization products
are new and have grown rapidly from a small base. This has resulted in significant percentage increases in our product sales in recent periods. As
the markets for our products mature and the scale of our business increases, the rate of growth in our product sales may be lower than those we
have experienced in recent periods. In addition, to the extent that the virtualization market develops more slowly or less comprehensively than
we expect, our revenue growth rates may slow materially or our revenue may decline substantially.

We expect to face increasing competition that could result in a loss of customers, reduced revenues or decreased profit margins.

The market for our products is competitive and we expect competition to significantly intensify in the future. For example, Microsoft currently
provides products that compete with some of our free offerings and has released a beta version of a product that will likely compete with our
entry level enterprise-class products in the future. Microsoft�s offerings are positioned to compete with our hypervisor offerings. We also face
competition from other companies, including several recent market entrants and there have been a number of announcements of new product
initiatives, alliances and consolidation efforts by our competitors. For example, Citrix Systems acquired XenSource, a developer of virtual
infrastructure software, and announced an expansion of its alliance with Microsoft, and XenSource products were made available preinstalled on
servers of certain x86 vendors. Virtual Iron Software released a new version of its infrastructure product, Sun Microsystems announced a
virtualization initiative and Oracle released a Xen-based product. Existing and future competitors may introduce products in the same markets
we serve or intend to serve, and competing products may have better performance, lower prices, better functionality and broader acceptance than
our products. Our competitors may also add
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features to their virtualization products similar to features that presently differentiate our product offerings from theirs. Many of our current or
potential competitors also have longer operating histories, greater name recognition, larger customer bases and significantly greater financial,
technical, sales, marketing and other resources than we do. This competition could result in increased pricing pressure and sales and marketing
expenses, thereby materially reducing our profit margins, and could harm our ability to increase, or cause us to lose, market share. Increased
competition also may prevent us from entering into or renewing service contracts on terms similar to those that we currently offer.

Some of our competitors and potential competitors supply a wide variety of products to, and have well-established relationships with, our current
and prospective end users. Some of these competitors have in the past and may in the future take advantage of their existing relationships to
engage in business practices that make our products less attractive to our end users. For example, Microsoft has implemented distribution
arrangements with x86 system vendors and independent software vendors, or ISVs, related to certain of their operating systems that only permit
the use of Microsoft�s virtualization format and do not allow the use of our corresponding format. Microsoft has also recently implemented
pricing policies that require customers to pay additional license fees based on certain uses of virtualization technology. These distribution and
licensing restrictions, as well as other business practices that may be adopted in the future by our competitors, could materially impact our
prospects regardless of the merits of our products. In addition, competitors with existing relationships with our current or prospective end users
could in the future integrate competitive capabilities into their existing products and make them available without additional charge. For
example, Oracle�s announcement promised free server virtualization software intended to support Oracle and non-Oracle applications. By
engaging in such business practices, our competitors can diminish competitive advantages we may possess by incentivizing end users to choose
products that lack the technical advantages of our own offerings.

We also face potential competition from our partners. For example, third parties currently selling our products could build and market their own
competing products and services or market competing products and services of third parties. If we are unable to compete effectively, our growth
and our ability to sell products at profitable margins could be materially and adversely affected.

Industry alliances or consolidation may result in increased competition.

Some of our competitors have made acquisitions or entered into partnerships or other strategic relationships with one another to offer a more
comprehensive virtualization solution than they individually had offered. For example, Citrix Systems recently acquired XenSource, a developer
of virtualization solutions and Microsoft recently announced an expansion of its alliance with Citrix. We expect these trends to continue as
companies attempt to strengthen or maintain their market positions in the evolving virtualization infrastructure industry. Many of the companies
driving this trend have significantly greater financial, technical and other resources than we do and may be better positioned to acquire and offer
complementary products and technologies. The companies resulting from these possible combinations may create more compelling product
offerings and be able to offer greater pricing flexibility than we can or may engage in business practices that make it more difficult for us to
compete effectively, including on the basis of price, sales and marketing programs, technology or product functionality. These pressures could
result in a substantial loss of customers or a reduction in our revenues.

Our operating results may fluctuate significantly, which makes our future results difficult to predict and may result in our operating results
falling below expectations or our guidance, which could cause the price of our Class A common stock to decline.

Our operating results may fluctuate due to a variety of factors, many of which are outside of our control. As a result, comparing our operating
results on a period-to-period basis may not be meaningful. Our past results should not be relied upon as an indication of our future performance.
In addition, a significant portion of our quarterly sales typically occurs during the last month of the quarter, which we believe generally reflects
customer buying patterns for enterprise technology. As a result, our quarterly operating results are difficult to predict even
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in the near term. If our revenue or operating results fall below the expectations of investors or securities analysts or below any guidance we may
provide to the market, the price of our Class A common stock would likely decline substantially.

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

� fluctuations in demand, adoption, sales cycles and pricing levels for our products and services;

� changes in customers� budgets for information technology purchases and in the timing of their purchasing decisions;

� the timing of recognizing revenue in any given quarter as a result of software revenue recognition policies;

� the sale of our products in the timeframes we anticipate, including the number and size of orders in each quarter;

� our ability to develop, introduce and ship in a timely manner new products and product enhancements that meet customer demand,
certification requirements and technical requirements;

� the timing of the announcement or release of products or upgrades by us or by our competitors;

� our ability to implement scalable internal systems for reporting, order processing, license fulfillment, product delivery, purchasing,
billing and general accounting, among other functions;

� our ability to control costs, including our operating expenses;

� changes to our effective tax rate;

� the increasing scale of our business and its effect on our ability to maintain historical rates of growth;

� our ability to attract and retain highly skilled employees, particularly those with relevant experience in software development and
sales; and

� general economic conditions in our domestic and international markets.
If operating system and hardware vendors do not cooperate with us or we are unable to obtain early access to their new products, or access
to certain information about their new products to ensure that our solutions interoperate with those products, our product development
efforts may be delayed or foreclosed.

Our products interoperate with Windows, Linux and other operating systems and the hardware devices of numerous manufacturers. Developing
products that interoperate properly requires substantial partnering, capital investment and employee resources, as well as the cooperation of the
vendors or developers of the operating systems and hardware. Operating system and hardware vendors may not provide us with early access to
their technology and products, assist us in these development efforts or share with or sell to us any application protocol interfaces (�APIs�),
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formats, or protocols we may need. If they do not provide us with the necessary early access, assistance or proprietary technology on a timely
basis, we may experience product development delays or be unable to expand our products into other areas. To the extent that software or
hardware vendors develop products that compete with ours or those of our controlling stockholder, EMC, they may have an incentive to
withhold their cooperation, decline to share access or sell to us their proprietary APIs, protocols or formats or engage in practices to actively
limit the functionality, or compatibility, and certification of our products. In addition, hardware or operating system vendors may fail to certify
or support or continue to certify or support, our products for their systems. If any of the foregoing occurs, our product development efforts may
be delayed or foreclosed and our business and results of operations may be adversely affected.
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We rely on distributors, resellers, x86 system vendors and systems integrators to sell our products, and our failure to effectively develop,
manage or prevent disruptions to our distribution channels and the processes and procedures that support them could cause a reduction in
the number of end users of our products.

Our future success is highly dependent upon maintaining and increasing the number of our relationships with distributors, resellers, x86 system
vendors and systems integrators. By relying on distributors, resellers, x86 system vendors and systems integrators, we may have little or no
contact with the ultimate users of our products, thereby making it more difficult for us to establish brand awareness, ensure proper delivery and
installation of our products, service ongoing customer requirements, estimate end user demand and respond to evolving customer needs.

Recruiting and retaining qualified channel partners and training them in the use of our technology and product offerings requires significant time
and resources. In order to develop and expand our distribution channel, we must continue to expand and improve our processes and procedures
that support our channel, including our investment in systems and training, and those processes and procedures may become increasingly
complex and difficult to manage. The time and expense required for sales and marketing organizations of our channel partners to become
familiar with our product offerings, including our new product developments, may make it more difficult to introduce those products to end
users and delay end user adoption of our product offerings. We generally do not have long-term contracts or minimum purchase commitments
with our distributors, resellers, x86 system vendors and systems integrators, and our contracts with these channel partners do not prohibit them
from offering products or services that compete with ours. Our competitors may be effective in providing incentives to existing and potential
channel partners to favor products of our competitors or to prevent or reduce sales of our products. Certain x86 system vendors have begun to
offer competing virtualization products preinstalled on their server products. Additionally, our competitors could attempt to require key
distributors to enter into exclusivity arrangements with them or otherwise apply their pricing or marketing leverage to discourage distributors
from offering our products. Accordingly, our channel partners and x86 system vendors may choose not to offer our products exclusively or at
all. Our failure to maintain and increase the number of relationships with channel partners would likely lead to a loss of end users of our
products which would result in us receiving lower revenues from our channel partners. One of the Company�s distribution agreements is with
Ingram Micro, which accounted for 23% of our revenues in 2007. The agreement with Ingram Micro under which the Company receives the
substantial majority of its Ingram Micro revenues is terminable by either party upon 90 days� prior written notice to the other party, and neither
party has any obligation to purchase or sell any products under the agreement. The terms of this agreement between Ingram Micro and us are
substantially similar to the terms of the agreements we have with other distributors, except for certain differences in shipment and payment
terms, indemnification obligations and product return rights. While we believe that we have in place, or would have in place by the date of any
such termination, agreements with other distributors sufficient to maintain our revenues from distribution, if we were to lose Ingram Micro�s
distribution services, such loss could have a negative impact on our results of operations until such time as we arrange to replace these
distribution services with the services of existing or new distributors.

The concentration of our product sales among a limited number of distributors increases our potential credit risk and could cause significant
fluctuations or declines in our product revenues.

One distributor accounted for 23%, 29% and 30% of revenues in 2007, 2006 and 2005, respectively. Additionally, another distributor accounted
for 12% of revenues in 2007. We anticipate that sales of our products to a limited number of distributors will continue to account for a
significant portion of our total product revenues for the foreseeable future. The concentration of product sales among certain distributors
increases our potential credit risks. Some of our distributors may experience financial difficulties, which could adversely impact our collection
of accounts receivable. One or more of these distributors could delay payments or default on credit extended to them. Any significant delay or
default in the collection of significant accounts receivable could result in an increased need for us to obtain working capital from other sources,
possibly on worse terms than we could have negotiated if we had established such working capital resources prior to such delays or defaults.
Any significant default could result in a negative impact on our results of operations.
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We are dependent on our existing management and our key development personnel, and the loss of key personnel may prevent us from
implementing our business plan in a timely manner.

Our success depends largely upon the continued services of our existing management. We are also substantially dependent on the continued
service of our key development personnel for product innovation. We generally do not have employment or non-compete agreements with our
existing management or development personnel and, therefore, they could terminate their employment with us at any time without penalty and
could pursue employment opportunities with any of our competitors. The loss of key employees could seriously harm our ability to release new
products on a timely basis and could significantly help our competitors.

Because competition for our target employees is intense, we may not be able to attract and retain the highly skilled employees we need to
support our planned growth and our compensation expenses may increase.

To execute our growth plan, we must attract and retain highly qualified personnel. Competition for these personnel is intense, especially for
engineers with high levels of experience in designing and developing software and senior sales executives. We may not be successful in
attracting and retaining qualified personnel. We have from time to time in the past experienced, and we expect to continue to experience in the
future, difficulty in hiring and retaining highly skilled employees with appropriate qualifications. Many of the companies with which we
compete for experienced personnel have greater resources than we have. In addition, in making employment decisions, particularly in the
high-technology industry, job candidates often consider the value of the stock options, restricted stock grants or other stock-based compensation
they are to receive in connection with their employment. A decline in the value of our stock could adversely affect our ability to attract or retain
key employees. If we fail to attract new personnel or fail to retain and motivate our current personnel, our business and future growth prospects
could be severely harmed.

If we are unable to protect our intellectual property rights, our competitive position could be harmed or we could be required to incur
significant expenses to enforce our rights.

We depend on our ability to protect our proprietary technology. We rely on tra
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