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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 th Securities Exchange Act of 193
For the fiscal year ended January 31, 2012
OR
Transition report pursuant to Section 13 or 15(d) 6the Securities Exchange Act of 193
Commission File Number: 001-32224

salesforce.com, inc.

(Exact name of registrant as specified in its chaet)

Delaware 94-3320693
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)

The Landmark @ One Market, Suite 300
San Francisco, California 94105
(Address of principal executive offices)

Telephone Number (415) 901-7000

(Registrant’s telephone number, including area code

Securities registered pursuant to Section 12(b) dlfie Act:

Title of each class Name of each exchange on which register¢
Common Stock, par value $0.001 per shai New York Stock Exchange, Inc

Securities registered pursuant to section 12(g) tfie Act:
Not applicable

Indicate by check mark if the Registrant is a vikelbwn seasoned issuer, as defined in Rule 405e06#turities Act. Yesx No ~
Indicate by check mark if the Registrant is notuiegd to file reports pursuant to Section 13 ort®ecl5(d) of Act. Yes™ No X

Indicate by check mark whether the Registrant ék)filed all reports required to be filed by Sewcti® or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 modh$or such shorter period that the Registrarg vemuired to file such reports), and
(2) has been subject to such filing requirementstHe past 90 days: Yeg No ~

Indicate by check mark whether the Registrant basnitted electronically and posted on its corpokifeb site, if any, every Interactive
Data File required to be submitted and posted fumsto Rule 405 of Regulation S-T (8232.405 of dtiapter) during the preceding 12 months
(or for such shorter period that the Registrant regsiired to submit and post such files). Yes No ~

Indicate by check mark if disclosure of delinquiletrs pursuant to Item 405 of RegulatiorkKS8229.405 of this chapter) is not contail
herein, and will not be contained, to the best efiRtrant’'s knowledge, in definitive proxy or infoation statements incorporated by reference
in Part 11l of this Form 10-K or any amendmenthgtForm 10-K. ~

Indicate by check mark whether the Registrantlésge accelerated filer, an accelerated filer, maccelerated filer or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filerx Accelerated filer” Non-accelerated filef Smaller reporting company
Indicate by check mark whether the Registrantsbedl company (as defined in Rule 12b-2 of the Actyes © No X

Based on the closing price of the Registrant’s Comi®&tock on the last business day of the Regisramist recently completed second
fiscal quarter, which was July 31, 2011, the aggtegnarket value of its shares (based on a clgsing of $144.71 per share) held by non-
affiliates was approximately $19.3 billion. Shaoéshe Registrant’s Common Stock held by each exezwofficer and director and by each
entity or person that owned 5 percent or more @Rbgistrans outstanding Common Stock were excluded in theh persons may be deen
to be affiliates. This determination of affiliategis is not necessarily a conclusive determindtoother purposes.

As of January 31, 2012, there were approximateB/ A &illion shares of the Registrant’'s Common Stogtstanding.
DOCUMENTS INCORPORATED BY REFERENCE
Portions of the Registrant’s definitive proxy sta@t for its 2012 Annual Meeting of Stockholdetse(tProxy Statement”), to be filed

within 120 days of the Registrant’s fiscal yearesdanuary 31, 2012, are incorporated by referenart 11l of this Report on Form 10-K.
Except with respect to information specifically émporated by reference in this Forr-K, the Proxy Statement is not deemed to be file
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FORWARD-LOOKING INFORMATION

This Annual Report on Form 10-K, including the srttitled “Management’s Discussion and Analysig-afancial Condition and Results of
Operations” (“MD&A”) in Item 7, contains forward-loking statements within the meaning of Section@tAe Securities Act of 1933, as
amended (the “Securities Act”), and Section 21EhefSecurities Exchange Act of 1934, as amendedEkchange Act”). Forward-looking
statements consist of, among other things, treradyaes, statements regarding future events, ftnemcial performance, our anticipated
growth, the effect of general economic and mar&eatigions, our business strategy and our plan tiddoour business, including our strategy
be the leading provider of enterprise cloud commpyipplications and platforms and to lead the irtdushift to the social enterprise, our
service performance and security, the expensesiatsd with new data centers, additional data cengpacity, real estate and office faciliti
space, our operating results, new features andisesy our strategy of acquiring or making investtsén complementary companies, services
and technologies, and intellectual property rigtdsr ability to successfully integrate acquired imesses and technologies, and the continued
growth and ability to maintain deferred revenue ambilled deferred revenue, our ability to protectr intellectual property rights, our abilit

to develop our brands, the effect of evolving gorent regulations, the effect of foreign currenegh@nge rate and interest rate fluctuations
on our financial results, the potential availabyliof additional tax assets in the future and redateatters, the impact of expensing stock opt
the sufficiency of our capital resources, and ptg&titigation involving us, all of which are baden current expectations, estimates, and
forecasts, and the beliefs and assumptions of @magement. Words such “expects,” “anticipates,” “aims,” “projects,” “inte nds,”

“plans,” “believes,” “estimates,” “seeks,” variations of such words, and similar expressions are giganded to identify such forward-looking
statements. These forward-looking statements digstto risks, uncertainties and assumptions #retdifficult to predict. Therefore, actual
results may differ materially and adversely froragl expressed in any forward-looking statementzd&s are directed to risks and
uncertainties identified below, under “Risk Factbesnd elsewhere in this report, for factors that yneause actual results to be different than
those expressed in these forward-looking statemEmtsept as required by law, we undertake no oliligeto revise or update publicly any
forward-looking statements for any reason.

PART |

ITEM 1. BUSINESS

Overview

We are a leading provider of enterprise cloud campguand social enterprise solutions, and are @gelitto helping customers transform
themselves into social enterprises. Social entgprieverage social, mobile and open technologieadgage and collaborate with their
customers and employees in new and powerful wayst€zhnologies are targeted at businesses afzall and industries worldwide.

We were incorporated in Delaware in February 189@, founded on the simple concept of deliveringamasr relationship management,
or “CRM", applications via the Internet or “cloudCloud computing refers to the use of Internet-tlagemputing, storage and connectivity
technology to deliver a variety of different semsc We introduced our first CRM service in Febru2®90. Since then, primarily through
development and to a lesser extent acquisitiorhave augmented our CRM service with new editioas/ises and enhanced features. In
recent years, we have seen a broad shift in tlenretion technology (“IT”) industry to social netvking and the use of mobile devices.
Industry analysts describe how social networkingrsihiave surpassed the total number of email usensconsumers are spending the maj
of their time on the Internet using social websitesd how more people are browsing the Internehohile devices than on desktop computers.
In fiscal 2012, to address this shift to socialwwking, we began to describe to companies ofizdissthe benefits of becoming a social
enterprise and how our service offerings could lecate their transformation into becoming a soeizkrprise.
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We have designed, developed and acquired applisasind platforms that are easy-to-use and intyithat can be deployed rapidly,
customized easily and integrated with other enisgpapplications or platforms. We deliver our seevihrough all of the market-leading
Internet browsers and mobile devices. Customersugleoour social enterprise applications and platfoasre able to avoid much of the expense
and complexity of traditional enterprise softwasvelopment and implementations. As a result, ogtacners face less risk and lower upfront
implementation and ongoing costs, and benefit fimereased productivity and efficiency.

We market our social enterprise applications aatfgims to businesses on a subscription basis gpitinthrough our direct sales efforts
and to a lesser extent indirectly through partnEnsough our platforms and other developer tooks.algo encourage third parties to develop
additional functionality and new applications thah on our platforms, but which are sold separdtelyn, or in conjunction with, our social
enterprise solution.

Our principal executive offices are located in $aancisco, California and our principal website r@dd isnww.salesforce.comOur
office address is The Landmark @ One Market, 0@, San Francisco, California 94105.

Cloud Computing

Cloud computing changes the way enterprise busiygsiécations are developed and deployed. Appboatievelopers no longer need to
create and manage their own infrastructure of seyetorage, network devices, operating systemvaodt and development tools in order to
create a business application. Instead, the enfi@structure is managed by third parties who gee in infrastructure management, and
developers simply use an Internet browser to adbesdevelopment environment. Application usersgain access to a variety of business
applications via an Internet browser or mobile devan an as-needed basis, and are able to taketadeaof a robust, secure, scalable and
highly available application, with few or no implentation services required and without the costamdplexity of managing the hardware or
software infrastructure in-house.

Historically, only large businesses could affordrtake investments in enterprise resource planaingd sales, marketing and service
applications to gain an enterprise-wide view ofibesss information and automate and improve basicqwses. Today, cloud applications are
available to businesses of all sizes and acrossdalktries because third parties manage the infictare. Our vision of enterprise cloud
computing is based on a multi-tenant technologhigecture, which enables cloud vendors like ustetage a common infrastructure and
software code base across all of our customershehefit from access to the most current releasa afpplication, periodic upgrades, more
rapid innovation and the economies of a shareastrfacture.

In recent years, we have seen a shift from tratifienterprise software to enterprise cloud conmgutiVe believe this shift to cloud
computing provides significant benefits even beytirate associated with multi-tenant infrastructBwesinesses are able to realize many of the
benefits offered by traditional enterprise softwaeadors, such as a comprehensive set of featntekiactionality and the ability to customize
and integrate with other applications, while at$hene time reducing the risks and lowering thd tmists associated with owning enterprise
software. As a result, we believe the continuedrgerece of cloud applications is bringing about rdiamental transformation in the enterprise
software industry as businesses are offered thieelod replacing their purchased software with sdpsons to a wide range of application
services.

We believe that cloud applications and their relateccess in the market are the most widely unaigdstegment of enterprise cloud
computing. However, enterprise cloud computing &studes building new applications on a cloud-bleagplication development platform,
also referred to as cloud platforms.

Application developers use cloud platform techngltgbuild both custom applications for individdmlsinesses or vertical industries,
and horizontal applications to address standarthesis processes that can be sold to a broad rdmpgeemtial customers. Application
developers include corporate IT departments thac#jly develop applications for a company’s intdrase and independent software vendors
(“1SVs”) that develop applications to sell to custers. Traditionally, these developers have need@ditchase, install, test
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and maintain complex software and hardware infuastire to develop and deliver their applicationsisTrequirement resulted in more time |
resources being spent maintaining infrastructuckless time and resources being available to dpwagbplications, with a resulting reductior
innovation and productivity levels.

Cloud platforms enable corporate IT developersi&wus to leverage the benefits of a multi-tenantfplan for developing new
applications. Cloud platforms allow developers tddapplications using only a browser and an mé¢iconnection, just as cloud applications
allow users to use applications through a browseaddition, developers typically pay no upfronstowhen building cloud applications, with
costs only to be incurred at the point of applmatieployment.

The Social Enterprise

We believe that the next phase of cloud compusragiain transforming enterprise software. Driverhgyconsumerization of IT, the ni
phase of cloud computing will have three key charéstics — it will be social, mobile and open. Wihe popularity of social networking
websites, new ways to communicate and collabor@ged on feeds and status updates have emergéd. énterprise market, that means
enabling employees, customers and partners to/deml| share and collaborate around informatiod basiness processes. In addition, witt
wide adoption of mobile phones and tablets, custemew expect cloud computing technologies to warkhese devices, fully leveraging
functionality such as touch-screens, regardlesseotarrier or operating system. Customers areasingly focused on open standards, which
enable developers to easily integrate our solutiith applications and technology from other vendarsd we offer a Web services application
programming interface (“API") for programmatic asseand integration. We call this the social entseprand we help our customers embrace
the opportunities and meet the challenges it ptzsbasinesses. We believe that companies must etthiegvay they collaborate, communicate
and share information with customers, employeespanthers to stay competitive.

Our solution helps companies transform themselviessocial enterprises by:

» Creating customer social profiledAs users continue to adopt social technologidléir personal lives, they are coming to expect
the same experience, communication features argfiteefrom business applications. Users want trernmass equivalents of
“liking” on Facebook, “tweeting” on Twitter, and danecting” on LinkedIn. In the social enterprisesoaial customer profile
captures all of this publicly available informatj@mpowering every employee to support customeitgbying who they are and
delivering a new and comprehensive level of seraitg experience

» Creating employee social networ: Many companies struggle to connect their emplsyeith the best information and expe
within their own company. Utilizing social featunespularized by Facebook and Twitter — such asipsfstatus updates and real-
time feeds — employees can “follow” documents, pedpusiness processes and application data. &sudtrinformation is
delivered directly to users, rather than makingrtlsearch for it themselves. Companies can buildhpgiemployee social networks
that help employees rapidly collaborate across ttwnpany so they can engage, sell and serviceroess more effectively

» Creating customer social networ: Customer social networks allow companies to bsitdnger relationships with their custom
on today’s most popular social channels. Compatdedisten to, engage with and analyze what pemgesaying about them and
create applications through which customers caract with their brand. These applications utioeial and mobile technology,
can be locatic-aware, and can be accessed from any de

* Product and partner social networ: In addition to customer social networks, socigkeprises can also bring their products
partners into these networks. For example, busésessn provide real-time information to their castos about products, such as
service needs or updates. In additi
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partners are able to connect directly with cust@tierough the same channels, thereby providingnhaisent customer us
experience

Our solution is comprised of cloud applications atalid platforms, as well as professional serviodgcilitate the adoption of our

solution.

Our Cloud Applications for the Social Enterprise

We are a leading provider of enterprise cloud campuservices, and are dedicated to helping custemansform themselves into social
enterprises with our applications. Our primary &atlons are within our Sales Cloud and Servicau@lbrands, but the combination of all the
applications below allows our customers to tramsftiremselves by connecting, engaging, selling,iseg, and collaborating with customers
as well as improving internal automation and callaion. Our primary applications are as follows:

Sales CloudThe sales force automation features of our CRMiegipbn services are marketed under our Sales Gdoard and
focus on allowing our customers to better connadtsell to their customers. Through the Sales Clasdrs are able to be more
productive through the automation of manual an@tiépe tasks and access to better and more orgdmiata about their current
customers and prospects. Our customers are alsdambstablish a system and process for recortticking, and sharing
information about sales opportunities, sales lesalgs forecasts, the sales process, and closggebsisas well as managing sales
territories. Customers are able to create socadllps of their customers, based on informatiomrfreocial networking services like
Facebook, Twitter and LinkedIn. Our customers dse better able to manage unstructured informatigrh as sales collateral,
presentations, price lists, and video assets. diitiad, the Sales Cloud encompasses partner redtip management functionality
(including channel management and partner poréad)marketing automation (including campaigns, r@tgrn-on-investment
tracking).

Service CloudOur customer service and support automation festare marketed under our Service Cloud brand dod alur
customers to better service and engage with thisiomers. Through the Service Cloud, companiealsleeto maintain better
relationships with their existing customers and enefficiently address a variety of service and suppeeds, such as advice about
products and services, requests for repairs, complabout faulty goods, and the need for additigoads and services. Using the
Service Cloud, companies can access a comprehesddivtén for their customer service interactionsoas every service channel:
call centers with phone, email, and chat; Web f®fta self-service and customer collaboration; aathmunity interactions within
social networks. In addition, built-in collaboratitools enable customer service agents to shaseniiation on how to better service
customers

Salesforce ChattetOur Chatter application enables customers to cy@atate employee social networks for companieslicdizes
in order to improve employee collaboration. Forent customers of our Sales and Service CloudogditiChatter is included free
for all subscribers. In addition, we offer Chat®bus edition, designed to provide access to Chitdtermployees in customers’
organizations who are not current subscribers®dlas or Service Cloud edition. We recently deédemew features, including
Chatter Now for real-time collaboration, and Cha@estomer Groups enabling users to invite peoptside their organizations,
such as customers and partners, into their Chagterork to collaborate in a secure environment.ttehé a core attribute of our
Force.com platform and its social capabilitiesamentegral part of each of our application offggrand our Social Enterprise
solution.

Salesforce Radian€Our Radian6 application provides our customerhfty social media monitoring and marketing. The
application allows companies to listen, analyzgjage and measure their brand’s presence withimlsoedia. As a result,
companies can better service their customers taniisg to what their customers are saying about brand online, and interacting
and influencing conversations in r-time. For example, companies are able to measareftbctiveness of marketi
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campaigns, respond quickly and effectively in tiroésrisis, or even generate new customer leadsitftr integration with our sals
and service cloud applicatior

Salesforce Data.conWe provide companies with a database of lqghlity business contacts, company profiles anéabotsights
Delivered as a service, data.com integrates withapplications to provide the business data thgtsh@ompanies increase their
pipeline of sales leads and to improve engagemihtexisting customer:

Our Cloud Platforms for the Social Enterprise

Our cloud platforms provide application developgrsess to new capabilities that can be built ingirtbusiness applications. These
platforms include features popularized by socidveeking companies, such as profiles, status updatel feeds; and also the capability to
extend applications for use on mobile devicesdditéion, they run on our Database.com offeringppan enterprise database built for social
and mobile computing.

Our cloud platforms allow both IT departments a8% developers to use several programming languagesild their applications.
Developers are able to use the most popular pragiagilanguages on our cloud platforms, such as dadeRuby, to build their applications,
and our cloud platforms support multiple other laages to provide developers openness and choice.

We have two platform offerings: Force.com and Herand offer additional developer tools such asabase.com and the AppExchar
The details of these offerings are as follows:

The Force.com Platforn. The Force.com cloud computing platform providesatire set and technology environment for building
business applications, including data models apectdbto manage data, a workflow engine for margagoilaboration of data
between users, a user interface model to handiesfand other interactions, and a Web services é&priogrammatic access and
integration. The Force.com platform provides tr@d@nd infrastructure required

. deploy our application:
. customize and integrate existing enterprise softvegplications

. create and deploy new business applications tlegbr@-integrated with our service and leverages#tmee user interface or
customize the user interface specific to custoreguirements; an

. sample and deploy applications built by third pertirom the AppExchang

Heroku Platform. Heroku is a leading cloud platform for applicatidevelopers to build and deploy social and mobildiaations.
Built on open standards, Heroku supports multieneworks, databases, and languages—includingalaV/&uby. Most
application developers choose to build applicatiom$ieroku because they can utilize their exisskifisets. And, because it is
delivered as a service, application developersbeamore efficient, dedicating their time to writingde, not managing servers and
application deploymen

Database.con. In 2010, we opened the mi-tenant database that underlies the Sales Clou&earmice Cloud applications
application developers so that they can more easifyitect and build new mobile and social appidet in the cloud. The service
open so it can be accessed using any language|atfiyrm and any device. Database.com provide$uthetionality of a modern
database, which must accommodate mobile devicedaadyenerated by social media to

The AppExchangeThe AppExchange is an online directory that prosidestomers a way to browse, sample, share, atadl |
applications developed on our Force.com platforartriers and developers can offer their applicat@rdservices for a fee on the
AppExchange directory. This directory gives ourraseway to find and install applications to expémeir use of the Force.com
platform to areas that are complementary to ouiateaterprise solutior
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Professional Services

We offer consulting, deployment and training sezsito our customers to facilitate the adoptionwfsocial enterprise services. We
expanded our ability to provide these servicesutocoistomers in our acquisition of Model Metricdiacember 2011. Consulting services
consist of services such as business process ngpoject management services and guidance orpbesices in using our service.
Deployment services include systems integratiarhrieeal architecture and development, configuraéind data conversion as well as
developing and delivering customized education g for our customers. Most of our consulting degloyment engagements are billed on
a time and materials basis. We offer a numberaafiional classroom and online educational claisgtsaddress topics such as deploying,
using, administering and developing on our serii¢e.also offer classes for our partners who deplayservice on behalf of our customers.
We bill the traditional classroom and some of théne educational classes on a per person, pes biss. There is a selection of online
educational classes available at no charge to mestothat subscribe to our service.

As the reach of our enterprise cloud computingisesvhas grown, partners and other third-party witing and professional service
providers play an integral part in providing thesevices to our customers.

Business Benefits of Using Our Solution
The key advantages of our solution include:

» Secure, private, scalable and reliable deliverytfgiam. The delivery platform for our service has been giesi to provide our
customers with privacy and high levels of perforegmeliability, and security. We have built, arwhtinue to invest in, a
comprehensive security infrastructure, including¥ialls, intrusion detection systems, and encrypfio transmissions over the
Internet, which we monitor and test on a regulaisaNe built and maintain a multi-tenant applicatarchitecture that has been
designed to enable our service to scale secudigpty, and cost-effectively. Our mulignant application architecture maintains
integrity and separation of customer data whilk girmitting all customers to use the same appboafunctionality
simultaneously

* Rapid deploymenOur service can be deployed rapidly since our custs do not have to spend time procuring, insglin
maintaining the servers, storage, networking eqeimtirsecurity products, or other infrastructuredinsare and software necessar
ensure a scalable and reliable serv

» Ease of integratiorOur platforms are designed to enable IT profes¢saimaintegrate our service with existing applioas quickly
and seamlessly. Our platforms provide a set of Alfdsenable customers and independent softwamdajears to both integrate our
service with existing third-party, custom, and legapplications and write their own applicationsegs that integrate with our
service. For example, many of our customers usé&ahee.com API to move customer-related data frastam-developed and
legacy applications into our service on a peridadisis to provide greater visibility into their adtiies.

» High levels of user adoptic. We have designed our service to be intuitive easl/ to use. Since our service contains many tools
and features recognizable to users of popular we=bsuch as those of Amazon, Facebook, Google aitteT, it has a more
familiar user interface than typical enterpriselagpions. As a result, our users do not requitestantial training on how to use and
benefit from our service

* Rapid development of applications using the Fomm®.and Heroku platforn. Our customers and third-party developers can
develop applications rapidly because of the eass®fand the benefits of a multi-tenant platforne provide the capability for
business users to easily customize our applicatmssit their specific needs, and also a variéfgrogramming language support
developers can code complex applications spannirtipie business processes and deliver them toipheiinobile devices

8
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Increasing innovatiorBy providing infrastructure and development envinemts on demand, we provide developers
opportunity to create new and innovative appligaiwithout having to invest in hardware and disttidn. A developer with an
idea for a new application can log on to our platfs, develop, test and support their system ong=ooon or Heroku and make the
application accessible for a fee to our custorr

Lower total cost of ownershiWe enable customers to achieve significant upfsamtngs relative to the traditional enterpi
software model. Customers benefit from the preditita of their future costs since they pay for thervice on a per subscriber be
for the term of the subscription contract. All updes are included in our service, so customersarburdened or disrupted by the
periodic need to perform system upgrades. Becaesgeploy all upgrades on our servers, new feaamddunctionality
automatically become part of our service on theas¢ date and therefore benefit all of our custeimemediately

Our Go-To-Market Strategy

Our objective is to help companies put customedseanployees at the center of their businessesrandform themselves into social
enterprises by the use of our applications andgstas. Not only do we want to be the leading previdf the social enterprise solution, we also
want to offer additional social applications an#édhe leading cloud computing platforms upon whiah customers and partners build
applications.

Key elements of our strategy include:

Strengthening our existing Sales Cloud and Se@iloeid applications and extending into new functicar@as within the social
enterprise We designed our service to easily accommodate eatuifes and functions. We intend to continue tofadtlires and
functions to our core service that we will makeikde to customers at no additional charge. Weradflvanced editions for an
additional subscription fee to customers that negenhanced CRM capabilities. We have a growin¢fgar of cloud applications
that serve different customer segments and maMésave acquired several companies in complemehtainesses, entered jo
ventures and added services and technologieseffam to strengthen and extend our Sales CloudSarglice Cloud application
offerings. We expect to continue to make such itmests and acquisitions in the futu

Leading the industry transformation to the sociatezprise. We believe that the market transformation to dlapplications and
platforms continues to be a growing trend in tiferimation technology industry and that the nextegation of enterprise
computing is what we call the social enterprise. Wgkeve the world is experiencing a social reviolut The number of social
networking users has surpassed e-mail users, ampdepaccess the Internet more from mobile devieas from desktops. A core
component of our business strategy is to enablgeaies to transform themselves into social enteeprihrough the use of our
services

Pursuing new customers and new territories agguesgiWe believe that our social enterprise solutionydlapplications an

cloud platforms provide significant value for bussses of any size. As a result, we will continuaggressively target businesses of
all sizes, primarily through our direct sales fondée have steadily increased and plan to contiouecrease the number of direct
sales professionals we employ, and we intend teldpwadditional distribution channels for our seeviwe have created several
editions of our service to address the distinctimegnents of businesses of different sizes. We lagdieve that there is a substantial
market opportunity for our service outside of Nofimerica. We plan to continue to aggressively mateustomers outside of
North America by recruiting local sales and suppoofessionals and by building partnerships thi he add customers in the
regions.

Deepening relationships with our existing custotmese We believe there is significant opportunity to deepur relationships wi
existing customers. As our customers realize timetits of our service, we aim to either upgradedhstomer to higher priced
editions or sell more subscriptions by targe
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additional functional areas and business unitsiwitie customer organization, and ultimately pursnterpris-wide deployments
Our goal is to have our customers renew their syfigans at the end of their contractual terms asmedrun customer success and
other programs in an effort to secure renewalxitiag customers

» Encouraging the development of tt-party applications on our cloud computing platfarmOur Force.com and Heroku cloud
computing platform enables existing customers, |8g third-party developers to develop and deldleud applications they have
built in our multi-tenant environment. It is a gtaim on which applications can be created, tegiallished, and run. In addition,
these applications can be listed on the AppExchamgeonline marketplace of cloud applicationssald by ISVs. We believe the
ecosystem of cloud developers and ISVs will addiles$usiness requirements of both current anchfiateeustomers

Technology, Development and Operations

We deliver our service as a highly scalable, mteltiant application. We use commercially availatasivare and a combination of
proprietary and commercially available softwarg@tovide our service. We have optimized our servioasin on specific databases and
operating systems using the tools and platformséted to serve our customers rather than progidbftware that must be written to differ
hardware, operating system and database platfamtisat depends upon a customer’s unique systemioament. Performance, functional
depth and the usability of our service drive oghteology decisions and product direction.

Our service treats all customers as logically sstpatenants in central applications, databasested resources. As a result, we are able
to spread the cost of delivering our service acoasauser base. In addition, because we do not teavenage thousands of distinct applicat
with their own business logic and database schewmbglieve that we can scale our business fdsaderttaditional software vendors.
Moreover, we can focus our resources on building fumctionality to deliver to our customer baseaaghole rather than on maintaining an
infrastructure to support each of their distingblagations.

Because of our multi-tenant and logically separatethitecture, we are able to provide all of oustomers with a service based on a
single version of our applications. We are ablaggrade all of our customers at the same time eatth release. As a result, we do not have to
maintain multiple versions of our applications.

Our research and development efforts are focuseghproving and enhancing the features, functiopaitd security of our existing
service offerings as well as developing new sesvite addition, from time to time we supplement mternal research and development
activities with outside development resources amgied technology.

Our customers access our service over the Intémraigh supported Internet browsers and mobilecssvi
We currently serve our customers from third-padyadcenter hosting facilities located in the Unidtes and other countries.

Customers

We sell to businesses of all sizes. The numberging subscriptions at each of our customers rafigasone to hundreds of thousands.
None of our customers accounted for more thandareent of our revenues in fiscal 2012, 2011, d02

Sources of Revenue

We derive our revenues primarily from subscriptieas from our customers and support revenues fumtomers purchasing additional
support beyond the standard support that is indud¢he basic subscription fee.
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We generally recognize revenue ratably over theéraohterm, beginning on the commencement datadf eontract. Amounts that have
been invoiced are recorded in accounts receivatddradeferred revenue or revenue, depending othghéhe revenue recognition criteria
have been met.

Sales, Marketing and Customer Support

We organize our sales and marketing programs bgrgebic regions, including the Americas, Europel Asia Pacific which includes
Japan. Over 30 percent of our revenue comes fratoeers outside of the Americas.

Direct Sales

We sell subscriptions to our service primarily thgh our direct sales force comprised of insidessaldich consists of personnel that sell
to customers primarily by phone, and field salesqenel, that are primarily based in geographidtteres comprising customers and
prospects. Both our inside sales and field salesopeel are supported by telesales representatitesare primarily responsible for generating
qualifying leads. Our small business, general lrssirand enterprise account executives and accanggars focus their efforts on small,
medium-size and large enterprises, respectively.

Referral and Indirect Sales
We have a network of partners who refer customespcts to us and assist us in selling to thessppuots.
The network includes consulting firms, other tedbgg vendors, systems integrators and partnersairkets where we do not have a

large direct sales presence. In return, we typiqaly these partners a fee based on the firstsgdzscription revenue generated by the
customers they refer. We expense these fees tittbéhe customer signs the subscription servicgraot.

We also continue to develop distribution channetsolur subscription service.

Marketing

Our marketing strategy is to promote our brand genkrate significant demand for our offerings. \We a variety of marketing programs
to target our prospective and current customersn@a, and developers.

Our primary marketing activities include:

» press and industry analyst relations to garned+tparty validation and generate positive coveragefir company and product
strategy;

» user conferences and launch events, as well dsipation in trade shows and industry events, &atg customer awareness and
prospect enthusiasr

» use of social network solutions such as Facebooktér, LinkedIn and YouTube
» search engine marketing and advertising to driaii¢rto our Web propertie:

*  Web site development to engage and educate prespedigenerate interest through product informadimhdemonstrations, free
trials, case studies, white papers, and marketiigteral;

» email, direct mail, and phone campaigns to cagaads that can be funneled into our sales orgaaig:
» use of customer testimonials; 8

» sales tools and field marketing events to enabtesales organization to more effectively convepigtine into completed
transactions
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Customer Service and Support
Our global customer support group responds to bosfiness and technical inquires from our custometading to how to use our produ
and is available to customers by the web, teleplamgeemail.

Basic customer support during business hours igadl@ at no charge to customers who purchase fayrgaying editions. Premier
customer support includes extended availability aditional services, such as an assigned supgmésentative and/or administrator. Prer
customer support is available for a separate fieis,included in our Unlimited Edition. Additionalpport services include developer support
and partner support.

Seasonality

Our fourth quarter has historically been our stestgjuarter for new business. For a more detaikzlisision, see the “Seasonal Nature of
Deferred Revenue and Accounts Receivable” discnssidanagement’s Discussion and Analysis.

Competition

The market for our offerings is highly competitivapidly evolving and fragmented, and subject tanging technology, frequent
introductions of new products and services, andeablave seen recently, consolidation. Many pro$gecustomers have invested substantial
personnel and financial resources to implementiategjrate traditional enterprise software into theisinesses, and therefore may be reluctant
or unwilling to migrate to an enterprise cloud cartipg application service. Additionally, third padevelopers may be reluctant to build
application services on our platform since theyehimwvested in other competing technology platforms.

We compete primarily with vendors of packaged besénsoftware and companies offering cloud comp@iRi/ applications. We also
compete with internally developed applications fawt, or expect to face, competition from entegpsigftware vendors and online service
providers who may develop toolsets and productsath@v customers to build new applications that an the customergurrent infrastructur
or as hosted services. Our current principal corgstinclude:

» enterprise software application vendc

e cloud computing CRM application service provide

» traditional platform development environment conipananc
* cloud computing development platform compan

We believe that as enterprise software applicaiwh platform vendors shift more of their focus kmud computing, they will be a greater
competitive threat.

Intellectual Property

We rely on a combination of trademark, copyrighade secret and patent laws in the United Staté®tner jurisdictions as well as
confidentiality procedures and contractual provisito protect our proprietary technology and oanbdr We also enter into confidentiality and
proprietary rights agreements with our employeensultants and other third parties and control sste software, documentation and other
proprietary information.

Employees
As of January 31, 2012, we had 7,785 employeeseNbdour employees are represented by a labor union
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Available Information

You can obtain copies of our Form 10-K, QuartergpBrts on Form 10-Q, Current Reports on Form 8r¢, @ther filings with the SEC,
and all amendments to these filings, free of chémg®a our Web site dittp://www.salesforce.com/company/investor/sengdias soon as
reasonably practicable following our filing of aaf/these reports with the SEC. You can also oltapies free of charge by contacting our
Investor Relations department at our office addlistsd above. The public may read and copy anyerias filed by the Company with the
SEC at the SEC’s Public Reference Room at 100de&tNE, Room 1580, Washington, DC 20549. The pubhy obtain information on the
operation of the Public Reference Room by callmg$EC at 1-800-SEC-0330. The SEC maintains amkttsite that contains reports, proxy
and information statements and other informati@arding issuers that file electronically with the(Gat www.sec.gov The contents of these
websites are not incorporated into this filing. ther, the Company’s references to the URLSs forelvesbsites are intended to be inactive
textual references only.
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ITEM 1A. RISK FACTORS

The risks and uncertainties described below aretim@only ones facing us. Other events that wead@urrently anticipate or that we
currently deem immaterial also may affect our resof operations, cash flows and financial conditio

Risks Related to Our Business and Industry
Defects or disruptions in our service could dimihislemand for our service and subject us to substaritability.

Because our service is complex and incorporatesiaty of hardware and proprietary and third-padftware, our service may have
errors or defects that could result in unanticigatewntime for our subscribers and harm to our tamn and our business. Internet-based
services frequently contain undetected errors winshintroduced or when new versions or enhancesare released. We have from time to
time found defects in our service and new errom@unservice may be detected in the future. Intéadiour customers may use our service in
unanticipated ways that may cause a disruptioeinice for other customers attempting to acceds da¢a. As we acquire companies, we may
encounter difficulty in incorporating the acquiredhnologies into our service and maintaining thality standards that are consistent with our
brand and reputation. Since our customers useapuics for important aspects of their business, emgrs, defects, disruptions in service or
other performance problems could hurt our reputagiod may damage our customers’ businesses. Asil, ustomers could elect to not
renew, or delay or withhold payment to us, we cdofe future sales or customers may make warrantyher claims against us, which could
result in an increase in our provision for doubtatounts, an increase in collection cycles fooants receivable or the expense and risk of
litigation.

Interruptions or delays in service from our thirdgsty data center hosting facilities could impair ¢hdelivery of our service and harm
our business.

We currently serve our customers from third-padyaccenter hosting facilities located in the Unigdtes and other countries. Any
damage to, or failure of, our systems generallyiccoesult in interruptions in our service. Intertiops in our service may reduce our revenue,
cause us to issue credits or pay penalties, caisderners to terminate their subscriptions and ahheaffect our renewal rates and our ability
to attract new customers. Our business will alsbhdrened if our customers and potential customeisvgeour service is unreliable.

As part of our current disaster recovery arrangasjeur production environment and all of our costos’ data is currently replicated in
near real-time in a facility located in the Unit8thtes. Companies and products added through &tmuisay be temporarily served through
alternate facilities. We do not control the openatof any of these facilities, and they are vulb&do damage or interruption from earthqua
floods, fires, power loss, telecommunications fa&fuand similar events. They may also be subjegtaak-ins, sabotage, intentional acts of
vandalism and similar misconduct. Despite precastiaken at these facilities, the occurrence ditaral disaster or an act of terrorism, a
decision to close the facilities without adequatéiae or other unanticipated problems at thesditi@si could result in lengthy interruptions in
our service. Even with the disaster recovery areamnts, our service could be interrupted.

As we continue to add data centers and add cagadityr existing data centers, we may move or fearsur data and our customers’
data. Despite precautions taken during this pro@ssunsuccessful data transfers may impair theedg of our service.

If our security measures are breached and unauthzeil access is obtained to a customer’s data ordata or our IT systems, our
service may be perceived as not being secure, ouste may curtail or stop using our service and waymncur significant legal anc
financial exposure and liabilities

Our service involves the storage and transmissi@ustomers’ proprietary information, and secubitgaches could expose us to a risk of
loss of this information, litigation and possibiadility. These security
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measures may be breached as a result of third-getityn, including intentional misconduct by congutackers, employee error, malfeasance
or otherwise and result in someone obtaining uraiséd access to our customers’ data or our datiyding our intellectual property and
other confidential business information, or oursystems. Additionally, third parties may attempftrandulently induce employees or
customers into disclosing sensitive informationtsas user names, passwords or other informationdier to gain access to our customeliete
or our data or IT systems. Because the technigses 1o obtain unauthorized access, or to saboyagenss, change frequently and generally
are not recognized until launched against a tavgeinay be unable to anticipate these techniquésiorplement adequate preventative
measures. In addition, our customers may auththiea-party technology providers on our AppExchadgectory to access their customer
data. Because we do not control the transmissietveden our customers and third-party AppExchangent@ogy providers, or the processing
of such data by third-party AppExchange technolpgyiders, we cannot ensure the integrity or ségwofisuch transmissions or processing.
Any security breach could result in a loss of cdefice in the security of our service, damage qurtedion, negatively impact our future sales,
disrupt our business and lead to legal liability.

Because we recognize revenue from subscriptionsdiar service over the term of the subscription, ddwrns or upturns in new
business may not be immediately reflected in ouergting results.

We generally recognize revenue from customers lsataker the terms of their subscription agreementsch are typically 12 to 24
months. As a result, most of the revenue we répagaich quarter is the result of subscription agesgs entered into during previous quarters.
Consequently, a decline in new or renewed subsonipin any one quarter may not be reflected inreuenue results for that quarter. Any s
decline, however, will negatively affect our reverin future quarters. Accordingly, the effect afreficant downturns in sales and market
acceptance of our service, and potential changesrimate of renewals may not be fully reflectedim results of operations until future
periods. Our subscription model also makes itdiffifor us to rapidly increase our revenue throadtitional sales in any period, as revenue
from new customers must be recognized over thacgipé subscription term.

Our efforts to expand our service beyond the CRMnk&t and to develop our existing service in orderkeep pace with technological
developments may not succeed and may reduce owme® growth rate and/or harm our business.

We derive substantially all of our revenue fromsriptions to our CRM enterprise cloud computinglegation service, and we expect
this will continue for the foreseeable future. Tharket for our Force.com cloud computing platfoemains relatively new and it is uncertain
whether our efforts will ever result in significanevenue for us. Further, the introduction of newies beyond the CRM market may not be
successful, and early stage interest and adoptisnah new services may not result in long terntess or significant revenue for us. Our
efforts to expand our service beyond the CRM mamk&y not succeed and may reduce our revenue grateh

Additionally, if we are unable to develop enhanceta¢o and new features for our existing serviceew services that keep pace with
rapid technological developments, our businessheilharmed. The success of enhancements, newdeatod services depends on several
factors, including the timely completion, introdiact and market acceptance of the feature or edikaiture in this regard may significantly
impair our revenue growth. In addition, becausesguvice is designed to operate on a variety ofiokk hardware and software platforms
using a standard browser, we will need to contisiyomodify and enhance our service to keep pade efianges in Internet-related hardware,
software, communication, browser and database tdogies. We may not be successful in either dewetpthese modifications and
enhancements or in bringing them to market timélythermore, uncertainties about the timing andneadf new network platforms or
technologies, or modifications to existing platferor technologies, could increase our researctdandlopment or service delivery expenses.
Any failure of our service to operate effectivelitwfuture network platforms and technologies cawlduce the demand for our service, result
in customer dissatisfaction and harm our business.
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If we experience significant fluctuations in our ta of anticipated growth and fail to balance our genses with our revenue forecasts,
our results could be harmed.

Due to our evolving business model and the unptalility of future general economic and financianket conditions, we may not be
able to accurately forecast our rate of growth. & our expense levels and investment on estinedtiesure revenue and future anticipated
rate of growth. We may not be able to adjust oensiing quickly enough if the addition of new suljsoons or the renewal rate for existing
subscriptions falls short of our expectations. Atipo of our expenses may also be a fixed cosaianme for some minimum amount of time,
such as with a datacenter contract or office less&, may not be possible to reduce costs in alyirnanner or without the payment of fees to
exit certain obligations early.

As a result, we expect that our revenues, operagisglts and cash flows may fluctuate significaltlya quarterly basis. Our recent
revenue growth rates may not be sustainable anddecline in the future. We believe that period-&ripd comparisons of our revenues,
operating results and cash flows may not be meéuliagd should not be relied upon as an indicatibfuture performance.

We cannot accurately predict subscription renewalupgrade rates and the impact these rates may haweur future revenue and
operating results.

Our customers have no obligation to renew theissrtiptions for our service after the expiratiorttodir initial subscription period, which
is typically 12 to 24 months, and in fact, sometooeers have elected not to renew. In addition,cogtomers may renew for fewer
subscriptions, renew for shorter contract lengthsenew for lower cost editions of our service. ¥éanot accurately predict renewal rates
given our varied customer base of enterprise arallend medium size business customers and the ewafilnultiyear subscription contracts.
Our renewal rates may decline or fluctuate as altre§a number of factors, including customer dt&faction with our service, customers’
spending levels, decreases in the number of users @ustomers, pricing changes and deterioragérgeral economic conditions. If our
customers do not renew their subscriptions forsamvice or reduce the number of paying subscriptairthe time of renewal, our revenue will
decline and our business will suffer.

Our future success also depends in part on outyatailsell additional features and services, msariescriptions or enhanced editions of
our service to our current customers. This may adgaire increasingly sophisticated and costlysaféorts that are targeted at senior
management. Similarly, the rate at which our custenpurchase new or enhanced services dependswmkber of factors, including general
economic conditions and that our customers doesattrnegatively to any price changes related teetheditional features and services. If our
efforts to upsell to our customers are not succéssfd negative reaction occurs, our business mfigrs

We rely on third-party computer hardware and softegahat may be difficult to replace or which coulthuse errors or failures of our
service.

We rely on computer hardware purchased or leasgdaftware licensed from third parties in ordeotfer our service, including
database software from Oracle Corporation. Thidware and software may not continue to be availabieasonable prices or on
commercially reasonable terms, or at all. Any lofthe right to use any of this hardware or sofeveould significantly increase our expenses
and otherwise result in delays in the provisiorofigur service until equivalent technology is eitdeveloped by us, or, if available, is
identified, obtained through purchase or licensgtiategrated. Any errors or defects in third-pdréydware or software could result in errors or
a failure of our service which could harm our besi

Weakened global economic conditions may adverséigca our industry, business and results of operats.

Our overall performance depends in part on worléwedonomic conditions. The United States and dtbgiinternational economies
have experienced in the past a downturn in whicmemic activity was impacted
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by falling demand for a variety of goods and sagsjaestricted credit, poor liquidity, reduced @ogte profitability, volatility in credit, equity
and foreign exchange markets, bankruptcies andcaiwercertainty with respect to the economy. Thedpaan Union continues to face great
economic uncertainty which could impact the ovenadtld economy or various other regional economiémse conditions affect the rate of
information technology spending and could adversaéfigct our customers’ ability or willingness torphiase our enterprise cloud computing
services, delay prospective customers’ purchaségsibns, reduce the value or duration of theisstiption contracts, or affect renewal rates,
all of which could adversely affect our operatiegults.

Our quarterly results can fluctuate and our stockipe and the value of your investment could declisgbstantially.

Our quarterly operating results are likely to fluette. For example, our fiscal fourth quarter hasohically been our strongest quarter for
new business and renewals. The year-over-year conding effect of this seasonality in billing patterand overall new business and renewal
activity causes the value of invoices that we gateein the fourth quarter to continually increas@iioportion to our billings in the other three
quarters of our fiscal year.

Additionally, some of the important factors thatynt@use our revenues, operating results and casi tb fluctuate from quarter to
quarter include:

» our ability to retain and increase sales to exjstinstomers, attract new customers and satisfgugtomer requirements
» the renewal rates for our servit
« the amount and timing of operating costs and chpienditures related to the operations and exparmd our busines:

» changes in deferred revenue balances and unbélezhue balances, which are not reflected in thenoal sheet, due to seasonality,
the compounding effects of renewals, invoice dorgtinvoice timing and new business linear

» the number of new employe

« changes in our pricing policies and terms of cartsravhether initiated by us or as a result of cetitipn;
» the cost, timing and management effort for theoitiction of new features to our servi

» the rate of expansion and productivity of our sébese;

» the length of the sales cycle for our serv

* new product and service introductions by our cornqrst

» our success in selling our service to large enisgp)

» variations in the revenue mix of editions of ounviee;

» technical difficulties or interruptions in our san;,

» expenses related to our real estate, our officeeleand our data center capacity and expar
» changes in foreign currency exchange re

» changes in interest rates and our mix of investmemtich would impact our return on our investmeéntsash and marketak
securities

« conditions, particularly sudden changes, in tharfgial markets have and may continue to impact#hee of and access to our
investment portfolio

» changes in the effective tax rates due to changteeimix of earnings and losses in countries wittering statutory tax rates,
certain non-deductible expenses as a result ofisitiqns, compensation, the valuation of defer@eddssets and liabilities and
changes in federal, state or international tax lamd accounting principle
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» general economic conditions that may adverselyca#iher our custome’ ability or willingness to purchase additiot
subscriptions or upgrade their service, or delpyoapective customerpurchasing decision, or reduce the value of nevgaittion
contracts, or affect renewal rat

» timing of additional investments in our enterprideud computing application and platform serviced a our consulting servici
* regulatory compliance cosi

» the timing of customer payments and payment defdoyltcustomers

» costs associated with acquisitions and subseqgotgration of companies and technolog

« extraordinary expenses such as litigation or odisgyute-related settlement paymen

* any adverse resolution to income tax audits intaryurisdictions throughout the worl

» the impact of new accounting pronounceme

e equity issuances, including as consideration irusttipns or due to the conversion of our outstagdionvertible notes at tl
election of the note holders; a

» the timing of stock awards to employees and tregedladverse financial statement impact of havinexpense those stock awards
ratably over their vesting schedul

Many of these factors are outside of our contnadi the occurrence of one or more of them mighteaws operating results to vary
widely. As such, we believe that quarter-to-quactanparisons of our revenues, operating resultash flows may not be meaningful and
should not be relied upon as an indication of fifperformance.

Additionally, we may fail to meet or exceed the ectations of securities analysts and investors tlaadnarket price of our common
stock could decline. If one or more of the secesitinalysts who cover us adversely change theinmeendation regarding our stock, the
market price of our common stock could decline. dbwer, our stock price may be based on expectatstisnates or forecasts of our future
performance that may be unrealistic or that maybeotet. Further, our stock price may fluctuateetam reporting by the financial media,
including television, radio and press reports alog$

The market in which we participate is intensely cpetitive, and if we do not compete effectively, ajrerating results could be
harmed.

The market for enterprise cloud computing applaraiand platform services is highly competitiv@idéy evolving and fragmented, and
subject to changing technology, shifting custoneeds and frequent introductions of new productssandices. We compete primarily with
vendors of packaged CRM software and companiesingf@n-demand CRM applications. We also competh imternally developed
applications and face, or expect to face, competitiom enterprise software vendors and onlineisemroviders who may develop toolsets
and products that allow customers to build newiappbns that run on the customers’ current infracgtire or as hosted services. Our current
competitors include:

» enterprise software application vendc
» on-demand CRM application service provide
» traditional platform development environment comipananc
* cloud computing development platform compan
Many of our current and potential competitors ergapstantial competitive advantages, such as gneatee recognition, longer

operating histories and larger marketing budgetsyell as substantially greater financial, techingcad other resources. In addition, many of
our current and potential competitors have
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established marketing relationships and accesggel customer bases, and have major distribuioeeanents with consultants, system
integrators and resellers.

As a result, our competitors may be able to respoack quickly and effectively than we can to newloanging opportunities,
technologies, standards or customer requiremeutthérmore, because of these advantages, evensgotice is more effective than the
products that our competitors offer, potential oostrs might accept competitive products and sesvitéieu of purchasing our service. For all
of these reasons, we may not be able to competessfully against our current and future compegitor

As we acquire companies or technologies, they cquiove difficult to integrate, disrupt our businesdilute stockholder value and
adversely affect our operating results and the valof your investment.

As part of our business strategy, we periodicalbkeninvestments in, or acquisitions of, complemmsritasinesses, joint ventures,
services and technologies and intellectual propaghts, and we expect that we will continue to makich investments and acquisitions in the
future. Acquisitions and investments involve nunusrasks, including:

» the potential failure to achieve the expected hiemnef the combination or acquisitio

» difficulties in and the cost of integrating opeaai$, technologies, services and persor

» diversion of financial and managerial resourcemfexisting operation:

» risk of entering new markets in which we havedittk no experience or where competitors may haeeger market position:
» potential write-offs of acquired assets or investments, and patéfiriancial and credit risks associated with acegiicustomers
» potential loss of key employee

» inability to generate sufficient revenue to offaeguisition or investment cos

« the inability to maintain relationships with custers and partners of the acquired busin

» the difficulty of incorporating acquired technologgd rights into our products and services andaihtaining the security standa
consistent with our other service

» potential unknown liabilities associated with thejaired businesse
* unanticipated expenses related to acquired tecgpalod its integration into existing technolo

* negative impact to our results of operations bezafishe depreciation and amortization of amouelisted to acquired intangible
assets, fixed assets and deferred compensatiothatakss of acquired deferred reven

» delays in customer purchases due to uncertairayectto any acquisitiot

» the need to implement controls, procedures andipslappropriate for a public company at privateganies that we acquir
» challenges caused by distance, language and dudiffeaences; an

» the tax effects of any such acquisitio

In addition, if we finance acquisitions by issuiaguity or convertible or other debt securities, existing stockholders may be diluted or
we could face constraints related to the termadfrepayment obligation related to the incurrerfdadebtedness which could affect the
market price of our common stock. Further, if wigtfaproperly evaluate and execute acquisitionsieestments, our business and prospects
may be seriously harmed and the value of your iimvest may decline.
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If the market for our technology delivery model arhterprise cloud computing services develops nglosvly than we expect, our
business could be harmed.

Our success also depends on the willingness af-fiarty developers to build applications that ammplementary to our service. Without
the development of these applications, both cumedtpotential customers may not find our servidécently attractive. In addition, for those
customers who authorize a third-party technologynes access to their data, we do not provide asyamty related to the functionality,
security and integrity of the data transmissiopracessing. Despite contract provisions to praisctustomers may look to us to support and
provide warranties for the third-party applicationdiich may expose us to potential claims, lialeditand obligations for applications we did
not develop or sell.

Supporting our existing and growing customer basautd strain our personnel resources and infrastruce, and if we are unable to
scale our operations and increase productivity, meay not be able to successfully implement our besis plan

We continue to experience significant growth in oustomer base, which has placed a strain on oonagemnent, administrative,
operational and financial infrastructure. We apte that additional investments in our infrastnoet research and development, and real €
spending will be required to scale our operatiams iacrease productivity, to address the needsio€astomers, to further develop and
enhance our service, to expand into new geograpbies, and to scale with the overall growth of@ampany.

Our success will depend in part upon the abilitpaf senior management to manage our projectedthreffectively. To do so, we must
continue to increase the productivity of our exigtemployees and to hire, train and manage newregs as needed. To manage the expi
domestic and international growth of our operatiand personnel, we will need to continue to improueoperational, financial and
management controls, our reporting systems andeguoes, and our utilization of real estate. Thetaddhl investments we are making will
increase our cost base, which will make it moréatift for us to offset any future revenue sholtfdy reducing expenses in the short term. If
we fail to successfully scale our operations amdaase productivity, we will be unable to execuielwusiness plan.

As more of our sales efforts are targeted at largarterprise customers, our sales cycle may becoragertime-consuming and
expensive, we may encounter pricing pressure anglementation and customization challenges, and waynmave to delay revenue
recognition for some complex transactions, all ohigh could harm our business and operating results.

As we target more of our sales efforts at largeéemamise customers, we will face greater costgjéorsales cycles and less predictabilit
completing some of our sales. In this market segntlka customer’s decision to use our service negrbenterprise-wide decision and, if so,
these types of sales would require us to providatgr levels of education regarding the use andfltef our service, as well as education
regarding privacy and data protection laws andlegguns to prospective customers with internatias@grations. In addition, larger customers
may demand more customization, integration sendcesfeatures. As a result of these factors, thakees opportunities may require us to
devote greater sales support and professionalcssrvésources to individual customers, driving egtcand time required to complete sales
diverting our own sales and professional serviegsurces to a smaller number of larger transagtishite potentially requiring us to
delay revenue recognition on some of these traimsectntil the technical or implementation requiesits have been met.

Professional services may also be performed byré plarty or a combination of our own staff andhid party. Our strategy is to work
with third parties to increase the breadth of cdjppland depth of capacity for delivery of thesngces to our customers. If a customer is not
satisfied with the quality of work performed byarsa third party or with the type of services olusons delivered, then we could incur
additional costs to address the situation, theitatfity of that work might be impaired, and thestomer’s dissatisfaction with our
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services could damage our ability to obtain addalavork from that customer. In addition, negaiblicity related to our customer
relationships, regardless of its accuracy, may&rrtdamage our business by affecting our abilityampete for new business with current and
prospective customers.

Periodic changes to our sales organization can ligrdptive and may reduce our rate of growth.

We periodically change and make adjustments taal@s organization in response to market opporasnicompetitive threats,
management changes, product introductions or eelnagrts, acquisitions, sales performance, increasedes headcount, cost levels and ¢
internal and external considerations. In the ghstse changes sometimes resulted in a tempordrpfdocus and reduced productivity; these
effects could recur in connection with any futuaées changes we might undertake and our rate ehrevgrowth could be negatively affected.
In addition, any significant change to the way wedure our compensation of our sales organizatiagy be disruptive and may affect our
revenue growth.

Sales to customers outside the United States expsde risks inherent in international sales.

We sell our service throughout the world and algexit to risks and challenges associated with @tigonal business. For example, sales
in Europe and Asia Pacific together representedeqipately 32 percent of our total revenues forybar ended January 31, 2012, and we
intend to continue to expand our international safforts. The risks and challenges associatedsaits to customers outside the United States
include:

» localization of our service, including translatiiomo foreign languages and associated expe!
» laws and business practices favoring local compsti

» compliance with multiple, conflicting and changiggvernmental laws and regulations, including emiplest, tax, privacy and da
protection laws and regulatior

» pressure on the creditworthiness of sovereign nstiparticularly in Europe, where we have custoraatsa small balance of o
cash, cash equivalents, and marketable secultiipsidity issues or political actions by sovereigations could result in decreased
values for our cash, cash equivalents and marletadurities balance

» regional data privacy laws that apply to the traission of our custome’ data across international borde

» treatment of revenue from international sourcesdrahges to tax codes, including being subjeabiteidn tax laws and being liak
for paying withholding income or other taxes indign jurisdictions

» foreign currency fluctuations and contrc

» different pricing environment:

« difficulties in staffing and managing foreign opioas;

» different or lesser protection of our intellectpabperty;

* longer accounts receivable payment cycles and otiiction difficulties;
* natural disasters, acts of war, terrorism, pandgmicecurity breaches; a
» regional economic and political conditio!

Any of these factors could negatively impact ousibass and results of operations.

Additionally, our international subscription fea® @aid either in U.S. dollars or local currencg. #result, fluctuations in the value of
U.S. dollar and foreign currencies may make owisemore expensive for international customersctvicould harm our business.
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We have been and may in the future be sued by tipagties for various claims including alleged infigement of proprietary rights.

We are involved in various legal matters arisiragrfrthe normal course of business activities. Tinegg include claims, suits,
government investigations and other proceedingslvitvg alleged infringement of third-party pateatsd other intellectual property rights, and
commercial, labor and employment, wage and houtcéner matters.

The software and Internet industries are charaeedry the existence of a large number of patéaidemarks and copyrights and by
frequent litigation based on allegations of infengent or other violations of intellectual propatigghts. We have received in the past and may
receive in the future communications from thirdtigar claiming that we have infringed the intelledtproperty rights of others. In addition we
have been, and may in the future be, sued by farties for alleged infringement of their claimedgrietary rights. Our technologies may be
subject to injunction if they are found to infringee rights of a third party or we may be requitegay damages, or both. Many of our
subscription agreements require us to indemnifycostomers for third-party intellectual propertjrimgement claims, which would increase
the cost to us of an adverse ruling on such a claim

The outcome of any litigation, regardless of itgitseis inherently uncertain. Any claims and lawsuand the disposition of such claims
and lawsuits, could be timmnsuming and expensive to resolve, divert manageattention from executing our business plan, leaattempt:
on the part of other parties to pursue similamstaand, in the case of intellectual property clairaquire us to change our technology, change
our business practices and/or pay monetary dan@gager into short- or long-term royalty or licargagreements.

Any adverse determination related to intellectualpgrty claims or other litigation could preventftmm offering our service to others,
could be material to our financial condition ortedl®ws, or both, or could otherwise adversely efffeur operating results. In addition,
depending on the nature and timing of any suchutésa resolution of a legal matter could mateyriaffect our future results of operation or
cash flows or both.

In addition, our exposure to risks associated wathious claims, including the use of intellectuedgerty, may be increased as a result of
acquisitions of other companies. For example, wg haae a lower level of visibility into the developnt process with respect to intellectual
property or the care taken to safeguard againgh@égment risks with respect to the acquired congartechnology. In addition, third parties
may make infringement and similar or related claaftsr we have acquired technology that had not laseerted prior to our acquisition.

Any failure to protect our intellectual property ghts could impair our ability to protect our propetary technology and our brand.

If we fail to protect our intellectual property hitg adequately, our competitors may gain accesarttechnology, and our business may
be harmed. In addition, defending our intellecfualperty rights may entail significant expense. Afipur patents, trademarks or other
intellectual property rights may be challenged Hyees or invalidated through administrative procasktigation. While we have some U.S.
patents and many U.S. and international patenicgijans pending, we may be unable to obtain pgiestection for the technology covered in
our patent applications. In addition, our existpadents and any patents issued in the future megrogide us with competitive advantages, or
may be successfully challenged by third partiestiemmore, legal standards relating to the valjdityforceability and scope of protection of
intellectual property rights are uncertain. Effeetpatent, trademark, copyright and trade seco#eption may not be available to us in every
country in which our service is available. The laafsome foreign countries may not be as proteafiatellectual property rights as those in
the U.S., and mechanisms for enforcement of irtlbd property rights may be inadequate. Accordindéspite our efforts, we may be unable
to prevent third parties from infringing upon orsappropriating our intellectual property.
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We may be required to spend significant resour@esdnitor and protect our intellectual propertyhtgy We may initiate claims or
litigation against third parties for infringemerftaur proprietary rights or to establish the vaiidf our proprietary rights. Any litigation,
whether or not it is resolved in our favor, coudgult in significant expense to us and divert fifieres of our technical and management
personnel.

Privacy concerns and laws, evolving regulation bktinternet, cross-border data transfers and otrdamestic or foreign regulations
may limit the use and adoption of our solution ardversely affect our business.

As Internet commerce continues to evolve, increpsdgulation by federal, state or foreign governtaemd agencies becomes more
likely. For example, we believe increased regutat®occurring in the area of data privacy, andslawd regulations applying to the
solicitation, collection, processing or use of pa or consumer information could affect our coses’ ability to use and share data,
potentially reducing demand for our solutions amstnicting our ability to store, process and sl with our customers.

Our customers can use our service to store coatatbther personal or identifying information rediag their customers and contacts.
Federal, state and foreign governments and agehaiesadopted or are considering adopting lawgegualations regarding the collection, use
and disclosure of personal information obtainedificonsumers and individuals in addition to laws segllations that impact the cross-border
transfer of personal information. The costs of ctamze with, and other burdens imposed by, sucls lamd regulations that are applicable to
the businesses of our customers may limit the ndeadoption of our service and reduce overall detdanit, or lead to significant fines,
penalties or liabilities for any noncompliance watich privacy laws. Furthermore, privacy conceray gause our customers’ customers to
resist providing the personal data necessary ¢avadlur customers to use our service effectivelyerthe perception of privacy concerns,
whether or not valid, may inhibit market adoptidroar service in certain industries.

In addition to government activity, privacy advogaroups and the technology and other industriesansidering various new,
additional or different self-regulatory standardattmay place additional burdens on us. If theeyatly of personal information were to be
curtailed in this manner, CRM solutions would bssleffective, which may reduce demand for our serand harm our business.

If we fail to develop and maintain our brands, otnusiness may suffer.

We believe that developing and maintaining awarewnéshe salesforce.com brand and our other brisnoi#tical to achieving widespre
acceptance of our existing and future servicesiaad important element in attracting new customafs have incurred and expect to continue
to incur significant expense to build our brandsariél promotion activities may not yield increasedenue, and even if they do, any increased
revenue may not offset the expenses we incurrédilding our brands. If we fail to successfully prote and maintain our brands, or incur
substantial expenses in an unsuccessful attengubtoote and maintain our brands, we may fail taattenough new customers or retain our
existing customers to the extent necessary tozeealisufficient return on our brand-building efforind our business could suffer.

We may lose key members of our management teanmegelbpment and operations personnel, and may behl@ao attract and retain
employees we need to support our operations andviino

Our success depends substantially upon the contiservices of our executive officers and other keymbers of management,
particularly our Chief Executive Officer. From tini@time, there may be changes in our executiveag@ment team resulting from the hiring
or departure of executives. Such changes in owuwixe management team may be disruptive to ounbsas. We are also substantially
dependent on the continued service of our existanglopment and operations personnel because obthplexity of our service and
technologies. We do not have employment agreemetiisany of our executive officers, key managemertielopment or operations
personnel and they could terminate their employmétfit us at any time. The loss of one or more ofl@y employees or groups could
seriously harm our business.
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In the technology industry, there is substantia eontinuous competition for engineers with higlels of experience in designing,
developing and managing software and Internetadlaervices, as well as competition for sales ékexsiand operations personnel. We may
not be successful in attracting and retaining djedlipersonnel. We have from time to time expergh@nd we expect to continue to
experience, difficulty in hiring and retaining higtskilled employees with appropriate qualificatsoif we fail to attract new personnel or fai
retain and motivate our current personnel, ourriess and future growth prospects could be sevhegined.

We may not realize any benefits in connection withr purchase of undeveloped land in San Francis¢bwe do not realize any
benefits, our financial performance may be negativémpacted.

In November 2010, we purchased approximately 1dsagf undeveloped real estate in San Franciscdp@ud, including entitlements
and improvements associated with the land. We noayealize any benefits with respect to the purelasuch real estate. We have devoted
significant capital resources to the purchase,ifawe develop the real estate will be required évate substantial additional resources in the
future, which may impact our liquidity and finanicikexibility. Finally, real estate assets are astliquid as certain other types of assets. In the
event that we cease development of the real astéte future or have a future need to sell thigoprty, we may not be able to do so on
favorable terms, or at all, and our financial resulay be negatively impacted.

Natural disasters and other events beyond our cohttould materially adversely affect us.

Natural disasters or other catastrophic eventscaage damage or disruption to our operations,riatemal commerce and the global
economy, and thus could have a strong negativetaffeus. Our business operations are subjecteaiption by natural disasters, fire, power
shortages, pandemics and other events beyond otrobdAlthough we maintain crisis management aisdster response plans, such events
could make it difficult or impossible for us to d&r our services to our customers, and could daserelemand for our services. The majority of
our research and development activities, corpdreéelquarters, information technology systems, aimer @ritical business operations, are
located near major seismic faults in the San FsmocBay Area. Because we do not carry earthquakeance for direct quake-related losses,
and significant recovery time could be requiredesume operations, our financial condition and afieg results could be materially adversely
affected in the event of a major earthquake orstaiphic event.

Risks Relating to Capitalization Matters
The market price of our common stock is likely te bolatile and could subject us to litigation.

The trading prices of the securities of technologsnpanies have been highly volatile. Accordinghg market price of our common stc
has been and is likely to continue to be subjeutitte fluctuations. Factors affecting the markétgof our common stock include:

e variations in our operating results, earnings pera, cash flows from operating activities, defé@mevenue and other financial
metrics and nc-financial metrics, and how those results compammntdyst expectation

« forward looking guidance to industry and finan@ahlysts related to future revenue and earningshmse:

» the netincreases in the number of customers,réitdependently or as compared with published etgtiens of industry, financial
or other analysts that cover our compe

» changes in the estimates of our operating resulth@anges in recommendations by securities analyatslect to follow ou
common stock

« announcements of technological innovations, newices or service enhancements, strategic alliaocsggnificant agreements by
us or by our competitor:
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e announcements by us or by our competitors of mergeother strategic acquisitions, or rumors ohswansactions involving us
our competitors

» announcements of customer additions and customeetiations or delays in customer purcha

* recruitment or departure of key personi

» disruptions in our service due to computer hardwsoéiware, network or data center proble

» the economy as a whole, market conditions in odustry and the industries of our custom

» trading activity by a limited number of stockholdevho together beneficially own a majority of outstanding common stoc

» theissuance of shares of common stock by us, whéetlrconnection with an acquisition, a capitasiraj transaction or upc
conversion of some or all of our outstanding cotilbkr senior notes; ar

» any other factors discussed hert
In addition, if the market for technology stockstloe stock market in general experiences unevesstov confidence, the market price of
our common stock could decline for reasons unrelaieur business, operating results or finan@aldition. The market price of our common
stock might also decline in reaction to events #itgct other companies within, or outside, oustdy even if these events do not directly

affect us. Some companies that have experiencetilitglin the trading price of their stock haveemethe subject of securities class action
litigation. If we are the subject of such litigatidt could result in substantial costs and a diiaT of management’s attention and resources.

Provisions in our amended and restated certificateincorporation and bylaws, Delaware law and ountstanding convertible notes
might discourage, delay or prevent a change of aohbf our company or changes in our management arlerefore, depress the market
price of our common stock

Our amended and restated certificate of incorpmmaaind bylaws contain provisions that could deptiessnarket price of our common
stock by acting to discourage, delay or preveritange in control of our company or changes in oamagement that the stockholders of our
company may deem advantageous. These provisionsgaatboer things:

» establish a classified board of directors so tloatii members of our board are elected at one;1

» permit the board of directors to establish the neindf directors

» provide that directors may only be remov‘for caus” and only with the approval of 66 2/3 percent of stackholders

* require supemajority voting to amend some provisions in our aderl and restated certificate of incorporation layldws;

« authorize the issuance of “blank check” prefertedlsthat our board could use to implement a stoldér rights plan (also known
as a“poison pil");

« eliminate the ability of our stockholders to calesial meetings of stockholde
» prohibit stockholder action by written consent, gthrequires all stockholder actions to be takemmeeting of our stockholdel
» provide that the board of directors is expresshhatized to make, alter or repeal our bylaws;

» establish advance notice requirements for nominatior election to our board or for proposing mattdat can be acted upon by
stockholders at annual stockholder meetil

25



Table of Contents

In addition, Section 203 of the Delaware GenerapGration Law may discourage, delay or preventangke in control of our company.
Section 203 imposes certain restrictions on meilgesiness combinations and other transactions leetwe and holders of 15 percent or more
of our common stock.

In addition, the fundamental change purchase rigppdicable to our convertible notes, which wilbal note holders to require us to
purchase all or a portion of their notes upon theuarence of a fundamental change, and the pradsiequiring an increase to the conversion
rate for conversions in connection with a make-wtahdamental change may in certain circumstanekes/ ar prevent a takeover of us and
the removal of incumbent management that mightratise be beneficial to investors.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

As of January 31, 2012, our executive offices amuicjpal office for domestic marketing, sales, gsdional services and development
occupy over 650,000 square feet in the San Fram@iay Area under leases that expire at variousstitneugh April 2021. We also lease sy
in various locations throughout the United Stateddcal sales and professional services personelforeign subsidiaries lease office space
for their operations including local sales and pssfonal services personnel.

We believe that our existing facilities and offiGee adequate to meet our current requirementdN8ee7, “Commitments,” in the Notes
to the Consolidated Financial Statements for mofirination about our lease commitments. If we regadditional space, we believe that we
will be able to obtain such space on acceptabl@ntercially reasonable terms.

ITEM 3. LEGAL PROCEEDINGS

In the ordinary course of business, we are involnedarious legal proceedings and claims relatealleged infringement of third-party
patents and other intellectual property rights, gw@rcial, employment, wage and hour, and other daim

We have been, and may in the future be, put o@atnd/or sued by third parties for alleged infeimgnt of their proprietary rights,
including patent infringement. We evaluate thesént$ and lawsuits with respect to their potentiatits, our potential defenses and counter
claims, and the expected effect on us. Our teclyidamay be subject to injunction if they are fodmdhfringe the rights of a third party. In
addition, many of our subscription agreements mequs to indemnify our customers for third-partiellectual property infringement claims,
which could increase the cost to us of an advenéssgron such a claim.

The outcome of any litigation, regardless of ititseis inherently uncertain. Any intellectual pesty claims and other lawsuits, and the
disposition of such claims and lawsuits, couldibetconsuming and expensive to resolve, divertattiention from executing our business
plan, lead to attempts on the part of other pattieseek similar claims and, in the case of int&llel property claims, require us to change our
technology, change our business practices andjompaetary damages or enter into short- or longrteyalty or licensing agreements.

In general, the resolution of a legal matter cqarieivent us from offering our service to others,lddae material to our financial condition
or cash flows, or both, or could otherwise adverséiect our operating results.

We make a provision for a liability relating to Egnatters when it is both probable that a liapitias been incurred and the amount o
loss can be reasonably estimated. These proviai@neviewed at least quarterly
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and adjusted to reflect the impacts of negotiatiestimated settlements, legal rulings, adviceegél counsel and other information and events
pertaining to a particular matter. In our opiniogsolution of all current matters is not expectetidve a material adverse impact on our
consolidated results of operations, cash flowsnamricial position. However, depending on the nagure timing of any such dispute, an
unfavorable resolution of a matter could materiafifect our future results of operations or caskvf, or both, of a particular quarter.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.

ITEM 4A. EXECUTIVE OFFICERS OF THE REGISTRANT
The following sets forth certain information regiaglour current executive officers (in alphabeticader):

Name Age Position

Marc Benioff 47  Chairman of the Board of Directors and Chief ExeeuOfficer
Parker Harris 45 Executive Vice President, Technolo

George Ht 37  Chief Operating Office

Hilarie Koplow-McAdams 48  President, Commercial and SMB U

Burke Norton 45  Executive Vice President and Chief Legal Offi

Graham Smitt 52 Executive Vice President and Chief Financial Offi

Frank van Veenenda 52  Vice Chairmar

Marc Benioffco-founded salesforce.com in February 1999 andéa®d as Chairman of the Board of Directors sinception. He has
served as Chief Executive Officer since NovembéX12Grom 1986 to 1999, Mr. Benioff was employe@®eacle Corporation, where he held a
number of positions in sales, marketing and prodegelopment, lastly as a Senior Vice President.Bénioff also serves as Chairman of the
Board of Directors of the salesforce.com/foundatidn Benioff received a Bachelor of Science in Bess Administration (B. S. B. A.) from
the University of Southern California, where halso on the Board of Trustees.

Parker Harriscofounded salesforce.com in February 1999 and seénveenior technical positions since inception. 8ibecember 200
Mr. Harris has served as our Executive Vice Pregjdeechnology. From October 1996 to February 1889 Harris was a Vice President at
Left Coast Software, a Java consulting firm he@aafled. Mr. Harris received a B.A. from Middleb@gllege.

George Huhas served as our Chief Operating Officer sinceeddser 2011. Previously, Mr. Hu served as our Exeeice President,
Platform and Marketing from August 2010 to Novemb@t 1, our Executive Vice President, Marketing atlchnces from February 2009 to
August 2010, our Executive Vice President, Marlgtifipplications and Education from December 200Fdbruary 2009, our Chief
Marketing Officer from October 2006 through Decem®@07, our Senior Vice President and General Managpplications from January to
October 2006 and our Vice President, Product Margdtom October 2004 to January 2006. Mr. Hu Has aerved in various management
positions in marketing since joining salesforce.doriMarch 2002. Mr. Hu received an A.B. from Haw&ollege and an M.B.A. from
Stanford University.

Hilarie Koplow-McAdamdas served as our President, Commercial and SMBsisde February 2012. Prior to that Ms. Koplow-
McAdams served as our Executive Vice President,|iMade Sales from July 2008 to February 2012. Posalesforce.com, Ms. Koplow-
McAdams was at Intuit, Inc., a provider of businasd financial management software, and servets 8de President of Direct Sales from
2006 to 2008. In addition to Intuit, Inc., she sEhat Oracle Corporation, in various senior saiesr Ms. Koplow-McAdams holds a Master’s
degree in public policy from the University of Cago and a B.A. from Mills College.
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Burke Nortorhas served as our Executive Vice President and Cagal Officer since October 2011. From Octobe®@€o October
2011, Mr. Norton was Executive Vice President, Gah€ounsel and Secretary and a member of theeoffiche chairman at Expedia, Inc.
Previously, Mr. Norton was a partner at the lawnfiof Wilson Sonsini Goodrich & Rosati P.C., wheeeghnacticed corporate and securities law
for 11 years, representing clients in the entegmiEftware, telecommunications, semiconductor siifiences, entertainment and ecommerce
industries. Mr. Norton holds a J.D. from the Ungigr of California, Berkeley School of Law.

Graham Smitlhas served as our Executive Vice President and Ehliancial Officer since March 2008. Prior to thisltr. Smith served
our Executive Vice President and Chief Financididef Designate from December 2007 to March 200®rFo salesforce.com, Mr. Smith
was at Advent Software, Inc., a provider of poitfghanagement software, and served as its Chieingial Officer from January 2003 to
December 2007. In addition to Advent Software, érvesd as Chief Financial Officer of Vitria Techngljoand Nuance Communications, and
also served at Oracle Corporation, in various gditiance roles, lastly as Vice President of Fireafar worldwide operations. Mr. Smith holds
a B.Sc. from Bristol University in England and dfiatl as a member of the Institute of Chartereddrttants in England and Wales.

Frank van Veenendadlas served as Vice Chairman since February 20ic. tBrthat Mr. van Veenendaal served as our Peesjd
Worldwide Sales and Services from October 2009%tariary 2012. Prior to this position, he was ouie€8ales Officer and President,
Worldwide Sales from September 2008 to October 2000President, Global Corporate Sales and Nontlerican Operations from December
2007 to September 2008 and our President, World®miporate Sales and Services from February 200&t@mber 2007. Since joining us in
2001, Mr. van Veenendaal has also served in vagales management positions, including Senior Piasident, North America Sales. From
1995 to 2001, Mr. van Veenendaal was Senior ViesiBent of Sales of Actuate Corporation, a softvearapany. Mr. van Veenendaal
received a B.S. from Rensselaer Polytechnic Irstitu
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PART II

ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

Market Information for Common Stock
Our common stock has been quoted on the New YargkIExchange under the symbol “CRM.”

The following table sets forth for the indicatedipds the high and low closing sales prices of@mmon stock as reported by the New
York Stock Exchange.

High Low

Fiscal year ending January 31, 2(

First quarte! $143.0¢ $120.0:

Second quarte $159.3: $128.9¢

Third quartel $145.6¢ $110.8¢

Fourth quarte $136.6( $ 97.4¢
Fiscal year ending January 31, 2(

First quarte! $ 88.7( $ 62.0¢

Second quarte $100.07 $ 77.52

Third quartel $123.1¢ $ 96.41

Fourth quarte $150.5¢ $110.1¢

Dividend Policy

We have never paid any cash dividends on our constamk. Our board of directors currently intendsetain any future earnings to
support operations and to finance the growth aneldpment of our business and does not intendyapsh dividends on our common stock
for the foreseeable future. Any future determinatielated to our dividend policy will be made at thiscretion of our board.

Stockholders

As of January 31, 2012 there were 125 registezkhblders of record of our common stock, includiiige Depository Trust Company,
which holds shares of salesforce.com common stodkebalf of an indeterminate number of beneficiahers.

Securities Authorized for Issuance under Equity Corpensation Plans

The information concerning our equity compensagitams is incorporated by reference herein to tiki@e of the Proxy Statement
entitled “Equity Compensation Plan Information.”

Issued Warrants

During fiscal 2010 we issued 6.7 million warrardptirchase our common stock, as described in NtBalance Sheet Accounts” of the
consolidated financial statements.

Stock Performance Graph

The following shall not be deemed incorporateddfgnence into any of our other filings under the8#ies Exchange Act of 1934, as
amended, or the Securities Act of 1933, as amerad@gpt to the extent we specifically incorporatayireference into such filing.
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The graph below compares the cumulative total $tolcler return on our common stock with the cumuéatbtal return on the
Standard & Poor’s 500 Index and the Nasdaq Comuigata Processing Index for the period beginninglone 23, 2004 (the date our
common stock commenced trading on the New YorklSEahange) through January 31, 2012, assumingitial investment of $100. Data
for the Standard & Poor’s 500 Index and the Nasdawpputer & Data Processing Index assume reinvestaietividends.

The comparisons in the graph below are based ugtorical data and are not indicative of, nor ited to forecast, future performance
of our common stock.

Comparison of Cumulative Total Return of salesforcecom, inc.

1400
1000 /
2 BOO -1
3
] E00 4
400 \/
200 : |
G2R004 V2005 12712006 WANERMT 173172008 1902008 1012010 18102011 173172012
—ip— zalesforce.com, ing —l— S&EP 500 Index —il— Mazdag Computer i
6/23/200- 1/31/200! 1/31/200¢ 1/31/200° 1/31/200¢ 1/31/200¢ 1/31/201( 1/31/2011 1/31/2012
salesforce.cor 100.0C 124.5¢ 373.1¢ 398.4f 47197 241.9: 577.7: 1,174.00 1,061.8:
S&P 500 Inde» 100.0C 103.2f 111.8¢ 125.77 120.5( 72.1¢ 93.8¢ 112.4: 114.7:
Nasdag Computer & Data Processing In 100.0C 100.4t 111.9¢ 116.6: 117.8¢ 71.02  116.0( 153.3¢ 162.7¢

Recent Sales of Unregistered Securities
None
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial dsttauld be read in conjunction with our audited ofidated financial statements and
related notes thereto and with Management’s Disonssd Analysis of Financial Condition and Resoft©perations, which are included
elsewhere in this Form 10-K. The consolidated stat# of operations data for fiscal 2012, 2011, 260, and the selected consolidated
balance sheet data as of January 31, 2012 anda28Xerived from, and are qualified by referencehe audited consolidated financial
statements and are included in this Form 10-K. ddresolidated statement of operations data for [f2889 and 2008 and the consolidated
balance sheet data as of January 31, 2010, 200208&dare derived from audited consolidated finalrstiatements which are not included in

this Form 10-K.

Fiscal Year Ended January 31,

(in thousands, except per share data) 2012 2011 2010 2009 2008
Consolidated Statement of Operations
Revenues
Subscription and suppc $2,126,23.  $1,551,14! $1,209,47. $ 984,57: $680,58:
Professional services and otl 140,30! 105,99 96,11: 92,19¢ 68,11¢
Total revenue 2,266,53! 1,657,13! 1,305,58 1,076,76! 748,70(
Cost of revenues (1
Subscription and suppc 360, 75¢ 208,24 159,17: 127,08: 91,26¢
Professional services and otl 128,12¢ 115,57( 98,75! 93,38¢ 80,32!
Total cost of revenue 488,88t 323,81 257,92! 220,47: 171,59:
Gross profil 1,777,65. 1,333,32 1,047,65! 856,29¢ 577,10¢
Operating expenses (:
Research and developmt 295,34° 187,88" 131,89 99,53( 63,81:
Marketing and sale 1,169,611 792,02¢ 605,19¢ 534,41 376,48(
General and administrati\ 347,78: 255,91 195,29( 158,61: 116,50t
Total operating expens: 1,812,73 1,235,82! 932,38t 792,55¢ 556,80(
Income (loss) from operatiol (35,085 97,49 115,27: 63,74: 20,30¢
Investment incom 23,26¢ 37,73¢ 30,40¢ 22,77 24,53¢
Interest expens (17,049 (24,909 (2,000 (207 (46)
Gain on sale of investme 0 0 0 0 1,272
Other income (expens (4,45%) (6,025) (1,299 (817) 13¢
Income (loss) before benefit (provision) for incotages anc
noncontrolling interes (33,31) 104,29¢ 142,38: 85,59: 46,21
Benefit (provision) for income taxe 21,74* (34,60) (57,689 (37,559 (23,389
Consolidated net income (los (11,572 69,697 84,69: 48,03t 22,82¢
Less: net income attributable to noncontrollingast 0 (5,227%) (3,977 (4,607%) (4,477)
Net income (loss) attributable to salesforce. $ (1157) $ 6447« $ 80,71¢ $ 4342t $ 18,35¢
Net earnings per she—basic and dilutec
Basic net income (loss) per share attributableatessorce.con
common shareholde $ (0.09 $ 05C $ 0.6t $ 03¢ $ 0.1¢
Diluted net income (loss) per share attributabl
salesforce.com common shareholc $ (0.09 $ 047 $ 06z $ 03t $ 0.1f
Shares used in computing basic net income (loss3tee 135,30: 130,22: 124,46 121,18: 116,84(
Shares used in computing diluted net income (Ipsskhare 135,30: 136,59¢ 128,11 125,22¢ 122,42:

31



Table of Contents

(1) Cost of revenues and operating expenses includg-based expenses, consisting

Fiscal Year Ended January 31

2012 2011 2010 2009 2008

Cost of revenue $ 17,45! $12,15¢ $12,57( $11,05: $ 7,92¢

Research and developmt 45,89 18,89" 13,12¢ 9,85z 6,33¢

Marketing and sale 115,73( 56,45 39,72 36,02¢ 25,42;

General and administrati\ 50,18t 32,92: 23,47 20,43t 15,52

As of January 31,
2012 2011 2010 2009 2008
Consolidated Balance Sheet Date
Cash, cash equivalents and marketable secu $1,447,17. $1,407,55 $1,727,04 $ 882,56! $ 669,80(
(Negative) working capite (651,249 (201,547 798,02¢ 301,59: 134,89:
Total asset 4,164,15. 3,091,16! 2,460,20: 1,479,82. 1,089,59:
Long-term obligations excluding deferred revenue
noncontrolling interest (2 85,90¢ 516,50¢ 481,23¢ 20,10¢ 10,60:

Retained earnings (defici 159,46: 171,03t 106,56 25,84: (17,58¢)
Total stockholder equity controlling interes 1,587,36! 1,276,49: 1,043,80: 671,78¢ 452,05¢

(2) Long-term obligations excluding deferred revenue anctootrolling interest includes the 0.75% convertigémior notes issued

January 201(
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion contains forward-lookirtgtements, including, without limitation, our extaions and statements regarding
our outlook and future revenues, expenses, reshitiperations, liquidity, plans, strategies andesijves of management and any assumptions
underlying any of the foregoing. Our actual resultay differ significantly from those projected fire forward-looking statements. Factors that
might cause future actual results to differ matlyifrom our recent results or those projectedtie forward-looking statements include, but
are not limited to, those discussed in the sedittad of this Annual Report on Form 10-K “Risk Faxs.” Except as required by law, we
assume no obligation to update the forward-loolstagements or our risk factors for any reason.

Overview

We are a leading provider of enterprise cloud caimpguand social enterprise solutions, and are @gelitto helping customers transform
themselves into social enterprises. Social entgprieverage social, mobile and open technologipkte their customers and employees ¢
center of their business and to engage and coliadavith them in new and powerful ways. Our techgis are targeted at businesses of all
sizes and industries worldwide.

We were founded in February 1999 and began offarimgenterprise customer relationship managem@&@mR§1”) application service in
February 2000. Since then, we have augmented ot &Rvice with new editions, services and enharfieatires. Over the last few years, we
have both developed and acquired several mobitéalsand open technologies to help our customersrbe social enterprises. We introduced
our Force.com platform to customers and develogpeitsey can build complementary applications temdtbeyond CRM. We launched our
AppExchange directory of enterprise cloud computipglications and services that are integrated authflagship CRM product and in most
cases have been developed on our Force.com plalfpthird parties. We introduced Chatter, a coltation application for the enterprise to
connect and share information securely and intiead- Recently we enabled companies to invite tbegtomers to collaborate with Chatter in
private groups on this corporate social network: Salesforce Data.com (“Data.com”) offering, whimovides some contacts from Jigsaw
Data Corporation (“Jigsaw”provides the most complete source of accurate bssidata and seamlessly integrates with our CRElugts. Wi
also expanded our platform offering via the acdaisiof Heroku, Inc. (“Heroku”) an application déepment platform and the launch of
Database.com, the world’s first enterprise clougblase. We acquired Radian6 Technologies, Inc.di&&”) to help companies monitor and
engage with their customers via social media.

Our objective is to help companies put custometketenter of their businesses and transform tales into social enterprises by
leveraging our applications and platforms. Key adats of our strategy include:
» Strengthening our existing sales and service chpplications and extending into new functional areéhin the social enterpris
* Leading the industry transformation to the socigkeprise;
» Pursuing new customers and new territories aggregs
» Deepening relationships with our existing custotrese;
» Encouraging the development of tt-party applications on our cloud computing platfor
We believe the factors that will influence our #hito achieve our objectives include our prospertiustomers’ willingness to migrate to
enterprise cloud computing services; the perforraara security of our service; our ability to caog to release, and gain customer

acceptance of, new and improved features; ourtgbilisuccessfully integrate acquired businessdgeshnologies; successful customer
adoption and utilization of our service; acceptaoiceur service in markets where we have few custsnithe emergence of
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additional competitors in our market and improvealdoict offerings by existing and new competitohng tocation of new data centers; third-
party developers’ willingness to develop applicati@n our platforms; and general economic conditishich could affect our customers’
ability and willingness to purchase our servicesag the customers’ purchasing decision or affecewal rates.

To address these factors, we will need to, amohegrdhings, continue to add substantial numbepaging subscriptions, upgrade our
customers to fully featured versions such as odmtited Edition or arrangements such as a socitdrerise license agreement, provide high
quality technical support to our customers and arage the development of third-party applicationar platforms. Our plans to invest for
future growth include the continuation of the exgian of our data center capacity. We also plarotdinue to hire additional personnel,
particularly in direct sales, other customer-redadecas and research and development. As part growth plans, we intend to continue to
focus on retaining customers at the time of renewal

Additionally, we plan to: expand our domestic antinational selling and marketing activities; ¢goné to develop our brands; add
additional distribution channels; increase our aeste and development activities to upgrade anchelxteir service offerings; develop new
services and technologies and integrate acquirdthtdogies; and add to our global infrastructursupport our growth. We also regularly
evaluate acquisitions or investment opportunitiesdimplementary businesses, joint ventures, senend technologies, and intellectual
property rights in an effort to expand our senofferings. We expect to continue to make such itnaests and acquisitions in the future. As
such, we plan to reinvest a significant portioroof incremental revenue in fiscal 2013 to grow lousiness and continue our leadership role in
the cloud computing industry.

During fiscal 2012, we acquired several busineasestechnologies to strengthen and extend ourcgeofferings. In May 2011, we
acquired Radian6 for a total purchase considerati@pproximately $336.6 million, net of cash acqdi Radian6 is a cloud application ven
that provides customers with social media monigprimeasurement and engagement solutions. We addriagian6 for its developed
technology, assembled workforce, expected syneegideexpanded market opportunities when integratiadian6’s social solution technology
with our current product offerings. In Septembet 20wve acquired Assistly for a total purchase aarsition of approximately $58.7 million.
Assistly is a cloud-based provider of customer isergolutions. We acquired Assistly for its develdmelp desk application technology in
order to expand our customer service market oppities in the small and emerging business marketrdler to expand our mobile and social
consulting services, in December 2011, we acqMedel Metrics, a cloud computing professional seggicompany, for a total purchase
consideration of approximately $66.7 million.

We expect marketing and sales costs, which weebs&nt of our total revenues for fiscal 2012 a8gbdrcent for the same period a 'y
ago, to continue to represent a substantial podfdotal revenues in the future as we seek toaamtimanage more paying subscribers, and
build greater brand awareness.

Fiscal Year
Our fiscal year ends on January 31. Referencdsadalf2012, for example, refer to the fiscal yeadled January 31, 2012,
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Sources of Revenues

We derive our revenues from: (1) subscription fees customers accessing our enterprise cloud ctingpservices; (2) support
revenues from customers purchasing additional stfyeyond the standard support that is includetiénbasic subscription fees;
(3) professional services, which include consulsegvices such as process mapping and project rearad, and implementation services
including systems integration, technical architestand development, and data conversion; and &y oevenue, which consists primarily of
training fees. Subscription and support revenueswated for approximately 94 percent of our totéalenues during fiscal 2012. Subscription
revenues are driven primarily by the number of pgysubscribers, varying service types, the priceunfservice and service renewal rates. We
define a “customer” as a separate and distinctriougitity (e.g., a company, a distinct businestafra large corporation, a partnership, etc.)
that has entered into a contract to access ourpgige cloud computing services. We define a “stipion” as a unique user account purche
by a customer for use by its employees or othetoousr-authorized users, and we refer to each ssehas a “subscriber.” The number of
paying subscriptions at each of our customers frgen one to hundreds of thousands. None of ostioooers accounted for more than five
percent of our revenues during fiscal 2012, 201 204.0.

Subscription and support revenues are recognizatllyaover the contract terms beginning on the cemeement dates of each contract.
The typical subscription and support term is 124amonths, although terms range from one to 60 h®@ur subscription and support
contracts are non-cancelable, though customersaipihave the right to terminate their contractsdause if we materially fail to perform. We
generally invoice our customers in advance, in ahouquarterly installments, and typical paymenirts provide that our customers pay us
within 30 days of invoice. Amounts that have besroiced are recorded in accounts receivable adeéfierred revenue, or in revenue
depending on whether the revenue recognition @iteave been met. In general, we collect our lg#im advance of the subscription service
period.

Professional services and other revenues consisesfassociated with consulting and implementeat@nices and training. Our
consulting and implementation engagements aredipibilled on a time and materials basis. We afer a number of training classes on
implementing, using and administering our servi &re billed on a per person, per class basistypical professional services payment
terms provide that our customers pay us within @@sf invoice.

In determining whether professional services caadmounted for separately from subscription anghsttpevenues, we consider a
number of factors, which are described in “Critiéakcounting Policies and Estimates — Revenue Rétogh below. Prior to February 1, 20:
the deliverables in multiple-deliverable arrangetaewvere accounted for separately if the deliveteihs had standalone value and there was
objective and reliable evidence of fair value foe tindelivered items. If the deliverables in a ipldtdeliverable arrangement could not be
accounted for separately, the total arrangementéeerecognized ratably as a single unit of acdngrdver the contracted term of the
subscription agreement. A significant portion of cwiltiple-deliverable arrangements were accounted for asgéesiinit of accounting becat
we did not have objective and reliable evidenciafvalue for certain of our deliverables. Additally, in these situations, we deferred the
direct costs of a related professional servicerggaent and amortized those costs over the sarual jzex the professional services revenue
was recognized.

In October 2009, the Financial Accounting Stand&dard (“FASB”) issued Accounting Standards Upddte 2009-13, ‘Revenue
Recognition (Topic 605), Multig-Deliverable Revenue Arrangements—a consensug 6fABB Emerging Issues Task Fot¢eASU 2009-
13") which amended the previous multiple-deliveeabirangements accounting guidance. Pursuant teethegyuidance, objective and reliable
evidence of fair value of the deliverables to bkveeed is no longer required in order to accountdeliverables in a multiple-deliverable
arrangement separately. Instead, arrangement egasih is allocated to deliverables based on tieddtive selling price. In the first quarter of
fiscal 2012, we adopted this new accounting guidanta prospective basis. We applied the new atioguguidance to those multiple-
deliverable arrangements entered into or matenatgified on or after February 1, 2011 which is lieginning of our fiscal year.
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Seasonal Nature of Deferred Revenue and Accountsdeable

Deferred revenue primarily consists of billingsctestomers for our subscription service. Over 9@emrof the value of our billings to
customers is for our subscription and support serWVe generally invoice our customers in eithartgrly or annual cycles. There is a
disproportionate weighting towards annual billingshe fourth quarter, primarily as a result ofglarenterprise account buying patterns.
Currently, there is greater operational disciplineund annual invoicing, for both new businessramgwals. Occasionally, we bill customers
for their multi-year contract on a single invoic&ieh results in an increase in noncurrent defereeénue. Our fourth quarter has historically
been our strongest quarter for new business amvada. The year on year compounding effect ofghasonality in both billing patterns and
overall new and renewal business causes the vaingaices that we generate in the fourth quanterioth new business and renewals to
increase as a proportion of our total annual Igjdin

Accordingly, the sequential quarterly changes icoaats receivable and the related deferred revdutieg the first three quarters of our
fiscal year are not necessarily indicative of thlnly activity that occurs in the fourth quartes displayed below:

April 30, July 31, October 31 January 31,
(in thousands) 2011 2011 2011 2012
Fiscal 2012
Accounts receivable, n $270,81¢ $342,39° $312,33: $ 683,74!
Deferred revenue, current and noncuri 915,13 935, 26¢ 917,82: 1,380,29!

April 30, July 31, October 31 January 31,
(in thousands) 2010 2010 2010 2011
Fiscal 2011
Accounts receivable, n $183,61: $228,55( $258,76:- $ 426,94
Deferred revenue, current and noncuri 664,52¢ 683,01 694,55 934,94:

October 31

April 30, July 31, January 31,
(in thousands) 2009 2009 2009 2010
Fiscal 2010
Accounts receivable, n $145,86¢ $168,84: $191,29° $ 320,95¢
Deferred revenue, current and noncuri 549,37 549,01( 545,43! 704,34¢

Unbilled Deferred Revenue

The deferred revenue balance on our consolidatethdx@ sheet does not represent the total contedee wf annual or multi-year, non-
cancelable subscription agreements. Unbilled deferevenue was over $2.2 billion as of Januan2812 and over $1.5 billion as of
January 31, 2011. Unbilled deferred revenue reptesature billings under our subscription agreeta¢hat have not been invoiced and,
accordingly, are not recorded in deferred revelide expect that the amount of unbilled deferred mereewill change from quarter to quarter
for several reasons, including the specific timémgl duration of large customer subscription agregésn&arying billing cycles of subscription
agreements, the specific timing of customer rengwateign currency fluctuations, the timing of whenbilled deferred revenue is to be
recognized as revenue, and changes in customearcfalaircumstances. For multi-year subscriptioreagnents billed annually, the associated
unbilled deferred revenue is typically high at beginning of the contract period, zero just prmrénewal, and increases if the agreement is
renewed. Low unbilled deferred revenue attributable particular subscription agreement is oftesoeisited with an impending renewal and
may not be an indicator of the likelihood of renémtafuture revenue from such customer. Accordinglg expect that the amount of aggregate
unbilled deferred revenue will change from yeasqs@ar depending in part upon the number and dofterumt of subscription agreements at
particular stages in their renewal cycle. Suchtflations are not a reliable indicator of futureenreves.
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Cost of Revenues and Operating Expenses

Cost of Revenue€ost of subscription and support revenues primaolysists of expenses related to hosting our s=and providing
support, the costs of data center capacity, degtienior operating lease expense associated witlpater equipment and software, allocated
overhead and amortization expense associated ajilitatized software related to our services andimed developed technologies. We allo
overhead such as rent and occupancy charges basethdcount. Employee benefit costs and taxedlamated based upon a percentage of
total compensation expense. As such, general ozdriepenses are reflected in each cost of revamliegerating expense category. Cost of
professional services and other revenues consistauply of employee-related costs associated Wise services, including stock-based
expenses, the cost of subcontractors and allocatedhead. The cost of providing professional sewis significantly higher as a percentag
the related revenue than for our enterprise claundpriting subscription service due to the direcbtaipsts and costs of subcontractors.

We intend to continue to invest additional resosiiceour enterprise cloud computing services. kamngle, we plan to open additional
data centers and expand our current data centée fature. Additionally, as we acquire new busses and technologies, the amortization
expense associated with this activity will be imtgd in cost of revenues. The timing of these auldfiti expenses will affect our cost of
revenues, both in terms of absolute dollars aral@ercentage of revenues, in the affected periods.

Research and DevelopmerRResearch and development expenses consist dsirabsalaries and related expenses, includingkshased
expenses, the costs of our development and testdater and allocated overhead. We continue tsfoar research and development efforts
on adding new features and services, integratingieed technologies, increasing the functionalitg @nhancing the ease of use of our
enterprise cloud computing services. Our propnetsecalable and secure multi-tenant architectuedles us to provide all of our customers
with a service based on a single version of outiegiion. As a result, we do not have to maintaiultiple versions, which enables us to have
relatively lower research and development expease®mpared to traditional enterprise software congs. We expect that in the future,
research and development expenses will increaalesiolute dollars as we improve and extend our aenfferings, develop new technologies
and integrate acquired businesses and technologies.

Marketing and SaledMarketing and sales expenses are our largest ndstansist primarily of salaries and related expsnscluding
stock-based expenses, for our sales and markeéffgiscluding commissions, payments to partnerarketing programs and allocated
overhead. Marketing programs consist of advertisavgnts, corporate communications, brand buildimg) product marketing activities.

We plan to continue to invest in marketing and séle expanding our domestic and internationalrsglind marketing activities, buildii
brand awareness, attracting new customers and @pogadditional marketing events. We expect thahe future, marketing and sales
expenses will increase in absolute dollars andioatto be our largest cost.

General and Administrativ&seneral and administrative expenses consist ofisaland related expenses, including stock-baspenses,
for finance and accounting, legal, internal auditman resources and management information sygterasnnel, legal costs, professional fi
other corporate expenses and allocated overhea@xpéet that in the future, general and administagxpenses will increase in absolute
dollars as we invest in our infrastructure and mair additional employee related costs, professi@es and insurance costs related to the
growth of our business and international expansdiée.expect general and administrative costs asapege of total revenues to remain flat
for the next several quarters.

Stock-Based Expens&3ur cost of revenues and operating expenses inshod&-based expenses related to equity planariptayees
and non-employee directors. We recognize our shaged compensation as an expense in the statefrigdrations based on their fair values
and vesting periods. These charges have beenisartifn the past and we expect that they will éase as our stock price increases, as we hire
more employees and seek to retain existing emptoyee
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Amortization of Purchased Intangibles from busimsm®mbinations Our cost of revenues and operating expensesda@mortization of
acquisition-related intangible assets, such aathertization of the cost associated with an acqui@mpany’s research and development
efforts, trade names, customer lists and custoeiationships. We expect this expense to increaseeascquire more companies.

Critical Accounting Policies and Estimates

Our consolidated financial statements are preparadcordance with accounting principles generatlgepted in the United States. The
preparation of these consolidated financial stateseequires us to make estimates and assumpliahaffect the reported amounts of assets,
liabilities, revenues, costs and expenses, anterktiisclosures. On an ongoing basis, we evaluatesiimates and assumptions. Our actual
results may differ from these estimates under giffeassumptions or conditions.

We believe that of our significant accounting pie& which are described in note 1 to our const#iéinancial statements, the followi
accounting policies involve a greater degree ofijndnt and complexity. Accordingly, these are thiécfes we believe are the most critical to
aid in fully understanding and evaluating our cdigsted financial condition and results of operatio

Revenue RecognitionVe derive our revenues from two sources: (1) aifson revenues, which are comprised of subsoniptees fron
customers accessing our enterprise cloud compaéngces and from customers purchasing additiangbert beyond the standard support
is included in the basic subscription fee; andréted professional services such as process npppioject management, implementation
services and other revenue. “Other revenue” canpidnarily of training fees.

We commence revenue recognition when all of thiefohg conditions are satisfied:

» There is persuasive evidence of an arranger
» The service has been or is being provided to tstaouer;
» The collection of the fees is reasonably assuned

* The amount of fees to be paid by the customexé&lfor determinable

Our subscription service arrangements are non-tatrleeand do not contain refund-type provisions.

Subscription and Support Revenues

Subscription and support revenues are recognizatllyaover the contract terms beginning on the cemrement date of each contract,
which is the date our service is made availableugiomers. Amounts that have been invoiced arededdn accounts receivable and in
deferred revenue or revenue, depending on whdikeet/enue recognition criteria have been met.

Professional Services and Other Revenues

The majority of our professional services contractson a time and material basis. When thesecgasrare not combined with
subscription revenues as a single unit of accognéa discussed below, these revenues are recdgaszbe services are rendered for time and
material contracts, and when the milestones arieeeth and accepted by the customer for fixed pr@rdracts. Training revenues are
recognized after the services are performed.

Multiple-Deliverable Arrangements
We enter into arrangements with multiple-deliveestthat generally include subscription, premiunpsu and professional services.
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Prior to February 1, 2011, the deliverables in ipldtdeliverable arrangements were accounted foaurseely if the delivered items had
standalone value and there was objective and tel@bdence of fair value for the undelivered itetfishe deliverables in a multiple-
deliverable arrangement could not be accounteddparately, the total arrangement fee was recogméeably as a single unit of accounting
over the contracted term of the subscription agesgmA significant portion of our multiple-delivdria arrangements were accounted for as a
single unit of accounting because we did not hdjeative and reliable evidence of fair value fortaa of our deliverables. Additionally, in
these situations, we deferred the direct costsprbfessional services arrangement and amortizesbthosts over the same period as the
professional services revenue is recognized.

In October 2009, the FASB issued Accounting Stasdsl&lpdate No. 2009-13,Revenue Recognition (Topic 605), Multiple-Delivéeab
Revenue Arrangeme—a consensus of the FASB Emerging Issues Task FO®8U 2009-13") which amended the previous mukip
deliverable arrangements accounting guidance. Botsa the updated guidance, objective and reliabigence of fair value of the deliverab
to be delivered is no longer required in orderdocaint for deliverables in a multiple-deliverabteaagement separately. Instead, arrangement
consideration is allocated to deliverables basethein relative selling price.

In the first quarter of fiscal 2012, we adopted thpdated accounting guidance on a prospective.BA& have applied the new
accounting guidance to those multiple-deliverabtarsgements entered into or materially modifiecboafter February 1, 2011 which is the
beginning of our fiscal year.

The adoption of this updated accounting guidandendt have a material impact on our financial ctiodj results of operations or cash
flows. As of January 31, 2012, the deferred profesd services revenue and deferred costs undgréhwvious accounting guidance are $30.5
million and $14.3 million, respectively, which wibntinue to be recognized over the related remgiaubscription period.

Under the updated accounting guidance, in ord&ett deliverables in a multipkgeliverable arrangement as separate units of atiogy
the deliverables must have standalone value uplrede If the deliverables have standalone valperudelivery, we account for each
deliverable separately. Subscription services Iséaredalone value as such services are often spédately. In determining whether
professional services have standalone value, wsidenthe following factors for each professiorevices agreement: availability of the
services from other vendors, the nature of thegagibnal services, the timing of when the profesdiservices contract was signed in
comparison to the subscription service start datd,the contractual dependence of the subscripéorice on the customer’s satisfaction with
the professional services work. To date, we haveloded that all of the professional services idelliin multiple-deliverable arrangements
executed have standalone value.

Under the updated accounting guidance, when medtdpgliverables included in an arrangement are agghinto different units of
accounting, the arrangement consideration is akbace the identified separate units based onagivelselling price hierarchy. We determine
the relative selling price for a deliverable basedts vendor-specific objective evidence of sellprice (“VSOE”), if available, or our best
estimate of selling price (“BESP”), if VSOE is rebtailable. We have determined that third-party ene (“TPE”) is not a practical alternative
due to differences in our service offerings comgdoeother parties and the availability of relevtitd-party pricing information. The amount
of revenue allocated to delivered items is limibgdcontingent revenue, if any.

For certain professional services, we have estaddli&/ SOE as a consistent number of standalone sk deliverable have been
priced within a reasonably narrow range. We haveestablished VSOE for our subscription services tuack of pricing consistency, the
introduction of new services and other factors.gkdingly, we use our BESP to determine the relaiéing price.

We determined BESP by considering our overall pgabjectives and market conditions. Significamtipg practices taken into
consideration include our discounting practices,dize and volume of our transactions, the custal@erographic, the geographic area where
our services are sold, our price lists, our
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go-to-market strategy, historical standalone satescontract prices. The determination of BESPaderthrough consultation with and
approval by management, taking into considerati@ng-to-market strategy. As our goftarket strategies evolve, we may modify our pric
practices in the future, which could result in opesin relative selling prices, including both VSéitl BESP.

Deferred Revenu&@he deferred revenue balance does not represetdttieontract value of annual or multi-year, reamcelable
subscription agreements. Deferred revenue primaoihsists of billings or payments received in adeaof revenue recognition from
subscription service described above and is reezedras the revenue recognition criteria are metg@/erally invoice customers in annual or
quarterly installments. Deferred revenue is infeeghby several factors, including seasonality cttapounding effects of renewals, invoice
duration, invoice timing and new business lineawitthin the quarter.

As a result of the updated accounting guidanceipusly described, billings against professional/mers arrangements entered into prior
to February 1, 2011 were generally added to defeeeenue and recognized over the remaining rekibdcription contract term.

Deferred revenue that will be recognized duringgheceeding twelve month period is recorded asntreferred revenue and the
remaining portion is recorded as noncurrent.

Deferred CommissionsVe defer commission payments to our direct salesfdlrhe commissions are deferred and amortizedles
expense over the non-cancelable terms of the detatiescription contracts with our customers, whidghtypically 12 to 24 months. The
commission payments, which are paid in full the thaafter the customer’s service commences, areeatdind incremental cost of the revenue
arrangements. The deferred commission amounteeao@erable through the future revenue streams uhderon-cancelable customer
contracts. We believe this is the preferable metifaatcounting as the commission charges are selgloelated to the revenue from the non-
cancelable customer contracts that they shoulét@rded as an asset and charged to expense owantleeperiod that the subscription reve
is recognized.

During fiscal 2012, we deferred $167.2 million ohemission expenditures and we amortized $107.2amitb sales expense. During the
same period a year ago, we deferred $121.2 miifamommission expenditures and we amortized $80llibbmto sales expense. Deferred
commissions on our consolidated balance sheeledd$d 76.6 million at January 31, 2012 and $11616am at January 31, 2011.

Business Combinationg/e recognize separately from goodwill the fair eabf assets acquired and liabilities assumed. Gidloasvof the
acquisition date represents the excess of the psectonsideration of an acquired business ovdaihealue of the underlying net tangible and
intangible assets acquired and liabilities assumégluse our best estimates and assumptions toaelyuassign fair value to the tangible and
intangible assets acquired and liabilities assuatdle acquisition date. Our estimates are inhlgrentertain and subject to refinement. As a
result, during the measurement period, which maypt one year from the acquisition date, we neaprd adjustments to the fair value of
assets acquired and liabilities assumed, with émeesponding offset to goodwill. Upon the conclusad the measurement period or final
determination of the fair value of assets acquaeliabilities assumed, whichever comes first, anlgsequent adjustments are recorded to our
consolidated statements of operations.

In addition, uncertain tax positions and tax redataluation allowances assumed in connection whihsiness combination are initially
estimated as of the acquisition date. We contioumliect information in order to determine thestimated fair values as of the date of
acquisition. We reevaluate these items quarteryranord any adjustments to the preliminary estsi& goodwill provided that we are within
the measurement period. Subsequent to the measurperéd, changes to these uncertain tax positiostax related valuation allowances
will affect our provision for income taxes in thensolidated statements of operations.
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Stock-Based Award®Ve recognize the fair value of our stock awards atraight-line basis over the requisite serviagopeof the award
which is the vesting term of generally four year®oe year for the Employee Stock Purchase PlaB8RH). The fair value of each award is
estimated on the date of grant using the Black-Bshaption pricing model. The estimated life fog gtock options is based on an actual
analysis of expected life. The estimated life fog ESPP is based on the two purchase periods whthioffering period. The risk free interest
rate is based on the rate for a U.S. governmentritgevith the same estimated life at the timelad bption grant and the stock purchase rights.

We estimate the future stock price volatility calesing both our observed option-implied volatiktiand our historical volatility
calculations. We believe this is the best estinoftle expected volatility over the expected lifear stock options and stock purchase rights.

We recognized stock-based expense of $229.3 miflising fiscal 2012. The requirement to expensekstiased awards will continue to
materially reduce our reported results of operatidys of January 31, 2012, we had an aggregat82f.6 million of stock compensation
remaining to be amortized to expense over the m@ngrequisite service period of the underlying edgaWe currently expect this stock
compensation balance to be amortized as followd6 $2million during fiscal 2013; $256.4 million dug fiscal 2014; $196.1 million during
fiscal 2015 and $71.6 million during fiscal 2016eEe amounts reflect only outstanding stock awasdsf January 31, 2012 and assume no
forfeiture activity. We expect to continue to issteck-based awards to our employees in futuregeriwhich will increase the stock
compensation amortization in such future periods.

We recognize as an operating expense the paymblacial tax costs, as applicable by jurisdictiwhen stock options are exercised. The
impact of stock-based expense in the future is iggrat upon, among other things, the timing of wiverhire additional employees, the effect
of long-term incentive strategies involving stoekaads in order to continue to attract and retaipleyees, the total number of stock awards
granted, the fair value of the stock awards atithe of grant, changes in estimated forfeiture agstion rates. Additionally, we are required to
use an option-pricing model to determine the faiue of stock-based awards. This determinatiomiofalue is affected by our stock price as
well as assumptions regarding a number of highiygex and subjective variables. These variabldsidi®; but are not limited to, our expec
stock price volatility over the term of the awards.

As of January 31, 2012, there were 5.0 millionrietgd stock awards and units outstanding. We fgasontinue awarding restricted stc
to our employees in the future. The restrictedlstadich upon vesting entitles the holder to onarshof common stock for each restricted
stock, has an exercise price of $0.001 per shdriehws equal to the par value of our common stackl vests over four years. The fair valu
the restricted stock is based on our closing spoie on the date of grant, and compensation experes of estimated forfeitures, is recognized
on a straight-line basis over the vesting period.

Income TaxedNe account for income taxes using the liability Inoet, which requires the recognition of deferredaagets or liabilities
for the taxeffected temporary differences between the findmefgorting and tax bases of our assets and ligsiland for net operating loss ¢
tax credit carryforwards. The tax expense or béf@fiunusual items, or certain adjustments tovhleation allowance are treated as discrete
items in the interim period in which the eventswcc

Our effective tax rate could be adversely affedtgdhanges in the mix of earnings and losses imttigs with differing statutory tax
rates, certain non-deductible expenses as a @satjuisitions, compensation, the valuation obdefd tax assets and liabilities and changes in
tax laws and accounting principles.

Our tax positions are subject to income tax adgitsultiple tax jurisdictions throughout the worltde recognize the tax benefit of an
uncertain tax position only if it is more likelyah not that the position is sustainable upon exatiuin by the taxing authority, based on the
technical merits. The tax benefit recognized is
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measured as the largest amount of benefit whigheiater than 50 percent likely to be realized ugpsttiement with the taxing authority. We
recognize interest accrued and penalties relatedrecognized tax benefits in our tax provision.

Strategic Investmentse report our investments in marketable equitps#es at fair market value using the quotedesim their
respective active markets. We report our investmenbon-marketable equity and debt securitiescivhbnsist of minority equity and debt
investments in privately-held companies, at cogamrvalue when an event or circumstance indicatesther-than-temporary decline in value
has occurred. Management evaluates financial sgdtnings trends, technology milestones and gubsé financing of these companies, as
well as the general market conditions to identifgicators of other-than temporary impairment.

Results of Operations
The following tables set forth selected data farheaf the periods indicated (in thousands).

Fiscal Year Ended January 31,

2012 2011 2010
Revenues
Subscription and suppc $2,126,23 $1,551,14! $1,209,47.
Professional services and otl 140,30! 105,99 96,11
Total revenue 2,266,53! 1,657,13! 1,305,58:
Cost of revenues
Subscription and suppc 360,75¢ 208,24 159,17:
Professional services and otl 128,12¢ 115,57( 98,75!
Total cost of revenue 4388,88¢ 323,81 257,92!
Gross profil 1,777,65. 1,333,32 1,047,65!
Operating expense
Research and developm: 295,34 187,88° 131,89°
Marketing and sale 1,169,61 792,02¢ 605,19¢
General and administrati\ 347,78: 255,91: 195,29(
Total operating expens 1,812,73 1,235,82! 932,38t
Income (loss) from operatiol (35,085 97,49 115,27:
Investment incom 23,26¢ 37,73t 30,40¢
Interest expens (17,045 (24,909 (2,000
Other expens (4,455 (6,025 (1,299
Income (loss) before benefit (provision) for incotages and noncontrolling
interest (33,319 104,29¢ 142,38:
Benefit (provision) for income taxe 21,74* (34,60 (57,689
Consolidated net income (los (11,572 69,691 84,69:
Less: Net income attributable to noncontrollingehelst 0 (5,227 (3,979
Net income (loss) attributable to salesforce.( $ (11,577 $ 64,47 $ 80,71¢
As of January 31,
2012 2011
Balance Sheet Dat
Cash, cash equivalents and marketable secu $1,447,17. $1,407,55
Deferred revenue, current and noncuri 1,380,29! 934,94
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Revenues by geography were as follows:

Fiscal Year Ended January 31

2012 2011 2010
Americas $1,540,28! $1,135,01! $ 923,82
Europe 408,45¢ 291,78: 232,36°
Asia Pacific 317,79: 230,33t 149,39

$2,266,53! $1,657,13! $1,305,58:

Cost of revenues and marketing and sales expemdeslé the following amounts related to amortizatid purchased intangibles from
business combinations:

Fiscal Year Ended January 31,

2012 2011 2010
Cost of revenue $60,06¢ $15,45¢ $8,01(
Marketing and sale 7,25( 4,20¢ 3,241

Cost of revenues and operating expenses includeliibesing amounts related to stock-based awards:

Fiscal Year Ended January 31

2012 2011 2010
Cost of revenue $ 17,45 $12,15¢ $12,57(
Research and developmt 45,89« 18,89 13,12¢
Marketing and sale 115,73( 56,45 39,72
General and administrati\ 50,18: 32,92 23,47
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The following tables set forth selected consolidat@atements of operations data for each of theggimdicated as a percentage of total
revenues:

Fiscal Year Ended January 31

2012 2011 2010
Revenues
Subscription and suppc 94% 94% 93%
Professional services and otl __ 6 __ 6 7
Total revenue _10c _10c _10c
Cost of revenues
Subscription and suppc 16 13 12
Professional services and otl __ 6 7 __ 8
Total cost of revenue _ 22 _ 20 _ 20
Gross profil 78 80 80
Operating expense
Research and developmt 13 11 10
Marketing and sale 52 48 46
General and administratiy _15 _15 _15
Total operating expens: 80 74 71
Income (loss) from operatiol 2 6 9
Investment incom 1 2 2
Interest expens (D) 2 0
Other expens 0 0 0

Income (loss) before benefit (provision) for incotages and noncontrollir

interest 2 6 11
Benefit (provision) for income tax¢ 1 _ @ _ (5
Consolidated net income (los (D) 4 6
Less: Net income attributable to noncontrollingetst _ 0 0 0
Net income (loss) attributable to salesforce. (1)% 4% 6%

Fiscal Year Ended January 31
2012 2011 2010
Revenues by geograpt
Americas 68% 68% 71%
Europe 18 18 18
Asia Pacific 14 14 11
10(% 10C% 10C%
Fiscal Year Ended January 31,
2012 2011 2010
Amortization of purchased intangibles from businessbinations
Cost of revenue 3% 1% 1%
Marketing and sale 0 0 0
Fiscal Year Ended January 31
2012 2011 2010
Stocl-based award:
Cost of revenue 1% 1% 1%
Research and developmt 2 1 1
Marketing and sale 5 3 3
General and administrati\ 2 2 2
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Fiscal Years Ended January 31, 2012 and 2011

Revenues.
Fiscal Year Ended January 31, Variance
(In thousands) 2012 2011 Dollars Perceni
Subscription and support $ 2,126,23 $ 1,551,14! $575,08¢ 37%
Professional services and otl 140,30! 105,99 34,31 32%
Total revenue: $ 2,266,53! $ 1,657,13! $609,40( 37%

Total revenues were $2.3 billion for fiscal 201@mpared to $1.7 billion during the same period @& o, an increase of $609.4 milli
or 37 percent. Subscription and support revenues $2.1 billion, or 94 percent of total revenues,ffscal 2012, compared to $1.6 billion, or
94 percent of total revenues, during the same gerigear ago. The increase in subscription andstipgvenues was due primarily to new
customers, upgrades and additional subscriptiams #&xisting customers and improved renewal ratepapared to a year ago. The price per
user per month for our three primary offerings,f@ssional Edition, Enterprise Edition and Unlimitedition, in fiscal 2012 has generally
remained consistent relative to fiscal 2011. Pitewl services and other revenues were $140.8milbr six percent of total revenues, for
fiscal 2012, compared to $106.0 million, or sixqeent of total revenues, for the same period a ggar The increase in professional services
and other revenues was due primarily to the imptautdization of existing headcount and a benebtr the prospective adoption of the new
revenue accounting guidance for multiple-delivezadorangements.

Revenues in Europe and Asia Pacific accounted#@6$ million, or 32 percent of total revenues,fiecal 2012, compared to $522.1
million, or 32 percent of total revenues, during #ame period a year ago, an increase of $204libmibr 39 percent. The increase in rever
outside of the Americas was the result of the iasieg acceptance of our service, our focus on ntiagkeur services internationally and
improved renewal rates. Additionally, the valudled U.S. dollar relative to foreign currencies ciimited to a slight increase in U.S. dollar
revenues outside of the Americas for fiscal 2012ampared to the same period a year ago. The foreigency impact had the effect of
increasing our aggregate revenues by $36.9 mid@npared to the same period a year ago. As paurodverall growth, we expect the
percentage of our revenue generated outside &riericas to increase as a percentage of our tevahues worldwide.

Cost of Revenues.

Fiscal Year Ended January 31 Variance
(In thousands) 2012 2011 Dollars
Subscription and suppc $ 360,75¢ $ 208,24 $152,51!
Professional services and otl 128,12¢ 115,57( 12,55¢
Total cost of revenue $ 488,88 $ 323,81 $165,07:
Percent of total revenu 22% 20%

Cost of revenues was $488.9 million, or 22 percémbotal revenues, during fiscal 2012, comparefi3d®3.8 million, or 20 percent of tol
revenues, during the same period a year ago, ascise of $165.1 million. The increase in absolaltats was primarily due to an increase of
$20.4 million in employee-related costs, an inceeafs$5.3 million in stock based expenses, an aszef $39.8 million in service delivery
costs, primarily due to our efforts to increaseadagnter capacity, an increase of $68.3 milliodapreciation and amortization expenses, $44.6
million of which related to the amortization of phased intangible assets, an increase of $24.mil outside subcontractor and other
service costs, and an increase of $5.5 milliorlotated overhead. Gross profit margins for prafess services and other revenues improved
over the same period a year ago primarily dueedrtiproved utilization of existing headcount angeaefit from the prospective adoption of
the new revenue accounting guidance for multiplérdeable arrangements.
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We intend to continue to invest additional resosiiceour enterprise cloud computing services ard denter capacity. Additionally, the
amortization of purchased intangible assets wiltéase as we acquire additional businesses anddiegies. We also plan to add additional
employees in our professional services group tilitite the adoption of our services. The timinglodse expenses will affect our cost of
revenues, both in terms of absolute dollars aral @ercentage of revenues in future periods.

Research and Development.

Fiscal Year Ended January 31, Variance
(In thousands) 2012 2011 Dollars
Research and developm: $ 295,34 $ 187,88 $107,46(
Percent of total revenus 13% 11%

Research and development expenses were $295.8rmili 13 percent of total revenues, during fi@dl2, compared to $187.9 million,
or 11 percent of total revenues, during the samegea year ago, an increase of $107.5 million. iffeeease in absolute dollars was primarily
due to an increase of $66.7 million in employeatesd costs, an increase of $27.0 million in stbaked expenses, an increase of $2.2 milli
our development and test data center, an incréa&k 4 million in depreciation and amortization exges and an increase of $8.6 million in
allocated overhead. We increased our researchar@apment headcount by 52 percent since Januar3031 in order to improve and extend
our service offerings and develop new technologsesne of the increase in headcount was due to r@chjbusinesses.

Marketing and Sales.

Fiscal Year Ended January 31, Variance
(In thousands) 2012 2011 Dollars
Marketing and sales $1,169,61! $ 792,02 $377,58:
Percent of total revenus 52% 48%

Marketing and sales expenses were $1,169.6 milipB2 percent of total revenues, during fiscalZ@bmpared to $792.0 million, or
percent of total revenues, during the same peripeha ago, an increase of $377.6 million. The iasecin absolute dollars was primarily due to
increases of $255.6 million in employee-relatedx,d859.3 million in stock-based expenses, $22Ibomiin advertising, marketing and event
costs, $21.8 million in allocated overhead, $8.Riomi in outside subcontractor and other servicetgo$3.1 million in depreciation and
amortization and the preliminary settlement of @aifornia wage and hour case discussed in No@u8.marketing and sales headcount
increased by 44 percent since January 31, 201k dsred additional sales personnel to focus onreddew customers and increasing
penetration within our existing customer base. Sofithe increase in headcount was due to acquiuisthesses.

General and Administrative.

Fiscal Year Ended January 31, Variance
(In thousands) 2012 2011 Dollars
General and administrative $ 347,78 $ 255,91 $91,86¢
Percent of total revenus 15% 15%

General and administrative expenses were $3471Bmibr 15 percent of total revenues, during fi@l2, compared to $255.9 million,
or 15 percent of total revenues, during the samegea year ago, an increase of $91.9 million. Hoeease was primarily due to increases of
$57.5 million in employee-related costs, $17.3immllin stock-based expenses and $14.3 million afigssional and outside service costs. Our
general and administrative headcount increasedlpedcent since January 31, 2011 as we added pedsonsupport our growth.
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Income (loss) from operations.

Fiscal Year Ended January 31 Variance
(In thousands) 2012 2011 Dollars
Income (loss) from operatiol $ (35,08 $ 97,49 $(132,58))
Percent of total revenu: (2% 6%

Loss from operations during fiscal 2012 was $35illian and included $229.3 million of stock-basegenses and $67.3 million of
amortization of purchased intangibles. During thms period a year ago, operating income was $9iflibrmand included $120.4 million of
stock-based expenses and $19.7 million of amoitizaif purchased intangibles.

Investment income.

Fiscal Year Ended January 31, Variance
(In thousands) 2012 2011 Dollars
Investment income $ 23,26¢ $ 37,73t $(14,46")
Percent of total revenu: 1% 2%

Investment income consists of income on cash andetable securities balances. Investment income$&2as3 million during fiscal 201
and was $37.7 million during the same period a wgar: The decrease was primarily due to a reduatiogalized gains from sales of
marketable securities, the decrease in marketablarities balances and lower interest rates.

Interest expense.

Fiscal Year Ended January 31 Variance
(In thousands) 2012 2011 Dollars
Interest expense $ (17,04% $ (24,909 $7,86¢4
Percent of total revenu: ()% (2%

Interest expense consists of interest on our ceiblesenior notes and capital leases. Interestresg@was $17.0 million, net of interest
costs capitalized, during fiscal 2012 and was $#4lBon during the same period a year ago. Dufiegal 2012, we capitalized $14.6 million
of interest costs related to capital projects, sjpadly costs related to our real estate holdingkich began during the fourth quarter of fiscal
2011, and our capitalized internal-use softwaresttgpment costs. Capitalized interest during theespariod a year ago was $4.0 million.

Other expense.

Fiscal Year Ended January 31 Variance
(In thousands) 2012 2011 Dollars
Other expens $ (4,455 $ (6,025 $1,57C

Other expense primarily consists of realized gaims losses resulting from strategic investmentiygtand foreign currency transaction
gains and losses. Other expense decreased prirdadljo the net gain of $2.9 million from activitythin our portfolio of noncontrolling
equity and debt investments in privately-held comigs offset by realized and unrealized losses ogigo currency transactions for fiscal 2012
compared to the same period a year ago.
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Benefit (provision) for income taxes.

Fiscal Year Ended January 31 Variance
(In thousands) 2012 2011 Dollars
Benefit (provision) for income taxt $ 21,74t $ (34,60 $56,34¢
Effective tax rate 65% 33%

The benefit for income taxes was $21.7 million dgriiscal 2012, compared to an income tax provisib$34.6 million during the same
period a year ago.

Our effective tax rate was 65 percent for fiscdl2@ompared to 33 percent for the same period magea The higher tax rate was
primarily attributable to an increase in federad @ulifornia tax credits and a tax benefit relatethe May 2011 acquisition of Radian6. The
combined effect of these tax benefits was partiaifget by an increase in foreign tax rate difféi@nForeign tax expense relative to our fiscal
2012 pre-tax loss was higher as compared to fortaigexpense relative to our fiscal 2011 pre-taome. The combined effect of these items
on a small net loss before income taxes resultadciomparatively higher fiscal 2012 effective tater

The lower fiscal 2012 state tax rate was primaattyibutable to two items. First, California enatseveral income tax law changes,
which generally benefited California-based compsuildne result of this tax law change substanti@uced our state effective tax rate.
Second, the company was subject to minimum staestavhich reduced the state tax benefit. The coetbeffect of these tax items was an
overall small fiscal 2012 state tax benefit. Ndiattwe separately recorded an income tax expers2.®fmillion in fiscal 2011 to re-value the
anticipated future tax effects of our Californianfgorary differences related to this tax law change.

We also receive certain tax incentives in Switzatland Singapore in the form of reduced tax ratbese temporary tax reduction
programs will expire in 2016 and 2014 respectivélye Singapore program is eligible for renewal.

The total income tax benefit recognized in the agganying consolidated statements of operationseeka stock-based compensation
was $76.0 million for fiscal 2012. See Note 6 “Int® Taxes” to the Notes to the Consolidated FindiStetements for our reconciliation of
income taxes at the statutory federal rate to tbgigion for income taxes.

Fiscal Years Ended January 31, 2011 and 2010

Revenues.

Fiscal Year Ended January 31 Variance
(In thousands) 2011 2010 Dollars Perceni
Subscription and suppc $1,551,14! $1,209,47. $341,67: 28%
Professional services and otl 105,99 96,11 9,88: 10%
Total revenue $1,657,13! $1,305,58: $351,55¢ 27%

Total revenues were $1.7 billion for fiscal 201@mpared to $1.3 billion during fiscal 2010, an gase of $351.6 million, or 27 percent.
Subscription and support revenues were $1.6 bjlio®4 percent of total revenues, for fiscal 20ddmpared to $1.2 billion, or 93 percent of
total revenues, during fiscal 2010. The increassulscription and support revenues was due priyniarihew customers, upgrades and
additional subscriptions from existing customerd anproved renewal rates as compared to fiscal 2086 price per user per month for our
three primary offerings, Professional Edition, Eptese Edition and Unlimited Edition, in fiscal 2Z0has generally remained consistent relative
to fiscal 2010. Professional services and othegmaes were $106.0 million, or 6 percent of totakreies, for fiscal 2011, compared to
$96.1 million, or 7 percent of total revenues,fiecal 2010. The increase in professional servaoebother revenues was due primarily to the
higher demand for services from an increased numbeustomers.
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Revenues in Europe and Asia Pacific accounted3824 million, or 32 percent of total revenues,ffecal 2011, compared to $381.8
million, or 29 percent of total revenues, duringcéil 2010, an increase of $140.3 million, or 3&eet. The increase in revenues outside of the
Americas was the result of the increasing acceptafiour service, and our focus on marketing owise internationally. Additionally, the
value of the U.S. dollar relative to foreign curcess contributed to a slight decrease in U.S. dodleenues outside of the Americas for fiscal
2011 as compared to fiscal 2010. The foreign caeyr@mpact had the effect of reducing our aggregedenues by $7.6 million compared to
fiscal 2010.

Cost of Revenues.

Fiscal Year Ended January 31, Variance
(In thousands) 2011 2010 Dollars
Subscription and support $ 208,24 $ 159,17. $49,07
Professional services and otl 115,57( 98,75: 16,817
Total cost of revenue $ 323,81 $ 257,92 $65,88¢
Percent of total revenu 20% 20%

Cost of revenues was $323.8 million, or 20 peroémotal revenues, during fiscal 2011, compare$i267.9 million, or 20 percent of tol
revenues, during fiscal 2010, an increase of $65li@&n. The increase in absolute dollars was prifpalue to an increase of $22.6 million in
employee-related costs, an increase of $9.2 millicervice delivery costs, primarily due to ouioef in increasing data center capacity, an
increase of $16.6 million in depreciation and aiation expenses, an increase of $13.2 millionutside subcontractor and other service
costs, and an increase of $3.6 million in allocateerhead, offset by a decrease of $0.4 milliostatk based expenses. The cost of
professional services and other revenues excebdaglated revenue during fiscal 2011 by $9.6 onilias compared to $2.6 million during
fiscal 2010, primarily due to an increase in theteelated to professional services headcount.

Research and Development.

Fiscal Year Ended January 31 Variance
(In thousands) 2011 2010 Dollars
Research and developm $ 187,88 $ 131,89 $55,99(
Percent of total revenu: 11% 10%

Research and development expenses were $187.6rmili 11 percent of total revenues, during fi@dl1, compared to $131.9 million,
or 10 percent of total revenues, during fiscal 2@I0increase of $56.0 million. The increase irohlie dollars was due to an increase of $42.0
million in employee-related costs, an increase583$nillion in stockbased expenses, and an increase of $5.6 millialidoated overhead. W
increased our research and development headcout pgrcent since January 31, 2010 in order toagegand extend our service offerings
and develop new technologies. Some of the incriealseadcount was due to acquired businesses.

Marketing and Sales.

Fiscal Year Ended January 31 Variance
(In thousands) 2011 2010 Dollars
Marketing and sales $ 792,02 $ 605,19¢ $186,83(
Percent of total revenur 48% 46%
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Marketing and sales expenses were $792.0 millioABgercent of total revenues, during fiscal 2@himpared to $605.2 million, or 46
percent of total revenues, during fiscal 2010,rmmaase of $186.8 million. The increase in absdlotars was primarily due to increases of
$143.1 million in employee-related costs, $16.7ionlin stock-based expenses, $12.1 million in atisieg costs and marketing and event
costs, $1.0 million in depreciation and amortizatiand $12.6 million in allocated overhead. Ourketing and sales headcount increased t
percent since January 31, 2010 as we hired additgaies personnel to focus on adding new custoametsncreasing penetration within our
existing customer base. Some of the increase iddoemt was due to acquired businesses.

General and Administrative.

Fiscal Year Ended January 31, Variance
(In thousands) 2011 2010 Dollars
General and administrative $ 255,91 $ 195,29( $60,62:
Percent of total revenus 15% 15%

General and administrative expenses were $255IBmibr 15 percent of total revenues, during fi@l1, compared to $195.3 million,
or 15 percent of total revenues, during fiscal 2@k0Oincrease of $60.6 million. The increase wawamily due to increases of $46.8 million in
employee-related costs, $9.5 million in stock-basguenses, and increases in depreciation and aetioti, service delivery costs, and
professional and outside service costs. Our geaachbhdministrative headcount increased by 30 pestece January 31, 2010 as we added
personnel to support our growth.

Income from operations.

Fiscal Year Ended January 31, Variance
(In thousands) 2011 2010 Dollars
Income from operatior $ 97,49 $ 115,27. $(17,77Y
Percent of total revenus 6% 9%

Income from operations during fiscal 2011 was $9ilfion and included $120.4 million of stock-basexpenses and $19.7 million of
amortization of purchased intangibles. During fis2210, operating income was $115.3 million anduded $88.9 million of stock-based
expenses and $11.3 million of amortization of pas#d intangibles.

Investment income.

Fiscal Year Ended January 31, Variance
(In thousands) 2011 2010 Dollars
Investment income $ 37,73t $ 30,40¢ $7,32i
Percent of total revenus 2% 2%

Investment income consists of income on cash anlletable securities balances. Investment income$8as/ million during fiscal 201
and was $30.4 million during fiscal 2010. The irm=e was primarily due to the increase in marketsdxderities balances resulting from cash
generated by operating activities and the procé&eds stock option exercises and the convertibléserotes.

Interest expense.

Fiscal Year Ended January 31 Variance
(In thousands) 2011 2010 Dollars
Interest expens $ (24,909 $ (2,000 $(22,909)
Percent of total revenu: 2% 0%
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Interest expense consists of interest on our coibl@senior notes and capital leases. Interestresgwas $24.9 million, net of interest
costs capitalized, during fiscal 2011 and was $#lbon during fiscal 2010. The increase was priityadue to interest expense associated with
the January 2010 issuance of $575.0 million of eotille senior notes and capital leases assocthdequipment acquired to expand our ¢
center capacity. During fiscal 2011, we capitali$ddd million of interest costs related to majopital projects, specifically our campus project
and our capitalized internal-use software develogrests.

Other expense.

Fiscal Year Ended January 31 Variance
(In thousands) 2011 2010 Dollars
Other expens $ (6,02 $ (1,299 $(4,72€)

Other expense primarily consists of foreign curyetnansaction gains and losses. Other expenseaisededue to realized and unrealized
gains on foreign currency transactions for fis€dl 2 compared to fiscal 2010.

Provision for income taxes.

Fiscal Year Ended January 31 Variance
(In thousands) 2011 2010 Dollars
Provision for income taxe $ (34,60 $ (57,689 $23,08¢
Effective tax rate 33% 41%

The provision for income taxes was $34.6 milliomidg fiscal 2011, compared to $57.7 million durfiggal 2010.

Our effective tax rate decreased to 33 percerfigoal 2011 compared to 41 percent for fiscal 201G decrease was due to a higher
proportion of income being generated in countrigl Yower income tax rates than the U.S statuteryrate, as well as increased tax credits.
The extension of the federal research credit prawig/as enacted in the Tax Relief Act of 2010. Tdtal income tax benefit recognized in the
accompanying consolidated statements of operatalated to stock-based compensation was $44.lomiltr fiscal 2011. See Note éhtome
Taxes” to the Notes to the Consolidated Finandiale®nents for our reconciliation of income taxethatstatutory federal rate to the provision
for income taxes.

In addition, in February 2009, the State of Califarenacted several income tax law changes whidhded an election to apply a single
sales factor apportionment formula and adoptioa wfarket sourcing approach for service income itgghas beginning in fiscal 2012. As a
result, we re-valued the anticipated future tae@# of our California temporary differences inéhgldstock-based compensation and purchasec
intangibles. Accordingly, we recorded an incomedagense of $2.2 million and $2.7 million relatedhis tax law change during fiscal 2011
and 2010 respectively.

New Accounting Pronouncements

In December 2010, the FASB issued Accounting Statsddpdate No. 2010-2®jisclosure of Supplementary Pro Forma Information f
Business Combinations (Topic 8(— Business Combinatiorf$ASU 2010-29"), to improve consistency in how tw® forma disclosures are
calculated. Additionally, ASU 2010-29 enhancesdtselosure requirements and requires descriptidghehature and amount of any material,
nonrecurring pro forma adjustments directly attrdtle to a business combination. ASU 2010-29 isatiffe for us in fiscal 2013 and should be
applied prospectively to business combinationsMioich the acquisition date is after the effectiated We do not believe the impact of the
pending adoption of ASU 2010-29 will have a sigrdfit effect on our consolidated financial statement
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In June 2011, the FASB issued Accounting Standdpttate No. 2011-082omprehensive Income (Topic 220)—Presentation of
Comprehensive InconfBASU 2011-05"), to require an entity to presere total of comprehensive income, the componentebincome, and
the components of other comprehensive income eitheeisingle continuous statement of compreherisis@me or in two separate but
consecutive statements. ASU 2003 eliminates the option to present the componaintsher comprehensive income as part of the st
equity. ASU 2011-05 is effective for us in fisc&l1B and should be applied retrospectively. We ddebeve the impact of the pending
adoption of ASU 2011-05 will have a significanteff on the consolidated financial statements.

Liquidity and Capital Resources

At January 31, 2012, our principal sources of liifyiwere cash, cash equivalents and marketablgities totaling $1.4 billion and
accounts receivable of $683.7 million.

Net cash provided by operating activities was $5%iillion during fiscal 2012 and $459.1 million éhuy the same period a year ago.
Cash provided by operating activities has histdlsidaeen affected by: the amount of net incomeg)psales of subscriptions, support and
professional services; changes in working capitabants, particularly increases and seasonaligcaounts receivable and deferred revenue as
described above, the timing of commission and b@aysnents, and the timing of collections from laegeerprise customers; add-backs of
non-cash expense items such as depreciation andization, amortization of debt discount and thpense associated with stock-based

awards.

Net cash used in investing activities was $489Ifianiduring fiscal 2012 and $1.1 billion duringetisame period a year ago. The net
used in investing activities during fiscal 2012nparily related to the purchase of Model Metric®iecember 2011, the purchase of Assistly in
September 2011, the purchase of Radian6 in May,26&Jpurchase of Manymoon in February 2011, imaest of cash balances, capital
expenditures and strategic investments offset bggeds from sales and maturities of marketableriiesu

Net cash provided by financing activities was $#8iBion during fiscal 2012 and $14.1 million dugrthe same period a year ago. Net
cash provided by financing activities during fis28lL2 consisted primarily of $116.6 million of pesdls from equity plans and $6.0 million of
excess tax benefits from employee stock planseblfg $30.5 million of principal payments on capiéases and $16.2 million of contingent
consideration payments.

In January 2010, we issued $575.0 million of 0. #&vertible senior notes due January 15, 2015“flbées”) and concurrently entered
into convertible notes hedges (the “Note Hedgest) separate warrant transactions (the “Warranidig Notes will mature on January 15,
2015, unless earlier converted.

For 20 trading days during the 30 consecutive tgdiays ended October 31, 2011, our common stadkedrat a price exceeding 130%
of the conversion price of $85.36 per share appléicto the Notes. Accordingly, the Notes were cotilvie at the holdersoption for the quarte
ending January 31, 2012. The Notes are classifedaurrent liability on our consolidated balaniceet so long as the Notes are convertible.
Upon conversion of any Notes, we will deliver caghto the principal amount of the Notes and, withpect to any excess conversion value
greater than the principal amount of the Notesteshaf our common stock, cash, or a combinatidmoti. For 20 trading days during the 30
consecutive trading days ended January 31, 20t2;amamon stock did not exceed 130% of the convergite of $85.36 per share applica
to the Notes. Accordingly, the Notes will not bengertible at the holders’ option for the quartediey April 30, 2012 and will be reclassified
as a noncurrent liability on our consolidated be¢éasheet so long as the Notes are not convertible.

Our cash, cash equivalents and marketable sesuaittecomprised primarily of corporate notes arljations, U.S. agency obligations,
U.S. treasury securities, mortgage backed secsiritiilateralized mortgage obligations, time defgpsnoney market mutual funds, governn
obligations and municipal securities.
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As of January 31, 2012, we have a total of $175aniin letters of credit outstanding in favor eértain landlords for office space. To
date, no amounts have been drawn against thesletteredit, which renew annually and mature atover dates through April 2030.

We do not have any special purpose entities, ametr than operating leases for office space and atenpquipment, we do not engagt
off-balance sheet financing arrangements. Additigneve currently do not have a bank line of credit

Our principal commitments consist of obligationslenleases for office space and co-location féedlifor data center capacity and our
development and test data center, and computepmeuit and furniture and fixtures. At January 311, 20he future non-cancelable minimum
payments under these commitments were as follows:

Payments Due by Period

(In thousands) Less than More than
Contractual Obligations Total 1 Year 1-3 Years 3-5 Years 5 Years
Capital lease obligations $ 60,997 $27,58¢ $ 30,12t $ 3,281 $ 0
Operating lease obligation

Facilities spaci 607,73 91,62t 148,08( 117,71¢ 250,31!

Computer equipment and furniture &

fixtures 60,08: 32,62 27,46( 0 0

Convertible Senior Notes, including inter 587,93t 4,31z 583,62! 0 0
Contractual commitmen 20C 10C 10C 0 0

Our lease agreements provide us with the optioeriew. Our future operating lease obligations walldnge if we exercised these
options and if we entered into additional operatease agreements as we expand our operations.

Purchase orders are not included in the table alidwepurchase orders represent authorizationsrichpse rather than binding
agreements. The contractual commitment amountseitiable above are associated with agreementarianforceable and legally binding :
that specify all significant terms, including: focker minimum services to be used; fixed, minimunvariable price provisions; and the
approximate timing of the transaction. Obligatiamsler contracts that we can cancel without a st penalty are not included in the table
above.

In January 2012, we entered into an office leaseeagent to lease approximately 400,000 rentablarsdeet at 50 Fremont Street, San
Francisco, CA. The cost of the lease is approxily&209.0 million over the 18-year term of the leag/e will take possession of the premises
in phases beginning April 1, 2012. Our commitmeritcluded in the table above.

On June 7, 2011, we entered into a preliminaryesednt agreement with respect to a California stetge and hour lawsuit that had b
filed against us early in 2011 in the Superior GofiICalifornia, County of San Francisco. The settént agreement is subject to approval of
the court, which is expected to rule by mid 2018r €urrent estimate of the expense charge foratieement is approximately $0.04 per
diluted share. This charge is reflected in ourrizial results for fiscal 2012.

We anticipate making a tax payment of approxima$&.0 million during the first quarter of fiscad 23 as a result of the Radian6
transaction. Besides the aforementioned Radianpasment, the timing of tax settlements are nduihed in the table above. We are unabl
make a reasonable estimate of the timing of paysniarindividual years beyond 12 months due to waggies in the timing of tax settlements.
For further information, see Note 6 to the notesdnsolidated financial statements.

We believe our existing cash, cash equivalentssand-term marketable securities and cash provigeoberating activities will be
sufficient to meet our working capital and capéapenditure needs over the next 12 months.
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During fiscal 2013, we may enter into arrangemémtscquire or invest in complementary businessggsitr ventures, services and
technologies, and intellectual property rights. kVay be required to seek additional equity or dilatrfcing. Additional funds may not be
available on terms favorable to us or at all.

Non-GAAP Financial Measures

Regulation S-K Item 10(e), “Use of Non-GAAP Finaaldileasures in Commission Filings,” defines andspriées the conditions for use
of non-GAAP financial information. Our measuresioh-GAAP gross profit, non-GAAP operating profigsmGAAP net income and non-
GAAP earnings per share each meet the definitiammin-GAAP financial measure.

Non-GAAP gross profit, Non-GAAP operating profitdadon-GAAP net income

We use the non-GAAP measures of non-GAAP grosstpnain-GAAP operating profit and non-GAAP net ino® to provide an
additional view of operational performance by eglahg non-cash expenses that are not directly ikkat@erformance in any particular period.
We use these non-GAAP measures when planning, arongt and evaluating our performance. We beliéat these non-GAAP measures
reflect our ongoing business in a manner that alfiw meaningful period-to-period comparisons analysis of trends in our business, as they
exclude certain expenses. These certain expernsexeuded because the decisions which gave rigese expenses are not made to increase
revenue in a particular period, but are made foraug-term benefit over multiple periods and we are ¢ & change or affect these item:
any particular period.

We define non-GAAP net income as our total netimeaxcluding the following components, which weidngd are not reflective of our
ongoing operational expenses. In each case, foetsons set forth below, we believe that exclutliggcomponent provides useful informa
to investors and others in understanding and etinuthe impact of certain non-cash items to owerafing results and future prospects in the
same manner as us, in comparing financial resattssa accounting periods and to those of peer corepand to better understand the impact
of these non-cash items on our gross margin ancitipg performance.

. StockBased Expenset. The compan’s compensation strategy includes the use of -based compensation to attract and re
employees and executives. It is principally aimedligning their interests with those of our stockters and at long-term employee
retention, rather than to motivate or reward openai performance for any particular period. Thateck-based compensation
expense varies for reasons that are generallyatectketo operational decisions and performance yrpanticular period

. Amortization of Purchased Intangible The company views amortization of acquisi-related intangible assets, such as
amortization of the cost associated with an acquigampany'’s research and development efforts, tnadees, customer lists and
customer relationships, as items arising from meuaition activities determined at the time ofaaquisition. While it is
continually viewed for impairment, amortizationtbe cost of purchased intangibles is a static esgperne that is not typically
affected by operations during any particular per

. Amortization of Debt DiscounitUnder GAAP, certain convertible debt instrumentt thay be settled in cash (or other assets) on
conversion are required to be separately accodates liability (debt) and equity (conversion apt) components of the instrum
in a manner that reflects the issuer’'s non-conlertiebt borrowing rate. Accordingly, for GAAP posgs we are required to
recognize imputed interest expense on the comp&575 million of convertible subordinated notes tivare issued in a private
placement in January 2010. The imputed interestisaapproximately 5.9%, while the coupon interat is 0.75%. The difference
between the imputed interest expense and the canpest expense, net of the interest amountalgget!, is excluded from
management’s assessment of the company’s opegifigrmance because management believes thatahisash expense is not
indicative of ongoing operating performance. Mamaget believes that the exclusion of the non-catdrést expense provides
investors an enhanced view of the comy's operational performanc
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. Income Tax EffectsThe compan’s nor-GAAP effective tax rate excludes the tax effecthaf expense items described abc

We define non-GAAP gross profit as our total revesless cost of revenues, as reported on our ¢datad statement of operations,
excluding the portions of stock-based expensesamattization of purchased intangibles, as descrieve, that are included in cost of
revenues.

We define non-GAAP operating profit as our grosipfess operating expenses, as reported on osdtiolated statement of operations,
excluding the portions of stock-based expensesamattization of purchased intangibles, as descritiexe, that are included in operating
expenses.

Non-GAAP earnings per share

Management uses the non-GAAP earnings per sham®vide an additional view of performance by exahgdexpenses that are not
directly related to performance in any particularipd in the earnings per share calculation.

We define non-GAAP earnings per share as our nod@&Aet income, which excludes the above componartitich we believe are not
reflective of our ongoing operational expensesidaid by basic or diluted shares outstanding.

Limitations on the use of Non-GAAP financial measur

A limitation of our non-GAAP financial measuresrmain-GAAP gross profit, non-GAAP operating profigmGAAP net income and non-
GAAP earnings per share is that they do not haifenm definitions. Our definitions will likely difr from the definitions used by other
companies, including peer companies, and therefmmgarability may be limited. Thus, our non-GAAPaseres of non-GAAP gross profit,
non-GAAP operating profit, non-GAAP net income aruh-GAAP earnings per share should be consideraddition to, not as a substitute
for, or in isolation from, measures prepared inoadance with GAAP. Additionally, in the case ofaltebased expense, if we did not pay a
portion of compensation in the form of stooéised expense, the cash salary expense includedtgof revenues and operating expenses v
be higher which would affect our cash position.

We compensate for these limitations by reconciting-GAAP gross profit, non-GAAP operating profigmGAAP net income and non-
GAAP earnings per share to the most comparable GiagPcial measure. Management encourages investar®thers to review our
financial information in its entirety, not to rebn any single financial measure and to view our@@AP financial measures in conjunction
with the most comparable GAAP financial measures.

Our reconciliation of the non-GAAP financial measof gross profit, non-GAAP operating profit, netéme and earnings per share to
the most comparable GAAP measure, “gross profihédme (loss) from operations,” “net income (loa#}ibutable to salesforce.com” and
“Diluted earnings (loss) per share” for the yeardedl January 31, 2012, 2011 and 2010 is as fol{pwlousands):

For the Year Ended January 31,

Non-GAAP gross profit 2012 2011 2010
GAAP gross profit $1,777,65: $1,333,32! $1,047,65!
Plus:

Amortization of purchased intangibl 60,06¢ 15,45¢ 8,01(
Stoclk-based expenst 17,45 12,15¢ 12,57(
Non-GAAP gross profit $1,855,17. $1,360,94. $1,068,23!
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(@)

For the Year Ended January 31,

Non-GAAP operating profit 2012 2011 2010
GAAP income (loss) from operations $(35,08%) $ 97,49° $115,27:
Plus:
Amortization of purchased intangibl 67,31¢ 19,66¢ 11,25
Stocl-based expenst 229,25¢ 120,42¢ 88,89:
Non-GAAP operating profi $261,49: $237,59: $215,41!
For the Year Ended January 31,
Non-GAAP net income attributable to salesforce.com 2012 2011 2010
GAAP net income (loss) attributable to salesforomc $ (11,577 $ 64,47 $ 80,71¢
Plus:
Amortization of purchased intangibl 67,31¢ 19,66¢ $ 11,25
Stoclk-based expenst 229,25¢ 120,42¢ 88,89:
Amortization of debt discount, n 12,33¢ 19,07¢ 72¢
Less:
Income tax effect of n-GAAP items (103,73() (57,544 (34,589
Non-GAAP net income attributable to salesforce.c $ 193,61( $166,10¢ $147,00¢
For the Year Ended January 31,
Non-GAAP diluted earnings per share 2012(a) 2011 2010
GAAP diluted earnings (loss) per sh $ (0.09 $ 047 $ 0.6°
Plus:
Amortization of purchased intangibl 0.47 0.14 0.0¢
Stoclk-based expenst 1.62 0.8¢ 0.6¢
Amortization of debt discount, n 0.0¢ 0.14 0.0C
Less:
Income tax effect of n-GAAP items (0.79) (0.41) (0.2¢)
Non-GAAP diluted earnings per share attributable tesfakce.con $ 1.3¢ $ 1.2z $ 1.1f
Shares used in computing diluted net income peaes 142,29! 136,59¢ 128,11

Reported GAAP loss per share was calculated ubm@asic share count. -GAAP diluted earnings per share was calculatedgutsia
diluted share coun

The effects of dilutive securities were not incldde the GAAP calculation of diluted earnings/Iges share for the year ended

January 31, 2012 because we had a net loss fpetiwd and the effect would have been anti-dilutiMee following table reflects the effect of
the dilutive securities on the basic sharecound is¢he GAAP earnings/loss per share calculatioterive the sharecount used for the non-
GAAP diluted earnings per share:

Fiscal Year Ended January 31

Supplemental Diluted Sharecount Information (in thaisands): 2012 2011 2010
Weighte(-average shares outstanding for GAAP basic earmiagshare 135,30: 130,22: 124,46:
Effect of dilutive securities
Convertible senior note 2,26: 1,561 0
Warrants associated with the convertible senioe hetdge: 558 0 0
Employee stock awarc 4,17 4,81F 3,652
Adjusted weighted-average shares outstanding aurae] conversions for Non-GAAP
diluted earnings per sha 142,29! 136,59¢ 128,11

56



Table of Contents

ITEM 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK
Foreign currency exchange risk

Our results of operations and cash flows are stibjeftuctuations due to changes in foreign curyeexchange rates, particularly changes
in the Euro, British Pound Sterling and Japanese Ve seek to minimize the impact of certain fonedgrrency fluctuations by hedging
certain balance sheet exposures with foreign cayréarward contracts. Any gain or loss from seflthese contracts is offset by the loss or
gain derived from the underlying balance sheet supes. In accordance with our policy, the hedgimgtracts we enter into have maturities of
less than three months. Additionally, by policy, eienot enter into any hedging contracts for trgainspeculative purposes.

Interest rate sensitivity

We had cash, cash equivalents and marketable Sesuataling $1.4 billion at January 31, 2012.sTAmount was invested primarily in
money market funds, time deposits, corporate rartelsbonds, government securities and other debties with credit ratings of at least
single A or better. The cash, cash equivalentssaod-term marketable securities are held for wagldapital purposes. Our investments are
made for capital preservation purposes. We do mietr énto investments for trading or speculativeposes.

Our cash equivalents and our portfolio of marketad@curities are subject to market risk due to gbain interest rates. Fixed rate
securities may have their market value adversepaitted due to a rise in interest rates, while iftgatate securities may produce less income
than expected if interest rates fall. Due in pathese factors, our future investment income radlyshort of expectation due to changes in
interest rates or we may suffer losses in prindipak are forced to sell securities that declinenarket value due to changes in interest rates.
However because we classify our debt securiti¢aaslable for sale,” no gains or losses are recgmhdue to changes in interest rates unless
such securities are sold prior to maturity or dediin fair value are determined to be other-tleamporary. Our fixed-income portfolio is
subject to interest rate risk.

An immediate increase or decrease in interest cdt260-basis points at January 31, 2012 couldtrésa $12.1 million market value
reduction or increase of the same amount. Thisnasti is based on a sensitivity model that measnazket value changes when changes in
interest rates occur. Fluctuations in the valuewfinvestment securities caused by a changeéndsit rates (gains or losses on the carrying
value) are recorded in other comprehensive incame are realized only if we sell the underlyinguséies.

At January 31, 2011, we had cash, cash equivadentsnarketable securities totaling $1.4 billioneTixed-income portfolio was also
subject to interest rate risk. Changes in intenagtsts of 100-basis points would have resulted irketavalue changes of $27.7 million.

Market Risk and Market Interest Risk

In January 2010, we issued at par value $575.0omitf 0.75% convertible senior notes due 2015 (M&tes”). Holders may convert
their Notes prior to maturity upon the occurrenteestain circumstances. Upon conversion, we waalg the holder an amount of cash equal
to the principal amount of the Notes. Amounts ioess of the principal amount, if any, may be paiddsh or stock at our option. Concurrent
with the issuance of the Notes, we entered intarsgp note hedging transactions and the sale oniar These separate transactions were
completed to reduce the potential economic dilutrom the conversion of the Notes.

For the three months ended January 31, 2012 thesNegre convertible at the option of the noteholBer 20 trading days during the 30
consecutive trading days ended January 31, 20X2Z;amamon stock traded did not exceed 130% of tmeesion price of $85.36 per share
applicable to the Notes. Accordingly, the Noted mit be convertible at the holders’ option for thearter ending April 30, 2012 and will be
reclassified as a noncurrent liability on our cditsded balance sheet so long as the Notes areonetrtible.
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The Notes have a fixed annual interest rate of%.a&d therefore, we do not have economic inteedstexposure on the Notes. Howe
the value of the Notes are exposed to interestrigkeGenerally, the fair market value of our filieterest rate Notes will increase as interest
rates fall and decrease as interest rates risgldition, the fair value of our Notes is affectgddur stock price. The carrying value of our Nc¢
was $496.1 million as of January 31, 2012. Thisesents the liability component of the $575.0 miilprincipal balance as of January 31,
2012. The total estimated fair value of our Note3aamuary 31, 2012 was $869.5 million and thevalue was determined based on the closing
trading price per $100 of the Notes as of thedastof trading for the fourth quarter of fiscal 20Which was $151.25.

We have an investment portfolio that includes sgitinvestments in public and privately-held comipa, many of which are in the
development stage. When our ownership interestieasehan 20 percent and we do not have theyatmligxert significant influence, we
account for investments in non-marketable equity @bt securities of the privately-held companigagithe cost method of accounting.
Otherwise, we account for the investments usingethéty method of accounting. As of January 31,284d 2011 the fair value of these
investments was $48.3 million and $21.1 milliorspectively.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

The following financial statements are filed astgdithis Annual Report on Form 10-K:

Page Nao
Reports of Independent Registered Public Accourfingy 60
Consolidated Balance She: 62
Consolidated Statements of Operati 63
Consolidated Statements of Stockhol’ Equity 64
Consolidated Statements of Cash Fl 65
Notes to Consolidated Financial Stateme 66
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors and Stockholders of salesgfmom, inc.

We have audited the accompanying consolidated balgineets of salesforce.com, inc. as of Januar@P, and 2011, and the related
consolidated statements of operations, stockhdldgtsty, and cash flows for each of the three géarthe period ended January 31, 2012. Our
audits also included the financial statement scleelikied in the Index at Item 15(c). These finahstatements and schedule are the
responsibility of the Company’s management. Oupaasibility is to express an opinion on these foiahstatements and schedule based on
our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamlogUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit also includes examininga ¢@st basis, evidence supporting the amounts igntbgures in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataidits provide a reasonable basis for our opinio

In our opinion, the financial statements referredlbove present fairly, in all material respedts,¢onsolidated financial position of
salesforce.com, inc. at January 31, 2012 and 201d the consolidated results of its operationsisnchsh flows for each of the three years in
the period ended January 31, 2012, in conformith Wi.S. generally accepted accounting principldsoAin our opinion, the related financial
statement schedule, when considered in relatidthetdasic financial statements taken as a whoésenits fairly in all material respects the
information set forth therein.

We also have audited, in accordance with the stdsdz the Public Company Accounting Oversight Bo@snited
States), salesforce.com, inc’s internal controlrdiveancial reporting as of January 31, 2012, basedriteria established in Internal Control-
Integrated Framework issued by the Committee ohSpong Organizations of the Treadway Commissiah@ur report dated March 9, 2012
expressed an unqualified opinion thereon.

/s ERNST & Y OUNGLLP

San Jose, California
March 9, 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors and Stockholders of salesgfmom, inc.

We have audited salesforce.com, inc.’s internatrobover financial reporting as of January 31, 2Mased on criteria established in
Internal Control—Integrated Framework issued byGloenmittee of Sponsoring Organizations of the TweadCommission (the COSO
criteria). Salesforce.com, inc.’s management ipaasible for maintaining effective internal contoser financial reporting, and for its
assessment of the effectiveness of internal cootret financial reporting included in the accomgagyManagement’s Report on Internal
Control Over Financial Reporting. Our responsipili to express an opinion on the comparigternal control over financial reporting base
our audit.

We conducted our audit in accordance with the stededof the Public Company Accounting Oversightri@d@nited States). Those
standards require that we plan and perform thet amidbtain reasonable assurance about whethetiefenternal control over financial
reporting was maintained in all material respe®@tsr audit included obtaining an understanding tdrimal control over financial reporting,
assessing the risk that a material weakness et@st#jg and evaluating the design and operatifegtdfeness of internal control based on the
assessed risk, and performing such other procedsre® considered necessary in the circumstanceddliéve that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonablezassuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegenerally accepted accounting princip
A company’s internal control over financial repogiincludes those policies and procedures thagté€ttain to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgegaparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (3) provide reasaabsurance regarding prevention or timely deteatfainauthorized acquisition, use or
disposition of the company’s assets that could lrareterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepracedures may deteriorate.

In our opinion, salesforce.com, inc. maintainedalimaterial respects, effective internal contreér financial reporting as of January 31,
2012, based on the COSO criteria

We also have audited, in accordance with the stdsdz the Public Company Accounting Oversight Bo@snited States), the
consolidated balance sheets of salesforce.conasimé January 31, 2012 and 2011, and the relatesbtidated statements of operations,
stockholders’ equity, and cash flows for each efttiree years in the period ended January 31, @b4&esforce.com, inc. and our report dated
March 9, 2012 expressed an unqualified opinioneter

/s ERNST & Y OUNGLLP

San Jose, California
March 9, 2012
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salesforce.com, inc.

Consolidated Balance Sheets
(in thousands, except share and per share data)

Assets
Current assett
Cash and cash equivalel
Shor-term marketable securiti
Accounts receivable, net of allowance for doubdfttounts of $1,273 and $1,711 at January 31,
and 2011, respective
Deferred commissior
Deferred income taxe
Prepaid expenses and other current a:
Total current asse
Marketable securities, noncurre
Property and equipment, r
Deferred commissions, noncurre
Deferred income taxes, noncurrt
Capitalized software, ni
Goodwill
Other assets, n
Total asset

Liabilities, temporary equity and stockholders’ equity
Current liabilities:
Accounts payabl
Accrued expenses and other current liabili
Deferred revenu
Convertible senior notes, n
Total current liabilities
Convertible senior notes, n
Income taxes payable, noncurr:
Long-term lease liabilities and oth
Deferred revenue, noncurre
Total liabilities
Temporary equity
Commitments and contingencies (Notes 7 ar
Stockholder’ equity:
Preferred stock, $0.001 par value; 5,000,000 shardgw®rized and none issued and outstan

Common stock, $0.001 par value; 400,000,000 shar®rized, 137,036,541 and 132,921,147 is

and outstanding at January 31, 2012 and 2011, ctheply
Additional paic-in capital
Accumulated other comprehensive inco
Retained earning

Total stockholder equity
Total liabilities, temporary equity and stockholg’ equity

See accompanying Notes.
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January 31, January 31,
2012 2011
$ 607,28 $ 424,29:
170,58: 72,67¢
683,74! 426,94
98,47: 67,77¢
31,82 27,51¢
80,31¢ 55,721
1,672,22. 1,074,92
669,30¢ 910,58°
527,94¢ 387,17
78,14¢ 48,84:
87,58 41,19¢
188,41 127,98’
785,38 396,08:
155,14 104,37
$4,164,15. $3,091,16!
$ 33,25¢ $ 18,10¢
502,44: 345,12:
1,291,62: 913,23¢
496,14¢ 0
2,323,47. 1,276,461
0 472,53¢
37,25¢ 18,48!
48,65! 25,48
88,67: 21,702
2,498,05. 1,814,67.
78,74 0
0 0
137 133z
1,415,07 1,098,60:
12,68: 6,71¢
159,46 171,03¢
1,587,36! 1,276,49:
$4,164,15: $3,091,16!
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salesforce.com, inc.

Consolidated Statements of Operations
(in thousands, except per share data)

Fiscal Year Ended January 31,

2012 2011 2010
Revenues

Subscription and suppc $2,126,23 $1,551,14! $1,209,47.

Professional services and otl 140,30! 105,99 96,11
Total revenue 2,266,53! 1,657,13! 1,305,58:
Cost of revenues (1)(2

Subscription and suppc 360,75¢ 208,24 159,17:

Professional services and otl 128,12¢ 115,57( 98,75
Total cost of revenue 488,88¢ 323,81: 257,92!
Gross profil 1,777,65: 1,333,32i 1,047,65!
Operating expenses (1)(:

Research and developmt 295,34° 187,88 131,89

Marketing and sale 1,169,61 792,02¢ 605,19¢

General and administrati\ 347,78: 255,91: 195,29(
Total operating expens 1,812,73 1,235,82! 932,38t
Income (loss) from operatiol (35,085 97,49: 115,27:
Investment incom 23,26¢ 37,73t 30,40¢
Interest expens (17,049 (24,909 (2,000
Other expens (4,45%) (6,025) (1,299
Income (loss) before benefit (provision) for incotages and noncontrolling intere (33,31) 104,29¢ 142,38:
Benefit (provision) for income taxe 21,748 (34,60)) (57,689
Consolidated net income (los (11,579 69,69’ 84,69:
Less: Net income attributable to noncontrollinghelst 0 (5,227) (3,979
Net income (loss) attributable to salesforce.( $ (11,577 $ 64,47 $ 80,71¢
Earnings per sha—basic and dilutec
Basic net income (loss) per share attributabletessorce.com common sharehold $ (0.09) $ 0.5C $ 0.6%
Diluted net income (loss) per share attributablsai@sforce.com common shareholc (0.09) 0.47 0.6:
Shares used in computing basic net income (loss3tee 135,30: 130,22: 124,46:
Shares used in computing diluted net income (Ipsskhare 135,30: 136,59¢ 128,11

(1) Amounts include amortization of purchased intargglffom business combinations, as follo

Fiscal Year Ended January 31,

2012 2011 2010
Cost of revenues $60,06¢ $15,45¢ $8,01(
Marketing and sale 7,25( 4,20¢ 3,241

(2) Amounts include sto-based expenses, as follov

Fiscal Year Ended January 31
2012 2011 2010

Cost of revenue $ 17,45 $12,15¢ $12,57(
Research and developmt 45,89 18,89" 13,12¢
Marketing and sale 115,73( 56,45: 39,72:
General and administrati\ 50,18t 32,92: 23,47

See accompanying Notes.
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salesforce.com, inc.

Consolidated Statements of Stockholders’ Equity
(in thousands, except share data)

Total Total
Accumulated Stockholders’  Stockholders’
Common Stock Additional Other ) ) ) Equity ) Total
Comprehensive Retained Equity Noncontrolling  Stockholders’
Paid-in Controlling
Shares Amount  Capital Income/(Loss) Earnings Interest Interest Equity
Balances at January 31, 2009 122,850,06 $ 123 $ 648,72: $ (2,905 $ 2584 $ 671,78 $ 10,70¢ $ 682,48
Exercise of stock options and stock grants to basthbers
for board service 3,472,821 4 96,15 0 0 96,157 0 96,157
Vested restricted stock units converted to sh 829,56 0 0 0 0 0 0 0
Tax benefits from employee stock ple 0 0 49,47¢ 0 0 49,47¢ 0 49,47¢
Stoclk-based expens: 0 0 86,57( 0 0 86,57( 0 86,57(
Equity component of the convertible notes issuanee 0 0 124,83t 0 0 124,83t 0 124,83t
Purchase of convertible note hed: 0 0 (126,50() 0 0 (126,50() 0 (126,500
Sale of warrant 0 0 59,28: 0 0 59,28 0 59,28
Noncontrolling interes 0 0 0 0 0 0 2,161 2,161
Components of comprehensive income, net of
Foreign currency translation adjustment and ¢ 0 0 0 (2,820 0 (2,820 0 (2,820
Unrealized gain on marketable securities and cash
equivalents 0 0 0 4,29t 0 4,29t 0 4,29¢
Net income attributable to salesforce.c 0 0 0 0 80,71¢ 80,71¢ 0 80,71¢
Total comprehensive income, year ended Januar®10 0 0 0 0 0 0 0 82,19
Balances at January 31, 2C 127,152,44 $ 127 $ 938,54: $ (1,430 $106,56: $ 1,043,80. $ 12,86: $ 1,056,66
Exercise of stock options and stock grants to basthbers
for board service 4,697,51! 5 165,49: 0 0 165,49¢ 0 165,49¢
Vested restricted stock units converted to sh 1,071,18! 1 0 0 0 1 0 1
Tax benefits from employee stock ple 0 0 36,06¢ 0 0 36,06¢ 0 36,06¢
Stocl-based expenst 0 0 115,13¢ 0 0 115,13¢ 0 115,13¢
Purchase of subsidiary stock, | 0 0 (156,18 0 0 (156,18 0 (156,18
Other 0 0 (45%) 0 0 (45%) 0 (45%)
Noncontrolling interes 0 0 0 0 0 0 (12,864 (12,864
Components of comprehensive income, net of
Foreign currency translation adjustment and ¢ 0 0 0 5,70¢ 0 5,70¢ 0 5,70¢
Unrealized gain on marketable securities and cash
equivalents and publicly traded strategic investis 0 0 0 2,44 0 2,44( 0 2,44(
Net income attributable to salesforce.c 0 0 0 0 64,47 64,47 0 64,47
Total comprehensive income, year ended Januarg@1, 0 0 0] 0 0 0] 0 72,62:
Balances at January 31, 2C 132,921,14 $ 133 $1,098,60. $ 6,71¢ $171,03t $ 1,276,449 $ 0 $ 1,276,49
Exercise of stock options and stock grants to basthbers
for board service 2,517,43. 3 111,77¢ 0 0 111,78: 0 111,78:
Vested restricted stock units converted to sh 1,075,00 1 0 0 0 1 0 1
Shares issued related to business combina 522,96. 0 56,61: 56,61: 56,61:
Tax benefits from employee stock ple 0 0 1,611 0 0 1,611 0 1,611
Stocl-based expenst 0 0 225,21. 0 0 225,21. 0 225,21
Temporary equity reclassificatic 0 0 (78,747) 0 0 (78,747) 0 (78,747)
Components of comprehensive loss, net of
Foreign currency translation adjustment and ¢ 0 0 0 9,51z 0 9,512 0 9,512
Unrealized loss on marketable securities and cash
equivalents and publicly traded strategic investis 0 0 0 (3,54¢) 0 (3,54¢) 0 (3,54¢)
Net loss 0 0 0 0 (11,579 (11,579 0 (11,579
Total comprehensive loss, year ended January 32, 0 0 0 0 0 0 0 (5,60¢)
Balances at January 31, 2C 137,036,54 $ 137 $1,41507 $ 12,68: $159,46: $ 1,587,361 $ 0 $ 1,587,36

See accompanying Notes.

64



Table of Contents

salesforce.com, inc.

Consolidated Statements of Cash Flows
(in thousands)

Operating activities:
Consolidated net income (los

Adjustments to reconcile net income (loss) to meshcprovided by operating activitie

Depreciation and amortizatic
Amortization of debt discount and transaction c
Amortization of deferred commissio
Expenses related to st-based award
Excess tax benefits from employee stock p
Changes in assets and liabiliti
Accounts receivable, n
Deferred commissior
Prepaid expenses and other current a
Other asset
Accounts payabl
Accrued expenses and other current liabili
Deferred revenu
Net cash provided by operating activit
Investing activities:
Business combinations, net of cash acqu
Land activity and building improvemer
Strategic investmen
Purchases of marketable securi
Sales of marketable securiti
Maturities of marketable securiti
Capital expenditure
Net cash used in investing activiti
Financing activities:
Proceeds from borrowings on convertible c
Proceeds from issuance of warrs
Purchase of convertible note hec
Purchase of subsidiary sto
Proceeds from equity pla
Excess tax benefits from employee stock p
Contingent consideration payment related to prigitiess combinatior
Principal payments on capital lease obligati
Net cash provided by financing activiti
Effect of exchange rate change
Net increase (decrease) in cash and cash equivale
Cash and cash equivalents, beginning of peric
Cash and cash equivalents, end of peric

Supplemental cash flow disclosure
Cash paid during the period fc

Interest

Income taxes, net of tax refun
Non-cash financing and investing activities
Fixed assets acquired under capital lei
Fair value of stock options assurr

See accompanying Notes.
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Fiscal Year Ended January 31

2012 2011 2010
$ (11579 $ 69,69 $ 84,69
157,28t 75,74¢ 53,17
10,347 19,62 72¢
107,19¢ 80,15¢ 63,89;
229,25 120,42 88,89:
(6,016) (35,99’ (51,539
(244,94) (102,50) (54,527)
(167,199 (121,24) (82,33¢)
(10,736) 2,001 (3,899)
2,88¢ (9,770 (1,405)
12,64« 1,24¢ (1,58¢)
67,69: 132,00« 64,49¢
444,67: 227,69 110,32
591,50 459,08: 270,91
(422,699 (403,33) (11,999
(19,65¢) (277,94)) 0
(37,370) (20,10%) (4,400)
(623,23) (1,682,54) (1,317,95)
724,56t 1,197,49; 874,57:
40,34¢ 214,77( 130,66
(151,649 (90,88 (49,50°)
(489,69() (1,062,55) (378,61)
0 0 567,00
0 0 59,28:
0 0 (126,501)
0 (171,96/) 0
116,56 160,40; 93,85¢
6,01¢ 35,99 51,53¢
(16,200) 0 0
(30,539 (10,35¢) (8,119)
75,85( 14,07+ 637,15:
5,32t 2,38¢ (1,976)
182,99: (587,019 527,47.
424,29: 1,011,301 483,83«
$ 607,28 $ 424,29 $1,011,30
$ 6,587 $ 529 $  1,06¢
20,98! 90 28,47¢
57,83¢ 13,22 17,00(
7,31¢ 0 0



Table of Contents

salesforce.com, inc.
Notes to Consolidated Financial Statements

1. Summary of Business and Significant Accountingdicies
Description of Business

Salesforce.com, inc. (the “Company”) is a leadingvigler of enterprise cloud computing and sociaémrise solutions. The Company is
dedicated to helping customers of all sizes andstrées worldwide transform themselves into soeigkrprises. Social enterprises leverage
social, mobile and open technologies to place ttestomers and employees at the center of theindéssand to engage and collaborate with
them in new and powerful ways.

Fiscal Year
The Company’s fiscal year ends on January 31. Befes to fiscal 2012, for example, refer to thedliyear ending January 31, 2012.

Use of Estimates
The preparation of financial statements in confoymiith U.S. GAAP requires management to make egtisiand assumptions in the
Company’s consolidated financial statements andathtereto.
Significant estimates and assumptions made by nesineugt include the determination of:
» the best estimate of selling price of the delivigalincluded in multipl-deliverable revenue arrangemet
» the fair value of assets acquired and liabilitiesuaned for business combinatio
* recognition and measurement of current and deféneane taxes
» the fair value of stock awards issued
» the valuation of strategic investments and therdgtetion of othe-thar-temporary impairment:

Actual results could differ materially from thosgtiemates.

Principles of Consolidation

The consolidated financial statements include tlw®ants of the Company and its wholly owned subsies. All significant
intercompany balances and transactions have baeim&ied in consolidation.

Segments

The Company operates as one operating segmenta®gesegments are defined as components of arpestefor which separate
financial information is evaluated regularly by t#tt@ef operating decision maker, or decision makjraup, in deciding how to allocate
resources and assessing performance. The Compamygdte several acquisitions to expand its busered®fferings. For example in fiscal
2012, the Company acquired Radian6 Technologieq'IRadian6”) to provide cloud based social medianitoring, measurement and
engagement solutions. This and other acquisitioadenover the past two years have allowed the Coynpaexpand its offerings, presence i
reach in various segments of the enterprise cloantpaiting market. While the Company has offeringsiiritiple enterprise cloud computing
market segments, the Company’s business operateeioperating segment because the Company'’s diecigiking group evaluates the
Company'’s financial information and resources asgkases the performance of these resources osalidated basis. Since the Company
operates in one operating segment, all requireahfiral segment information can be found in the obidated financial statements.
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Foreign Currency Translation

The functional currency of the Company’s major fgnesubsidiaries is generally the local currencgljustments resulting from
translating foreign functional currency financittements into U.S. dollars are recorded as patsafparate component of stockholders’
equity. Foreign currency transaction gains anddesse included in net income (loss) for the perfddassets and liabilities denominated in a
foreign currency are translated into U.S. dollartha exchange rate on the balance sheet datenRevand expenses are translated at the
average exchange rate during the period. Equibhs&etions are translated using historical exchaaigs.

Concentrations of Credit Risk and Significant Custeers

The Company’s financial instruments that are expdseconcentrations of credit risk consist primadf cash and cash equivalents,
marketable securities and trade accounts receivAlifough the Company deposits its cash with mldtfinancial institutions, its deposits, at
times, may exceed federally insured limits. Colaltés not required for accounts receivable. ThenBany maintains an allowance for doubtful
accounts receivable balances. The allowance iglhgsen historical loss patterns, the number of dagsbillings are past due and an
evaluation of the potential risk of loss associatétth delinquent accounts.

One customer accounted for 6 percent of accounvable at January 31, 2012 and no single custageunted for more than 5
percent of accounts receivable at January 31, 204 Eingle customer accounted for 5 percent or mbtetal revenue during fiscal 2012,
2011, and 2010.

As of January 31, 2012 and 2011, assets locateitleuhe Americas were 13 percent and 16 perceotaifassets, respectively.

Revenues by geographical region are as followthfnsands):

Fiscal Year Ended January 31

2012 2011 2010
Revenues by geograpt
Americas $1,540,28! $1,135,01! $ 923,82
Europe 408,45t 291,78 232,36
Asia Pacific 317,79 230,33t 149,39:

$2,266,53! $1,657,13! $1,305,58:

Cash and Cash Equivalents

The Company considers all highly liquid investmegmnischased with an original maturity of three manth less to be cash equivalents.
Cash and cash equivalents are stated at fair value.

Marketable Securities

Management determines the appropriate classifitationarketable securities at the time of purcleaskreevaluates such determination
at each balance sheet date. Securities are ctasasi available for sale and are carried at fdirevavith the unrealized gains and losses, net of
tax, reported as a separate component of stockisokelguity. Fair value is determined based on qliatarket rates when observable or
utilizing data points that are observable, suchuaged prices, interest rates and yield curveslibecin fair value judged to be other-than-
temporary on securities available for sale areughetl as a component of investment income. In daddetermine whether a decline in value is
other-than-temporary, the Company evaluates, artrey factors: the duration and extent to whichftievalue has been less than the
carrying value and its intent and ability to retdie investment for a period of time sufficientdow for any anticipated recovery in fair mar
value. The cost of securities sold is based orspieeific-identification method. Interest on sedasitclassified as available for sale is also
included as a component of investment income.
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Fair Value Measurement

The Company reports its financial and non-finanagdets and liabilities that are re-measured gatted at fair value at each reporting
period. The Company uses a three-tier fair valeeanchy, which prioritizes the inputs used in taguation methodologies in measuring fair
value:

Level 1. Quoted prices (unadjusted) in active markets feniital assets or liabilitie
Level 2. Include other inputs that are directly or indirgatbservable in the marketplar
Level 3. Unobservable inputs which are supported by littlea@ market activity

All of the Company’s cash equivalents, marketableusities and foreign currency derivative contractsclassified within Level 1 or
Level 2 because the Compasyash equivalents, marketable securities andgfor@irrency derivative contracts are valued usimyefd marke
prices or alternative pricing sources and modélziag market observable inputs. The Company’stocgent considerations related to
acquisitions are classified within Level 3 becatieliabilities are valued using significant unatysdble inputs.

The following table presents information about @@mpany’s assets and liabilities that are measatréair value as of January 31, 2012
and indicates the fair value hierarchy of the vatum(in thousands):

Quoted Prices in Significant Other Significant
Active Markets Observable Unobservable
for Identical Assets Inputs Inputs Balances as of
Description (Level 1) (Level 2) (Level 3) January 31, 201
Cash equivalents (1
Time deposit: $ 26,51: $ 0 $ 0 $ 26,51¢
Money market mutual func 358,36 0 0 358,36
Marketable securitiet
Corporate notes and obligatic 0 504,77. 0 504,77.
U.S. treasury securitie 79,35¢ 0 0 79,35¢
Mortgage backed securiti 0 15,42¢ 0 15,42¢
Government obligation 3,21 0 0 3,21C
Municipal securitie: 0 8,78¢ 0 8,78¢
Collateralized mortgage obligatio 0 120,49! 0 120,49!
U.S. agency obligatior 0 107,84( 0 107,84(
Foreign currency derivative contracts 0 621 0 621
Total Assets $ 467,45( $ 757,94 $ 0 $ 1,225,39.
Liabilities
Foreign currency derivative contracts $ 0 $ 2,551 $ 0 $ 2,551
Contingent considerations (related to
acquisitions, see Note 5) ( 0 0 0 0
Total Liabilities $ 0 $ 2,551 $ 0 $ 2,551

(1) Included in “cash and cash equivalents” indheompanying Consolidated Balance Sheet as of 3aBia2012, in addition to $222.4
million of cash.

(2) Included in“prepaid expenses and other current a” in the accompanying Consolidated Balance Sheet dsnoiary 31, 201:

(3) Included in“accrued expenses and other current liabi” in the accompanying Consolidated Balance Sheet dqsnoiary 31, 201:
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The following table presents the Company’s lial@itthat were measured at fair value using sigaiticnobservable inputs (Level 3)
during the fiscal year ended January 31, 2012. §beasisted of the Company’s contingent considandiabilities related to acquisitions

(in thousands):

Balance at February 1, 20
Changes in fair valu
Payments

Balance at January 31, 20

The following table presents information about @@mpany’s assets and liabilities that are measatréair value as of January 31, 2011

and indicates the fair value hierarchy of the vatum(in thousands):

Description
Cash equivalents (1

Time deposit:
Money market mutual func
Marketable securitiet
Corporate notes and obligatic
U.S. treasury securitie
Mortgage backed securiti
Government obligation
Municipal securitie!
Collateralized mortgage obligatio
U.S. agency obligatior
Foreign currency derivative contracts
Total Asset:
Liabilities
Foreign currency derivative contracts
Contingent consideration (related to acquisitic
see Note 5) (3
Total Liabilities

Quoted Prices in
Active Markets
for Identical Assets

(Level 1)

$ 26,56¢
122,51¢

0
22,70¢
0
6,53
0

0

0

0

$ 178,31¢

$ 0

0
$ 0

Significant Other

Observable
Inputs (Level 2)

$ 0
0

707,61:

0

38,88t¢t

0

23,08!
105,03¢
79,40¢

1,53¢

$ 95556

$ 2,86¢

0
$ 2,86¢

Significant
Unobservable

Inputs
(Level 3)

$

[oNe]

(ellelNololNoNolNoloNe]

$ 0

17,13¢
$ 17,13¢

$17,13¢
26z

(17,400
$ 0

Balances as o
January 31, 201

$ 26,56¢
122,51¢

707,61:
22,70¢
38,88t¢t

6,53¢
23,08!
105,03¢
79,40¢
1,53¢

$ 2,86¢

17,13¢

(1) Included in“cash and cash equival€e” in the accompanying Consolidated Balance Sheet Zsnaiary 31, 2011, in addition to $27:

million of cash.

(2) Included in“prepaid expenses and other current a” in the accompanying Consolidated Balance Sheeft dsnoiary 31, 201:
(3) Included in“accrued expenses and other current liabi” in the accompanying Consolidated Balance Sheet dsnoary 31, 201:

The following table presents the Company’s lial@itthat were measured at fair value using sigaiticnobservable inputs (Level 3)
during the fiscal year ended January 31, 2011. & beasisted of the Company’s contingent considardiabilities related to acquisitions and

the fair value was determined using a discountsti law model (in thousands):

Balance at February 1, 20
Additions and changes in fair val

Balance at January 31, 20
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Strategic Investments

The Company has two investments in marketable ygeiturities measured using quoted prices in tespective active markets and
certain interests in non-marketable equity and debtirrities that are considered strategic investsn&s of January 31, 2012, the fair value of
the Company’s marketable equity securities of $8iléon includes an unrealized gain of $3.4 millioks of January 31, 2011, the fair value of
the Company’s marketable equity security of $6.0ioniincludes an unrealized gain of $5.2 millidrhese investments are recorded in other
assets, net on the consolidated balance sheets.

The Company’s interest in non-marketable equity @elat securities consists of noncontrolling eqaityg debt investments in privately-
held companies. The Company’s investments in thasately-held companies are reported at cost akethdown to fair value when an event
or circumstance indicates an other-than-temporagjine in value has occurred. These investmentsauved using significant unobservable
inputs or data in an inactive market and the vauatequires the Company’s judgment due to theratesef market price and inherent lack of
liquidity.

As of January 31, 2012 and 2011 the carrying viilaeapproximates the fair value of the Company®stments in privately-held
companies was $48.3 million and $21.1 million, exdjvely. These investments are recorded in otbseta, net on the consolidated balance
sheets.

Derivative Financial Instruments

The Company enters into foreign currency derivatioptracts with financial institutions to reduce tiisk that its cash flows and earnings
will be adversely affected by foreign currency exege rate fluctuations. The Company uses forwangoay derivative contracts to minimize
the Company’s exposure of balances primarily denated in Euros, Japanese yen and British poundsCbmpany'’s foreign currency
derivative contracts which are not designated dgihg instruments are used to reduce the exchageisk associated primarily with
intercompany receivables and payables. The Compaggram is not designated for trading or speim@gturposes. As of January 31, 2012
and 2011 the foreign currency derivative contrétd$ were not settled are recorded at fair valuéherconsolidated balance sheets.

Foreign currency derivative contracts are markedhéwket at the end of each reporting period witingiand losses recognized as other
income (expense) to offset the gains or lossedtiggdrom the settlement or remeasurement of tideulying foreign currency denominated
receivables and payables. While the contract donat amount is often used to express the volunferefgn currency derivative contracts, the
amounts potentially subject to credit risk are gelielimited to the amounts, if any, by which tbeunterparties’ obligations under the
agreements exceed the obligations of the Compathetoounterpatrties.

Details on outstanding foreign currency derivatieatracts related primarily to intercompany recblga and payables are presented
below (in thousands):

January 31, January 31,

2012 2011
Notional amount of foreign currency derivative qawts $186,33t $202,49:
Fair value of foreign currency derivative contre $ (1,930 $ (1,329
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The Company’s fair value of its outstanding deli@instruments are summarized below (in thousands)

Fair Value of Derivative Instruments

As of January 31 As of January 31
Balance Sheet Locatior 2012 2011
Derivative Assets
Derivatives not designated as hedging instrume
Foreign currency derivative contracts Prepaid expenses ar
other current asse $ 621 $ 1,53¢
Derivative Liabilities
Derivatives not designated as hedging instrum:t
Foreign currency derivative contra Accrued expenses a
other current liabilitie $ 2,557 $ 2,861

The effect of the derivative instruments not deatgd as hedging instruments on the consolidatéensemts of operations for the years
ended January 31, 2012, 2011 and 2010, respectvelyummarized below (in thousands):

Derivatives Not Designated as Hedging Instruments Gains (Losses) Recognized in Income on Derivativiestruments
Year ended January 31
Location 2012 2011 2010
Foreign currency derivative contracts Other expens $ (1,930 $ (1,329 $ 1,197

Investment Income

Investment income consists of interest incomejzedlgains, and realized losses on the Compargsh, cash equivalents and market
securities. The components of investment incomgeasented below (in thousands):

Fiscal Year Ended January 31

2012 2011 2010
Interest incom: $ 20,79: $ 28,27 $ 21,21¢
Realized gain 6,542 12,46( 13,39:
Realized losse (4,06%) (2,999 (4,202)
Total investment incom $ 23,26¢ $ 37,73 $ 30,40¢

Interest Expense

Interest expense consists of interest on the Coypanpital lease commitments and 0.75% conversblgor notes (the “Notes”), net of
amounts capitalized. As described in Note 2, iroanting for the Notes at the time of issuance muday 2010, the carrying amount of the
liability component was calculated by measuringfeievalue of a similar liability that did not hexan associated convertible feature. The
excess of the principal amount of the liability quonent over its carrying amount (“debt discouns”amortized, using an effective interest rate
of 5.86%, to interest expense over the term ofNbges.
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Property and Equipment
Fixed assets are stated at cost. Depreciatioridalated on a straight-line basis over the estichateful lives of those assets as follows:

Computers, equipment, and softw 31to 7 year:

Furniture and fixture 5 years

Leasehold improvemen Shorter of the estimated useful life or the leasem

Buildings and improvements Amortized over the estimated useful lives of thepetive assets when

they are ready for their intended u

When assets are retired, the cost and accumulefgeédation and amortization are removed from trespective accounts and any loss
on such retirement is reflected in operating expsng/hen assets are otherwise disposed of, theawedstlated accumulated depreciation and
amortization are removed from their respective ant®and any gain or loss on such sale or dispesaflected in other income (expense).

Capitalized Interest Cost

Interest costs related to major capital projegec#ically the Company’s campus project and céipid internal-use software
development costs, are capitalized until the urytteglasset is placed into service. Capitalizedregeis calculated by multiplying the effective
interest rate of the Notes by the qualifying co8isthe qualifying asset is placed into service,dhalifying asset and the related capitalized
interest are amortized over the useful life ofblated asset. Interest costs of $14.1 million $&d million related to the buildings and
improvements and $0.5 million and $0.3 million tethto the Company’s capitalized intermale software development efforts were capital
in fiscal 2012 and 2011, respectively.

Goodwill, Intangible Assets, Long-Lived Assets antpairment Assessments

Goodwill represents the excess of the purchase pfian acquired business over the fair value @itiderlying net tangible and
intangible assets. In the event that the Compatsrigénes that the carrying value of goodwill issiéisan fair value, the Company will incur an
impairment charge for the amount of the differedaeng the quarter in which the determination isdmarhe Company evaluates and tests the
recoverability of the goodwill for impairment antiyan the fourth quarter or more often if and wharcumstances indicate that goodwill may
not be recoverable. There was no impairment of gilbduring fiscal 2012, 2011 and 2010.

Intangible assets are amortized over their usefes! Each period the Company evaluates the estihratmaining useful life of its
intangible assets and whether events or changascumstances warrant a revision to the remaingxgpp of amortization. The carrying
amounts of these assets are periodically revieweiirfpairment whenever events or changes in cirtamegs indicate that the carrying value
of these assets may not be recoverable. Recovigratfithese assets is measured by comparisoreafdhrying amount of each asset to the
future undiscounted cash flows the asset is exgdotgenerate. In the event that the Company détesmtertain assets are not fully
recoverable, the Company will incur an impairmdmrge for those assets or portion thereof duriegytrarter in which the determination is
made. There was no impairment of intangible aghatiag fiscal 2012, 2011 and 2010.

The Company evaluates the recoverability of itgiined assets for possible impairment wheneventsver circumstances indicate that
the carrying amount of such assets may not be ezable. If such review indicates that the carnangount of long-lived assets is not
recoverable, the carrying amount of such asseeglisced to fair value. There was no impairmenbaftived assets during fiscal 2012, 2011
and 2010.

Capitalized Software Costs

The Company capitalizes costs related to its erigerjgloud computing services incurred during thgligation development stage. Costs
related to preliminary project activities and pimsplementation activities
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were expensed as incurred. Internal-use softwamdtized on a straight line basis over its edteahaiseful life, generally three years.
Management evaluates the useful lives of thesdsasaean annual basis and tests for impairment eemevents or changes in circumstances
occur that could impact the recoverability of thaseets.

The Company capitalized $27.6 million, $19.6 miili@and $15.1 million of development costs durirsgdil 2012, 2011 and 2010,
respectively. Amortization expense totaled $15.Bioni, $13.1 million and $9.9 million during fisc2012, 2011 and 2010, respectively. There
was no impairment of capitalized software costsmdufiscal 2012, 2011 and 2010.

Earnings/Loss Per Share

Basic earnings/loss per share attributable to &afsscom is computed by dividing net income (laasibutable to salesforce.com by the
weighted-average number of common shares outstgfiatirihe fiscal period. Diluted earnings/loss pleare attributable to salesforce.com is
computed giving effect to all potential weighteceage dilutive common stock, including optionstrieged stock units, warrants and the
convertible senior notes. The dilutive effect ofstanding awards and convertible securities i€oédid in diluted earnings per share by
application of the treasury stock method. Dilutachéngs/loss per share for the fiscal year endadalg 31, 2012 is the same as basic
earnings/loss per share as there is a net lobg ipariod and inclusion of potentially issuablerebavould be anti-dilutive.

A reconciliation of the denominator used in thecakdtion of basic and diluted earnings/loss pereshéributable to salesforce.com is as
follows (in thousands):

Fiscal Year Ended January 31

2012 2011 2010
Numerator:
Net income (loss) attributable to salesforce.( $(11,579) $ 64,47 $ 80,71¢
Denominator:
Weightec-average shares outstanding for basic earningshpee 135,30: 130,22: 124,46:
Effect of dilutive securities
Convertible senior note 0 1,561 0
Employee stock awarc 0 4,81F 3,652
Adjusted weighted-average shares outstanding adresd conversions for
diluted earnings per sha 135,30: 136,59¢ 128,11

The weighted-average number of shares outstandied inm the computation of basic and diluted easilogs per share does not include
the effect of the following potential outstandingm@mon stock. The effects of these potentially amding shares were not included in the
calculation of diluted earnings/loss per share bsedhe effect would have been anti-dilutive (iouands):

Fiscal Year Ended January 31

2012 2011 2010
Stock award: 7,56( 1,061 4,45k
Warrants 6,73¢ 6,73¢ 6,73¢
Convertible senior note 6,73¢ 0 0

Income Taxes

The Company uses the liability method of accountargncome taxes. Under this method, deferredatsets and liabilities are
determined based on temporary differences betweefirtancial statement and tax basis of assetdiaitities and net operating loss and cr
carryforwards using enacted tax rates in effecttieryear in which the differences are expectegverse. The effect on deferred tax assets anc
liabilities of a change
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in tax rates is recognized in income in the peti@t includes the enactment date. Valuation all@m&arare established when necessary to
reduce deferred tax assets to the amounts motg tikan not expected to be realized.

Tax positions for the Company and its subsidiaaiessubject to income tax audits by multiple taisplictions throughout the world. The
Company recognizes the tax benefit of an uncetgadmposition only if it is more likely than not thike position is sustainable upon
examination by the taxing authority, based on éohinical merits. The tax benefit recognized is mesbas the largest amount of benefit wi
is greater than 50 percent likely to be realizedrupettiement with the taxing authority. The Compeetognizes interest accrued and penalties
related to unrecognized tax benefits in its tayijsion.

The total income tax benefit recognized in the agganying consolidated statements of operationseek®d stock-based awards was
$76.0 million, $44.1 million and $32.1 million féiscal 2012, 2011 and 2010, respectively.

The Company recognizes interest accrued and pesadtiated to unrecognized tax benefits in ittavision. As of January 31, 2012,
the Company accrued no penalties and an immagerialint of interest in income tax expense.

Revenue Recognition
The Company derives its revenues from two sourd@subscription revenues, which are comprisedibsription fees from customers
accessing the Company’s enterprise cloud compstngces and from customers purchasing additiangbaert beyond the standard support
that is included in the basic subscription feest @) related professional services such as pravapping, project management,
implementation services and other revenue. “Otéeemue” consists primarily of training fees.
The Company commences revenue recognition wheaf #ie following conditions are satisfied:
» There is persuasive evidence of an arranger
* The service has been or is being provided to tiseoouer;
» The collection of the fees is reasonably assuned

» The amount of fees to be paid by the customexé&ifor determinable

The Company’s subscription service arrangementa@mecancelable and do not contain refund-typeipions.

Subscription and Support Revenues

Subscription and support revenues are recognizatllyaover the contract terms beginning on the cemrement date of each contract,
which is the date the Company’s service is madéabla to customers. Amounts that have been ingbare recorded in accounts receivable
and in deferred revenue or revenue, depending @thghthe revenue recognition criteria have been me

Professional Services and Other Revenues

The majority of the Company’s professional servicestracts are on a time and material basis. Whesetservices are not combined
with subscription revenues as a single unit of anting, as discussed below, these revenues argnieed as the services are rendered for time
and material contracts, and when the milestoneachieved and accepted by the customer for fixes montracts. Training revenues are
recognized as the services are performed.
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Multiple-Deliverable Arrangements

The Company enters into arrangements with multijgiverables that generally include subscriptioengium support and professional
services.

Prior to February 1, 2011, the deliverables in ipldtdeliverable arrangements were accounted foauseely if the delivered items had
standalone value and there was objective and tel@abdence of fair value for the undelivered iteffishe deliverables in a multiple-
deliverable arrangement could not be accounteddparately, the total arrangement fee was recogjmé&ably as a single unit of accounting
over the contracted term of the subscription agesgnmA significant portion of the Company’s mulggpdieliverable arrangements were
accounted for as a single unit of accounting bex#us Company did not have objective and reliabidemce of fair value for certain of its
deliverables. Additionally, in these situationse thompany deferred the direct costs of a relatefépsional services arrangement and
amortized those costs over the same period agtfiesgional services revenue was recognized.

In October 2009, the Financial Accounting Stand&dard (“FASB”) issued Accounting Standards Upddte 2009-13, ‘Revenue
Recognition (Topic 605), Multig-Deliverable Revenue Arrangements—a consensug 6fABB Emerging Issues Task Fot¢eASU 2009-
13") which amended the previous multiple-deliveeahirangements accounting guidance. Pursuant wptieted guidance, objective and
reliable evidence of fair value of the deliverabied®e delivered is no longer required in ordea¢oount for deliverables in a multiple-
deliverable arrangement separately. Instead, aeraagt consideration is allocated to deliverablegbann their relative selling price.

In the first quarter of fiscal 2012, the Companygted this updated accounting guidance on a prtigpdsasis. The Company applied
new accounting guidance to those multiple-delivieralorangements entered into or materially modifiacr after February 1, 2011, which is
the beginning of the Company'’s fiscal year.

The adoption of this updated accounting guidandendt have a material impact on the Company'’s firercondition, results of
operations or cash flows. As of January 31, 2042 deeferred professional services revenue andrddfeosts under the previous accounting
guidance are $30.5 million and $14.3 million, regpely, which will continue to be recognized otke related remaining subscription period.

Under the updated accounting guidance, in ord&etd deliverables in a multiplgeliverable arrangement as separate units of atiogy
the deliverables must have standalone value uplbrede If the deliverables have standalone valperudelivery, the Company accounts for
each deliverable separately. Subscription senhiege standalone value as such services are ofig@segmarately. In determining whether
professional services have standalone value, tiep@oy considers the following factors for each essfonal services agreement: availability
of the services from other vendors, the naturdefprofessional services, the timing of when thedgasional services contract was signed in
comparison to the subscription service start datethe contractual dependence of the subscripgorice on the customer’s satisfaction with
the professional services work. To date, the Combais concluded that all of the professional sewviacluded in multiple-deliverable
arrangements executed have standalone value.

Under the updated accounting guidance, when meitgliverables included in an arrangement are agggainto different units of
accounting, the arrangement consideration is akbace the identified separate units based onadivelselling price hierarchy. The Company
determines the relative selling price for a delade based on its vendor-specific objective evidasfcselling price (“VSOE”), if available, or
its best estimate of selling price (“BESP”), if VE@s not available. The Company has determinedtktiiat-party evidence of selling price
(“TPE") is not a practical alternative due to diffaces in its service offerings compared to otlzetigs and the availability of relevant third-
party pricing information. The amount of revenuleedted to delivered items is limited by contingentenue.

For certain professional services, the Companyektablished VSOE as a consistent number of stamelalales of this deliverable have
been priced within a reasonably narrow range. Tova@any has not established
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VSOE for its subscription services due to lack iéipg consistency, the introduction of new sersiemd other factors. Accordingly, the
Company uses its BESP to determine the relativimgedrice.

The Company determined BESP by considering itsal\vpricing objectives and market conditions. Sfgint pricing practices taken
into consideration include the Company’s discounpinactices, the size and volume of the Compamgissactions, the customer demographic,
the geographic area where services are sold, [stsgits go-to-market strategy, historical stdoda sales and contract prices. The
determination of BESP is made through consultatith and approval by the Company’s managementntpkito consideration the go-to-
market strategy. As the Company’s go-to-marketeatiias evolve, the Company may modify its pricinggtices in the future, which could
result in changes in relative selling prices, idahg both VSOE and BESP.

Deferred Revenue

The deferred revenue balance does not represetattieontract value of annual or multi-year, reamcelable subscription agreements.
Deferred revenue primarily consists of billingspayments received in advance of revenue recogrfition subscription services described
above and is recognized as the revenue recogumititaria are met. The Company generally invoicest@mers in annual or quarterly
installments. Deferred revenue is influenced byesahfactors, including seasonality, the compougdiffects of renewals, invoice duration,
invoice timing and new business linearity withiwe thuarter.

As a result of the updated accounting guidanceipusly described, billings against professional/mers arrangements entered into prior
to February 1, 2011 were generally added to defaeeenue and recognized over the remaining relibdcription contract term.

Deferred revenue that will be recognized duringgheceeding twelve month period is recorded asnteferred revenue and the
remaining portion is recorded as noncurrent.

Deferred Commissions

Deferred commissions are the incremental costsatfeatlirectly associated with non-cancelable sugtsmn contracts with customers and
consist of sales commissions paid to the Compatiyext sales force.

The commissions are deferred and amortized ovemdhecancelable terms of the related customer aotstrwhich are typically 12 to 24
months. The commission payments are paid in felltfonth after the customer’s service commencesdé&fered commission amounts are
recoverable through the future revenue streamsruhdenon-cancelable customer contracts. The Coynpeleves this is the preferable
method of accounting as the commission chargesaotosely related to the revenue from the non-@abte customer contracts that they
should be recorded as an asset and charged tosexpeer the same period that the subscription e/énrecognized. Amortization of defer
commissions is included in marketing and sales es@én the accompanying consolidated statemerdpearfations.

Business Combinations

The Company uses its best estimates and assumfiacsurately assign fair value to the tangiblé emangible assets acquired and
liabilities assumed at the acquisition date, thenBany’s estimates are inherently uncertain andestitp refinement. As a result, during the
measurement period, which may be up to one year fhe acquisition date, the Company may recordsajents to the fair value of assets
acquired and liabilities assumed, with the corresiiay offset to goodwill. Upon the conclusion oétimeasurement period or final
determination of the fair value of assets acquireliabilities assumed, whichever comes first, angsequent adjustments are recorded to the
Company’s consolidated statements of operations.

In addition, uncertain tax positions and tax redataluation allowances assumed in connection whihsiness combination are initially
estimated as of the acquisition date. The Compantiraues to collect
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information in order to determine their estimatait ¥alues as of the date of acquisition. The Campaevaluates these items quarterly and
records any adjustments to the Company’s prelingieatimates to goodwill provided that the Companwithin the measurement period.
Subsequent to the measurement period, changess® timcertain tax positions and tax related vaoatilowances will affect the Company’s
provision for income taxes in the Company’s cortaikd statements of operations.

Accounting for Stock-Based Compensation

The Company recognizes stock-based expenses réteséack options on a straight-line basis overrtuiisite service period of the
awards, which is the vesting term of four yearse Qompany recognizes stock-based expenses retetieel Employee Stock Purchase Plan
(“ESPP”) on a straight-line basis over the offerpagiod, which is twelve months. Stock-based exggmse recognized net of estimated
forfeiture activity.

The fair value of each option grant and stock pasetright granted under the ESPP was estimatdueatate of grant using the Black-
Scholes option pricing model with the following as®ptions and fair value per share:

Fiscal Year Ended January 31

Stock Options 2012 2011 2010
Volatility 47-51% 45 - 50% 50- 60%
Estimated life 3.7 years 3.7- 3.8 year: 3.8- 4 years
Weightec-average ris-free interest rat 0.68-1.77% 0.98- 2.1% 1.78- 2.39%
Dividend yield 0 0 0
Weighte-average fair value per share of gre $49.14 $48.83 $24.73
Fiscal Year Ended January 31,
ESPF 2012 2011 2010
Volatility 50- 53% 0 0
Estimated life 6 - 12 months 0 0
Weightec-average ris-free interest rat 0.95- 1.08% 0 0
Dividend yield 0 0 0
Weighte-average fair value per share of gre $34.34 $0.00 $0.00

The estimated life for the stock options was basedn actual analysis of expected life. The estahéife for the ESPP was based on the
two purchase periods within the offering periodeTisk free interest rate is based on the rata 10rS. government security with the same
estimated life at the time of the option grant #melstock purchase rights.

The Company estimated its future stock price vithattonsidering both its observed option-impliealatilities and its historical volatility
calculations. Management believes this is the éstdthate of the expected volatility over the expddife of its stock options and stock
purchase rights.

During fiscal 2012 and 2011, the Company capitdlig2.4 million and $2.6 million, respectively, absk based expenses related to
capitalized internal-use software development afdrded professional services costs.

During fiscal 2012, the Company recognized stocsebaexpense of $229.3 million. As of January 3122¢he aggregate stock
compensation remaining to be amortized to costseapdnses was $820.6 million. The Company exphkigstock compensation balance to be
amortized as follows: $296.5 million during fis@4l13; $256.4 million during fiscal 2014; $196.1 lioih during fiscal 2015 and $71.6 million
during fiscal 2016. The expected amortization @flenly outstanding stock awards as of Januarg@12 and assumes no forfeiture activity.
The Company expects to continue to issue stockebas@ards to its employees and continue its ESPtme periods.
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Warranties and Indemnification

The Company’s enterprise cloud computing servicedygpically warranted to perform in a manner cetesit with general industry
standards that are reasonably applicable and rabyen accordance with the Company’s online hedgumentation under normal use and
circumstances.

The Company’s arrangements generally include eepmivisions for indemnifying customers againgbiliies if its products or services
infringe a third-party’s intellectual property riggh To date, the Company has not incurred any maatarsts as a result of such obligations and
has not accrued any liabilities related to sucligalibns in the accompanying consolidated finansialements.

The Company has also agreed to indemnify its dirs@nd executive officers for costs associatel aiily fees, expenses, judgments,
fines and settlement amounts incurred by any afelpersons in any action or proceeding to whichadnlgose persons is, or is threatened to
be, made a party by reason of the person’s seag@director or officer, including any action bg tCompany, arising out of that person’s
services as the Company'’s director or officer at fferson’s services provided to any other compaugnterprise at the Company’s request.
The Company maintains director and officer insueacmverage that would generally enable the Compangcover a portion of any future
amounts paid. The Company may also be subjectiEmmification obligations by law with respect te thctions of its employees under certain
circumstances and in certain jurisdictions.

Advertising Expenses

Advertising is expensed as incurred. Advertisingense was $80.3 million, $61.4 million and $50.8iami for fiscal 2012, 2011 and
2010, respectively.

Subsequent Events
The Company evaluated subsequent events througtateehis Annual Report on Form 10-K was filedhvilie SEC.

New Accounting Pronouncements

In December 2010, the FASB issued Accounting Stafsddpdate No. 2010-2®jisclosure of Supplementary Pro Forma Information f
Business Combinations (Topic 8(— Business Combinatiorf$ASU 2010-29"), to improve consistency in how tw® forma disclosures are
calculated. Additionally, ASU 2010-29 enhancesdtselosure requirements and requires descriptichehature and amount of any material,
nonrecurring pro forma adjustments directly attrétile to a business combination. ASU 2010-29 isatiffe for the Company in fiscal 2013
and should be applied prospectively to businesshawetions for which the acquisition date is aftex effective date. The Company does not
believe the impact of the pending adoption of ASI1@29 will have a significant effect on the condaled financial statements.

In June 2011, the FASB issued Accounting Standdptiate No. 2011-08Zomprehensive Income (Topic 220)—Presentation of
Comprehensive InconfBASU 2011-05"), to require an entity to presere total of comprehensive income, the componentebincome, and
the components of other comprehensive income eithesingle continuous statement of compreherisis@me or in two separate but
consecutive statements. ASU 2003 eliminates the option to present the componaintsher comprehensive income as part of the stete
equity. ASU 2011-05 is effective for the Companyigtal 2013 and should be applied retrospectivEhe Company does not believe the
impact of the pending adoption of ASU 2011-05 Wwidlve a significant effect on the consolidated foialnstatements.
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2. Balance Sheet Accounts
Marketable Securities
At January 31, 2012, marketable securities corsistéhe following (in thousands):

Unrealized Unrealized
Amortized

Investments classified as Marketable Securities Cost Gains Losses Fair Value
Corporate notes and obligatic $502,89: $ 3,48t $ (1,607) $504,77.
U.S. treasury securitie 79,29( 70 2 79,35¢
Mortgage backed securiti 15,20¢ 37E (155) 15,42¢
Government obligation 3,13: 78 0 3,21(
Municipal securitie! 8,75: 47 (12) 8,78¢
Collateralized mortgage obligatio 118,72¢ 2,19 (42€) 120,49!
U.S. agency obligatior 107,51! 331 (6) 107,84(
Total marketable securitie $835,51¢ $ 6,57¢ $ (2,207 $839,89(

At January 31, 2011, marketable securities cortsistéhe following (in thousands):

Unrealized Unrealized
Amortized

Investments classified as Marketable Securities Cost Gains Losses Fair Value
Corporate notes and obligations $701,04° $ 7,35¢ $ (790  $707,61:
U.S. treasury securitie 22,63 85 (20 22,70¢
Mortgage backed securiti 38,34¢ 65€ (118) 38,88¢
Government obligation 6,41¢ 11¢€ 0 6,532
Municipal securitie: 23,12 79 (119 23,08
Collateralized mortgage obligatio 104,28! 1,09¢ (3449 105,03¢
U.S. agency obligatior 79,24: 19C (24) 79,40¢
Total marketable securitie $975,08¢ $ 9,582 $ (1,40f)  $983,26!

The duration of the investments classified as ntalke securities is as follows (in thousands):

As of January 31,
2012 2011

Recorded as follows

Shor-term (due in one year or les $170,58. $ 72,67¢

Long-term (due between one and 3 yei 669,30¢ 910,58’

$839,89( $983,26!
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As of January 31, 2012, the following marketableusiies were in an unrealized loss position (ioubands):

Less than 12 Months 12 Months or Greater Total

Unrealized Unrealized Unrealized

Fair Value Losses Fair Value Losses Fair Value Losses
Corporate notes and obligatic $163,71: $ (1,54%) $ 7,364 $ (62 $171,07! $ (1,607%)
U.S. treasury securitie 39,031 2 0 0 39,031 2
Mortgage backed securiti 1,33¢ (73 4,252 (82 5,591 (155)
Municipal securitie! 0 0 1,69( (12) 1,69( (172)
Collateralized mortgage obligatio 23,61« (189 13,11( (237) 36,72« (42€)
U.S. agency obligatior 12,38¢ (6) 0 0 12,38 (6)
$240,08! $ (1,81%) $ 26,41¢ $ (399 $266,50: $ (2,209)

The unrealized loss for each of these fixed ratekatable securities ranged from less than $1,016&3,000. The Company does not
believe any of the unrealized losses representtar-thantemporary impairment based on its evaluation oflabke evidence as of January
2012. The Company expects to receive the full peldcand interest on all of these marketable séesri

Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assets congfatezifollowing (in thousands):

Deferred professional services costs
Prepaid income taxe
Prepaid expenses and other current a:

Property and Equipment, net
Property and equipment consisted of the followingl{ousands):

Land

Buildings and improvemen
Computers, equipment and softw
Furniture and fixture

Leasehold improvemen

Less accumulated depreciation and amortize

As of January 31,

2012 2011
$10,39¢ $17,90¢
12,78¢ 72C
57,13t 37,09¢

$80,31¢ $55,72!

As of January 31,

2012 2011
$ 248,26 $ 248,26
43,86¢ 10,11
232,46( 115,73
25,25( 20,46
137,58 100,38
687,42t 494,95t
(159,48)) (107,785)
$ 527,94t $ 387,17

Depreciation and amortization expense totaled $68lI&n, $41.4 million and $31.9 million duringsital 2012, 2011 and 2010,

respectively.

Computers, equipment and software at January 32 a0d 2011 included a total of $105.1 million &3®.8 million acquired under

capital lease agreements, respectively. Accumukateattization relating to
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computers, equipment and software under capitakketotaled $31.7 million and $18.5 million, regpety, at January 31, 2012 and 2011.
Amortization of assets under capital leases isuntetl in depreciation and amortization expense.

Land and buildings and improvements

During the fourth quarter of fiscal 2011, the Compaurchased approximately 14 acres of undeveltgratiin San Francisco, Californ
including entitlements and improvements associaiftiithe land, and perpetual parking rights in &isting garage for approximately $278.0
million in cash. During fiscal 2011, the Compangorled $248.3 million to the undeveloped land add $nillion to buildings and
improvements. The Company recorded $23.3 milliorttie perpetual parking rights as a purchased gildeasset in other assets on the
consolidated balance sheet.

Pre-construction costs capitalized related to #naetbpment of the land including interest costs jprgberty taxes were $33.8 million in
fiscal 2012.

Capitalized Software
Capitalized software consisted of the following tfiousands):

As of January 31,

2012 2011
Capitalized internal-use software development ¢osisof accumulated amortization of $50,3(
and $34,513, respective $ 41,44: $ 29,15¢
Acquired developed technology, net of accumulatadréization of $99,886 and $37,81
respectively 146,97( 98,83:
$188,41. $127,98°

Capitalized internal-use software amortization ergeetotaled $15.8 million and $13.1 million for §ears ended January 31, 2012 and
2011, respectively. Acquired developed technolagpization expense totaled $62.1 million and $Iilfion for the years ended January
2012 and 2011, respectively.

As described in Note 5 “Business Combinations"Genpany acquired Radian6 in May 2011. Approxima$8%.2 million of the
purchase consideration was allocated to acquiredloiged technology.

Other Assets, net
Other assets consisted of the following (in thodsgn

As of January 31,

2012 2011

Deferred professional services costs, noncurreritgoc $ 3,93t $ 10,20!
Long-term deposit: 13,94: 12,11«
Purchased intangible assets, net of accumulatedtiaatmn of $17,868 and $9,868, respectiv 46,11( 31,66(
Acquired intellectual property, net of accumulasedortization of $3,139 and $746, respectiv 15,02( 5,87¢
Strategic investmen 53,94¢ 27,06"
Other 22,19 17,45]
$155,14¢ $104,37:

81



Table of Contents

As described in Note 5 “Business Combinations”Guenpany acquired Radian6 in May 2011. Approxima$dg.8 million of the
purchase consideration was allocated to purchasadgible assets.

Purchased intangible assets amortization expemgbddiscal years ended January 31, 2012 and 2044 $8.0 million and $4.2 million,
respectively.

Goodwill

Goodwill represents the excess of the purchase pria business combination over the fair valueatftangible and intangible assets
acquired. Goodwill amounts are not amortized, bthar tested for impairment at least annually dytire fourth quarter. There was no
impairment of goodwill during fiscal 2012 and 2011.

Goodwill consisted of the following (in thousands):

Total
Balance as of January 31, 2010 $ 48,95
Jigsaw Data Corporatic 133,25
Heroku, Inc. 181,30
DimDim, Inc. 23,37:
Finalization of fiscal 2010 acquisition date faalwe (1,150
Other Acquisitions 10,34¢
Balance as of January 31, 2C 396,08:
Manymoon Corporatio 10,51¢
Radian6 Technologies, In 262,02°
Assistly, Inc. 46,03¢
Model Metrics, Inc 56,50:
Finalization of fiscal 2011 acquisition date faalwe (1,960
Other Acquisitions 16,17+
Balance as of January 31, 2( $785,38:

Accrued Expenses and Other Current Liabilities
Accrued expenses and other current liabilities isbed of the following (in thousands):

As of January 31,

2012 2011

Accrued compensatic $228,46¢ $148,27!
Accrued other liabilitie: 121,95 112,84(
Accrued income and other taxes paye 100,47: 49,13t
Accrued professional cos 21,99: 12,54¢
Accrued ren 29,55¢ 22,32¢
$502,44. $345,12:

Convertible Senior Notes

In January 2010, the Company issued at par valdb.®5nillion of 0.75% convertible senior notes (thimtes”) due January 15, 2015.
Interest is payable semi-annually in arrears omdanl5 and July 15 of each year, commencing Joi\2Q10.

The Notes are governed by an Indenture dated dsmfary 19, 2010, between the Company, as issut) . Bank National
Association, as trustee. The Notes do not contayrfiaancial covenants or any restrictions
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on the payment of dividends, the incurrence ofaemébt or other indebtedness, or the issuancepmrchase of securities by the Company.
The Notes are unsecured and rank senior in rightpinent to the Company’s future indebtednessistetpressly subordinated in right of
payment to the Notes and rank equal in right ofhpayt to the Compang’existing and future unsecured indebtednessghadtiso subordinat
and are effectively subordinated in right of payirterany of the Company’s cash equal to the pradcgmount of the Notes, and secured
indebtedness to the extent of the value of thetesseuring such indebtedness and are structsatigrdinated to all existing and future
indebtedness and liabilities incurred by our subsigs, including trade payables.

If converted, holders will receive cash equal ® phincipal amount of the Notes, and at the Comijsaglgction, cash and/or shares of the
Company’s common stock for any amounts in exces$iseoprincipal amounts.

The initial conversion rate is 11.7147 shares ofimmn stock per $1,000 principal amount of Notebjestt to anti-dilution adjustments.
The initial conversion price is $85.36 per sharemhmon stock. Throughout the term of the Notes ctinversion rate may be adjusted upon
the occurrence of certain events, including for eash dividends. Holders of the Notes will not ree@any cash payment representing accrued
and unpaid interest upon conversion of a Note. éedrut unpaid interest will be deemed to be paidli upon conversion rather than
cancelled, extinguished or forfeited. Holders magert their Notes under the following circumstasice

. during any fiscal quarter, if, for at least 20 fregldays during the 30 consecutive trading daygaeending on the last trading day
the immediately preceding fiscal quarter, the tepbrted sales price of the Company’s common dimcguch trading day is greater
than or equal to 130% of the applicable converpiate on such trading day share of common stockumh last trading da

. in certain situations, when the trading price & Motes is less than 98% of the product of the made of the Company’s common
stock and the conversion ra

. upon the occurrence of specified corporate trafmatescribed under the Notes Indenture, suchcassolidation, merger or
binding share exchange;

. at any time on or after October 15, 20

For 20 trading days during the 30 consecutive tigdiays ended October 31, 2011, the Company’s conatazk traded at a price
exceeding 130% of the conversion price of $85.36share applicable to the Notes. Therefore the lwire convertible at the option of the
holder up to 6.7 million of the Company’s commoraiss as of January 31, 2012 and the Notes wersf@dsas a current liability on the
Company’s consolidated balance sheet. Additionallgortion of the equity component of the Noteskaittable to the conversion feature of the
Notes is classified in temporary stockhol¢ equity equal to the difference between the ppatiamount and carrying value of the Notes.

For 20 trading days during the 30 consecutive trgdiays ended January 31, 2012, the Comgazgrmon stock did not exceed 1309
the conversion price of $85.36 per share applicebthe Notes. Accordingly, the Notes will not leneertible at the holders’ option for the
guarter ending April 30, 2012 and will be reclassifas a noncurrent liability on the Company’s abidsited balance sheet so long as the Notes
are not convertible.

Holders of the Notes have the right to requireGoenpany to purchase with cash all or a portiorhefMotes upon the occurrence of a
fundamental change, such as a change of contegpatchase price equal to 100% of the principalamof the Notes plus accrued and unpaid
interest. Following certain corporate transactittvag constitute a change of control, the Comparnlimdrease the conversion rate for a holder
who elects to convert the Notes in connection witbh change of control in certain circumstances.

In accounting for the issuance of the Notes, thengany separated the Notes into liability and eqoitfhponents. The carrying amoun
the liability component was calculated by measutimgfair value of a
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similar liability that does not have an associatedvertible feature. The carrying amount of theiggguomponent representing the conversion
option was determined by deducting the fair valtithe liability component from the par value of tNetes as a whole. The excess of the
principal amount of the liability component oves darrying amount (“debt discoun{¥ amortized to interest expense over the terrh@iNote
The equity component is not remeasured as longcasiinues to meet the conditions for equity dfasgtion.

In accounting for the transaction costs relatetthéoNote issuance, the Company allocated the aatalunt incurred to the liability and
equity components based on their relative valuesn3Saction costs attributable to the liability cament are being amortized to expense over
the term of the Notes, and transaction costs attlile to the equity component were netted withetipgity component in temporary
stockholders’ equity and stockholders’ equity. Audially, the Company recorded a deferred tax ligbof $51.1 million in connection with
the Notes.

The Notes consisted of the following (in thousands)

As of January 31,

2012 2011

Liability component:
Principal $574,89( $ 575,00(
Less: debt discount, net ( (78,747 (102,462)
Net carrying amour $496,14¢ $ 472,53t

(1) Included in the consolidated balance sheets wilitii% convertible senior notes and is amortized thesremaining life of the Note
using the effective interest rate meth

As of January 31, 2012, the remaining life of treté¢ is approximately 3 years.
The following table sets forth total interest expemecognized related to the Notes prior to capéttbn of interest (in thousands):

Fiscal Year Ended

January 31,
2012 2011
Contractual interest expense $ 4,31- $ 4,31
Amortization of debt issuance co 1,32¢ 1,32¢
Amortization of debt discout 23,72( 22,39¢
$29,35¢ $28,03!
Effective interest rate of the liability compont 5.8€% 5.8€%

Note Hedges

To minimize the impact of potential economic ditutiupon conversion of the Notes, the Company ethiete convertible note hedge
transactions with respect to its common stock {M@e Hedges”). The Company paid, in January 2@h0aggregate amount of $126.5 million
for the Note Hedges. The Note Hedges cover, apmrately 6.7 million shares of the Company’s commimelsat a strike price that
corresponds to the initial conversion price of Naes, also subject to adjustment, and are exé&teisgpon conversion of the Notes. The Note
Hedges will expire upon the maturity of the NofElse Note Hedges are intended to reduce the potect@omic dilution upon conversion of
the Notes in the event that the market value paresbf the Company’s common stock, as measured tinelélotes, at the time of exercise is
greater than the conversion price of the Notes.Ndie Hedges are separate transactions and aparaif the terms of the Notes. Holders of
the Notes will not have any rights with respecttt® Note Hedges. The Company initially recorde@f@iled tax asset of $51.4 million in
connection with these Note Hedges.
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Warrants

Separately, the Company in January 2010 also ehiet@ warrant transactions (the “Warrants”), whisréhe Company sold warrants to
acquire, subject to anti-dilution adjustments, .7 million shares of the Company’s common staick strike price of $119.51 per share. The
Company received aggregate proceeds of $59.3 millam the sale of the Warrants. As the averag&etamlue per share of the Company’s
common stock for the reporting period, as measune®r the Warrants, exceeds the strike price ofherants, the Warrants would have a
dilutive effect on the Company’s earnings/loss gf@re. The Warrants were anti-dilutive for thedlseear ended January 31, 2012. The
Warrants are separate transactions, entered inttoeb@ompany and are not part of the terms of thie®Nor Note Hedges. Holders of the Notes
and Note Hedges will not have any rights with respe the Warrants.

3. Stockholders’ Equity

The Company maintains the following stock plans: 2004 Equity Incentive Plan, 2004 Employee StagicPase Plan and the 2004
Outside Directors Stock Plan. These plans, othaar the 2004 Outside Directors Stock Plan, providexhnual automatic increases on
February 1 to the shares reserved for issuanceeAjtieation of the 1999 Stock Option Plan (“199&rP) in fiscal 2010 did not affect awards
outstanding, which continue to be governed by ¢hms$ and conditions of the 1999 Plan.

On February 1, 2012, 3.5 million additional shasese reserved under the 2004 Equity Incentive plasuant to the automatic increase.

In September 2011, the Company’s Board of Directonended and restated the 2004 Employee Stock &agrdtan (the
“ESPP”). Initially, the ESPP was established in£2dfut the Company’s Board of Directors authoraativas required for the commencement
of one or more offerings. In conjunction with theendment of the ESPP, the Company’s Board of Direaetermined that the offerings
under the ESPP would commence, beginning with &enmonth offering period starting in December 200hder the Company’s ESPP,
employees are granted the right to purchase sbamammon stock at a price per share that is 85%hefesser of the fair market value of the
shares at (1) the beginning of a rolling one-ydtarmg period or (2) the end of each semi-annustpase period, subject to a plan limit on the
number of shares that may be purchased in a puege®d. As of January 31, 2012, the Company @30]000 shares of its common stock
reserved for future issuance under this plan. Azolary 31, 2012, $10.1 million has been heldadralf of employees for future purchases
under the plan and is recorded in accrued exparsesther current liabilities. This amount is alsduded in proceeds from equity plans in
financing activities section of the consolidatestainents of cash flows.

In April 2006, the Company’s Board of Directors apyged the 2006 Inducement Equity Incentive Plae (thducement Plan”) that
allows for stock option and other equity incentijjrants to employees in connection with merger quasition activity. In September 2011, the
Company’s Board of Directors amended the InducerRént to increase the share reserve by 400,00@shar

Prior to February 1, 2006, options issued undeCtbpanys stock option plans generally had a term of 10s¢e&fter February 1, 200
options issued have a term of 5 years.
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Stock activity is as follows:

Options Outstanding

Shares Outstanding Weighted- Aggregate
Available Stock Average Intrinsic Value
for Grant Options Exercise Price (in thousands)
Balance as of January 31, 2( 4,095,46! 11,783,15 $ 653
Increase in shares authorized/assur
2004 Equity Incentive Pla 3,500,00! 0 0.0C
2006 Equity Inducement Pl 400,00( 0 0.0C
Radian6 Technologies Inc. Stock Option F 239,51¢ 0 0.0C
Assistly Option Plai 49,37¢ 0 0.0C
Model Metrics Inc. 2008 Stock Option Pl 23,46: 0 0.0C
Options granted under all pla (2,608,91) 2,608,91 112.3:
Restricted stock activit (2,879,32) 0 0.0C
Stock grants to board and advisory board merr (39,529 0 0.0C
Exercisec 0 (2,483,37) 42.8i
1999 Plan shares expir (62,862) 0 0.0C
Cancellec 723,79 (723,79) 88.8¢
Balance as of January 31, 2( 3,440,99: 11,184,90 $ 79.7¢ $ 489,69:
Vested or expected to ve 10,876,57 $ 78.9] $ 484,15¢
Exercisable as of January 31, 2( 4,992,17! $ 54.0¢ $ 329,95¢

The total intrinsic value of the options exercisieding the fiscal 2012, 2011 and 2010 were $224lBom $322.5 million and $105.2
million, respectively. The intrinsic value is théfdrence of the current market value of the staoll the exercise price of the stock option.

The weighted-average remaining contractual lifgedted and expected to vest options is approxisn8tgears.

As of January 31, 2012, options to purchase 4,9%shares were vested at a weighted average exgriie of $54.02 per share and a
remaining weighted-average remaining contractfialdf approximately 2.2 years. The total intring&due of these vested options as of
January 31, 2012 was $330.0 million.

The following table summarizes information abowtcktoptions outstanding as of January 31, 2012:

Options Outstanding Options Exercisable

Weighted-
Average Weighted- Weighted-

Remaining
Contractual Average Average
Range of Exercise Number Life Exercise Number of Exercise

Prices Outstanding (Years) Price Shares Price

$1.10 to $25.1! 988,85 3.C $ 10.6¢ 844,12: $ 10.5¢
$25.97 1,680,03: 1.8 25.917 1,118,96! 25.917
$27.40 to $63.9 1,600,63! 14 50.3¢ 1,361,58! 50.5¢
$65.41 to $65.4 1,815,55i 2.8 65.44 754,60¢ 65.4¢
$65.68 to $108.2 1,816,23: 4.2 99.0¢ 219,85! 73.04
$111.86 to $140.2 860,99 4.5 128.8¢ 87,58¢ 127.0¢
$142.50 to $151.7 2,422,59! 3.9 143.57 605,44 142.5(
11,184,90 3.1 $ 79.7¢ 4,992,17! $ 54.02
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Restricted stock activity is as follows:

Restricted Stock Outstanding

Weighted- Aggregate

Average Intrinsic Value

Qutstanding Exercise Price (in thousands)
Balance as of January 31, 2( 2,316,45. 0.001
Granted 2,048,92! 0.001
Cancellec (223,22() 0.001
Vested and converted to sha (926,059 0.001
Balance as of January 31, 2C 3,216,10. $ 0.001
Granted 3,207,80! 0.001
Cancellec (288,959 0.001
Vested and converted to sha (1,172,68) 0.001

Balance as of January 31, 2( 4,962,26. $ 0.001 $ 579,59.

Expected to ves 4,811,40: $ 561,97.

The restricted stock, which upon vesting entittestiolder to one share of common stock for eacrestfaestricted stock, has an exern
price of $0.001 per share, which is equal to thevplue of the Company’s common stock, and genevabt over 4 years.

The weighed-average fair value of the restrictedlstssued in fiscal 2012 and 2011 was $121.87$498.03, respectively.

The Company reduced its income taxes payable biathbenefit realized from the exercise, sale ating of the stock options or similar

instruments during fiscal 2012 in the amount of $44illion. Cash provided by financing activitiesalto excess tax benefits from employee

stock plans was a result of a portion of such tastenefit.

Common Stock
The following number of shares of common stock weserved and available for future issuance atalgriéd, 2012:

Options outstandin 11,184,90
Restricted stock awards and units outstan 4,962,26.

Stock available for future grar
2004 Equity Incentive Pla 2,543,311
2006 Inducement Equity Incentive PI 323,47
2004 Employee Stock Purchase F 1,000,001
2004 Outside Directors Stock PI 574,20(
0.75% Convertible senior not 6,734,66:
Warrants 6,735,95.
34,058,78

During fiscal year 2012 and 2011, certain board imesreceived stock grants totaling 36,800 shdresramon stock and 48,000 shares

of common stock, respectively for board servicespant to the terms described in the 2004 Outsidectors Stock Plan. The expense related

to these awards, which was expensed immediatehedtme of the issuance, totaled $4.9 millionboth fiscal 2012 and 2011.
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4. Preferred Stock

The Company’s board of directors has the authonitthout further action by stockholders, to issyeta 5,000,000 shares of preferred
stock in one or more series. The Company’s boarirettors may designate the rights, preferenagglgges and restrictions of the preferred
stock, including dividend rights, conversion rightseting rights, terms of redemption, liquidatioreference, sinking fund terms, and number of
shares constituting any series or the designafiamy series. The issuance of preferred stock coale the effect of restricting dividends on
the Company’s common stock, diluting the voting powf its common stock, impairing the liquidatiaghts of its common stock, or delaying
or preventing a change in control. The abilitydsue preferred stock could delay or impede a changentrol. At January 31, 2012 and 2011,
no shares of preferred stock were outstanding.

5. Business Combinations
Radian6 Technologies Inc.

In May 2011, the Company acquired the outstandiogksof Radian6 for cash and the Company’s comntocks Radian6 is a cloud
application vendor based in Canada that providstoowers with social media monitoring, measuremedtemgagement solutions. The
Company acquired Radian6 to, among other thingsmex its social enterprise market opportunitie® Tompany has included the financial
results of Radian6 in the consolidated financiateshents from the date of acquisition, which hastebeen material to date. The acquisition
date fair value of the consideration transferradRadian6 was approximately $336.6 million, whidmsisted of the following:

Fair value of consideration transferred (in thousamls, except number of share data):

Cash $282,60(
Common stock (436,167 shari 49,31¢
Fair value of stock options assurr 4,72¢
Total $336,64¢

The value of the share consideration for the Compjgarommon stock was based on the closing prickl86.19 on the day of the
acquisition. The fair value of the stock optionsuaeed by the Company was determined using the EBatloles option pricing model and the
share conversion ratio of 0.196 was applied to edriRadian6 options to the Company’s options.

The following table summarizes the estimated falues of assets acquired and liabilities assumed the date of acquisition:

(in thousands)

Tangible assel $ 12,36/
Current and noncurrent liabilitie (12,759
Deferred revenu (680)
Deferred tax liability (27,30¢)
Intangible assel 103,00(
Goodwill 262,02°
Net assets acquire $336,64¢

The excess of purchase consideration over thedhie of net tangible and identifiable intangibésets acquired was recorded as
goodwill. The fair values assigned to tangible atehtifiable intangible assets acquired and liibdi assumed are based on management’s
estimates and assumptions. The estimated fair yafiassets acquired and liabilities assumed arsidered preliminary and are based on the
information that was available as of

88



Table of Contents

the date of the acquisition. The Company beliekasthe information provides a reasonable basiagsigning the fair values of assets acqt
and liabilities assumed, but it is waiting for atfthial information, primarily related to noncurréntome taxes payable and deferred taxes
which are subject to change, pending the finaliratf certain tax returns. Thus the provisional sseaments of fair value set forth above are
subject to change. The Company expects to fin#tieezaluation as soon as practicable, but not thter one-year from the acquisition date.

The following table sets forth the components efitifiable intangible assets acquired and theimeged useful lives as of the date of
acquisition:

(in thousands) Fair value Useful Life

Developed technolog $ 84,20( 3 year:

Customer relationshif 15,00( 5 year:

Trade name and tradems 3,80( 3 year
Total intangible assets subject to amortiza $103,00(

Developed technology represents the fair valud®fRadian6 monitoring technology. Customer relatigos represent the fair values of
the underlying relationships and agreements wittlideé customers. Trade name and trademark repsetbentair value of brand and name
recognition associated with the marketing of Ra@lis@rvice offerings. The goodwill balance is priityaattributed to the assembled workfor
expanded market opportunities and expected syrsevwgien integrating Radian6’s social solution meé@nology with the Compang/curren
product offerings. The goodwill balance is deduetitor tax purposes.

The Company assumed unvested options with a fhievaf $23.9 million. Of the total consideratiod.$ million was allocated to the
purchase consideration and $19.2 million was atkxt#o future services and will be expensed overdmaining service periods on a straight-
line basis.

Assistly, Inc.

On September 20, 2011, the Company acquired fér tbesoutstanding stock of Assistly, a cloud previdf customer service solutions.
The Company acquired Assistly to, among other thiegtend its commitment to small and emergingrimssies in customer service help desk
application offerings. The Company has includedfith@ncial results of Assistly in the consolidatethncial statements from the date of
acquisition, which have not been material to datee acquisition date fair value of the consideratiansferred for Assistly was approximately
$58.7 million, which consisted of the following:

Fair value of consideration transferred (in thousanis)

Cash $53,93¢
Fair value of stock options assurr 1,04z
Fair value of pr-existing relationshij 3,69/
Total $58,67¢

The fair value of the stock options assumed byGbmpany was determined using the Black-Scholeswoptiicing model and the share
conversion ratio of 0.031 was applied to converigtyy options to the Company’s options.

The Company had a $1.0 million, or approximatelyesepercent, noncontrolling equity investment irsigy prior to the acquisition.
The acquisition date fair value of the Company®svwus equity interest was $3.7 million and is uigd in the measurement of the
consideration transferred. The Company recognizgairmof $2.7 million as a result of remeasurirggpitior equity interest in Assistly held
before the business combination. The gain has teEgnized in other expense on the consolidatéensent of operations.
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The following table summarizes the estimated falugs of assets acquired and liabilities assumed the date of acquisition:

(in thousands)

Net tangible asse $ 1,56:
Deferred tax liability (3,28¢)
Intangible assel 14,36(
Goodwill 46,03¢
Net assets acquire $58,67¢

The excess of purchase consideration over thedisile of net tangible and identifiable intangibésets acquired was recorded as
goodwill. The fair values assigned to tangible afehtifiable intangible assets acquired and litibdi assumed are based on management’s
estimates and assumptions. The estimated fair valiassets acquired and liabilities assumed arsidered preliminary and are based on the
information that was available as of the date efahquisition. The Company believes that the infdrom provides a reasonable basis for
estimating the fair values of assets acquired mfilities assumed, but it is waiting for additibivgformation, primarily related to current and
noncurrent income taxes payable and deferred takeh are subject to change, pending the finaliratif certain tax returns. Thus the
provisional measurements of fair value set fortbvabare subject to change. The Company expecisalizk the valuation as soon as
practicable, but not later than one-year from tgussition date.

The following table sets forth the components ehiifiable intangible assets acquired and theimeged useful lives as of the date of
acquisition:

(in thousands) Fair value Useful Life

Developed technolog $13,96( 3 year:

Customer relationshiy 40C 2 year
Total intangible assets subject to amortiza $14,36(

Developed technology represents the estimated/diile of Assistlys customer service solution technology. The Compukatgrmined th
useful life of the developed technology to be thyrears. Customer relationships represent the &ires of the underlying relationships and
agreements with Assistly customers. The goodwikhihee is primarily attributed to the assembled i@ndée and expanded market opportuni
for small and emerging businesses when integratssistly’s customer service technology with the @amy’s other product offerings. The
goodwill balance is not deductible for tax purposes

The Company assumed unvested options with a faievaf $5.1 million. Of the total consideration,.$illion was allocated to the
purchase consideration and $4.0 million was alkd# future services and will be expensed overehmining service periods on a straight-
line basis.
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Model Metrics, Inc.

On December 16, 2011, the Company acquired for ttesbutstanding stock of Model Metrics, an implabee of mobile applications.
The Company acquired Model Metrics to, among othielgs, extend its ability to provide the Companygstomers with implementation of
mobile solutions. The Company has included thenfiiel results of Model Metrics in the consolidafedhncial statements from the date of
acquisition, which have not been material to dake acquisition date fair value of the consideratiansferred for Model Metrics was
approximately $66.7 million, which consisted of fofowing:

Fair value of consideration transferred (in thousals):

Cash $61,42¢
Fair value of stock options assurr 1,54¢
Fair value of pr-existing relationshij 3,774
Total $66,74¢

The fair value of the stock options assumed byGbmpany was determined using the Black-Scholeswopticing model and the share
conversion ratio of 0.05 was applied to convert Blddetrics options to the Company’s options.

The Company had a $0.8 million, or approximatekyp@rcent, noncontrolling equity investment in Mbletrics prior to the acquisitio
The acquisition date fair value of the Company®&vious equity interest was $3.8 million and is irdd in the measurement of the
consideration transferred. The Company recognizgairaof $3.0 million as a result of remeasurirggpitior equity interest in Model Metrics
held before the business combination. The gairbbas recognized in other expense on the consdlidgéétement of operations.

The following table summarizes the estimated falugs of assets acquired and liabilities assumed the date of acquisition:

(in thousands)

Net tangible asse $ 6,55¢€
Deferred tax ass: 63€
Customer relationshiy 3,05(C
Goodwill 56,50
Net assets acquire $66,744

Customer relationships represent the fair valugheiinderlying relationships and agreements witludl Metrics customers. The
Company determined the useful life of the custoralationships to be less than one year. The exafgasrchase consideration over the fair
value of net tangible and identifiable intangib$sets acquired was recorded as goodwill. The gdbldalance is primarily attributable to the
assembled workforce and expected synergies whegrating Model Metrics with the Company’s professibservices group. The fair values
assigned to tangible and identifiable intangibleeés acquired and liabilities assumed are basedamr@gement’s estimates and assumptions.
The estimated fair values of assets acquired abdities assumed are considered preliminary aedased on the information that was
available as of the date of the acquisition. ThenBany believes that the information provides aorable basis for estimating the fair values
of assets acquired and liabilities assumed, hstitaiting for additional information, primarily leted to current and noncurrent income taxes
payable and deferred taxes which are subject togeghgpending the finalization of certain tax returfihus the provisional measurements of
value set forth above are subject to change. Thepaay expects to finalize the valuation of thetaagible and intangible assets as soon as
practicable, but not later than one-year from tgussition date. The goodwill balance is not dethletfor tax purposes.
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The Company assumed unvested options with a faievaf $2.1 million. Of the total consideration,.$million was allocated to the
purchase consideration and $0.6 million was alkd#b future services and will be expensed overeh@ining service periods on a straight-
line basis.

Other Business Combinations

On February 1, 2011 the Company acquired the sibbkanymoon Corporation (“Manymoon”) for $13.6 noh in cash. The Company
accounted for this transaction as a business catibm In allocating the purchase consideratioredams estimated fair values, the Company
recorded $4.7 million of acquired intangible asséth useful lives of one to three years, $10.9ioml of goodwill, and $1.6 million of deferre
tax liabilities. The goodwill balance is not dedht for tax purposes. This transaction is not makéo the Company.

Additionally, during fiscal 2012, the Company aagui two companies for $21.2 million in cash andihakided the financial results of
these companies in its consolidated financial statgs from the date of each respective acquisifibese transactions, individually and in
aggregate, are not material to the Company.

Fiscal Year 2011
Jigsaw Data Corporation

In May 2010 the Company acquired for cash the stdckgsaw Data Corporation (“Jigsaw”), a cloudvpder of crowd-sourced data
services in the cloud. The Company acquired Jigeaamong other things, combine the Company’s CRplieations and enterprise cloud
platform with Jigsaw’s cloud-based model for théoawation of acquiring, completing and cleansingibess contact data. The Company has
included the financial results of Jigsaw in thesmlidated financial statements from the date ofiaition. The acquisition date fair value of
consideration transferred for Jigsaw was approxéga161.9 million, which consisted of the followin

Fair value of consideration transferred (in thousals):

Cash $148,47"
Contingent consideratic 13,40(
Total $161,87

The contingent consideration arrangement requivedCompany to make additional payments (“contingensideration”) totaling up to
$14.4 million in cash, based on the achievemexedhin billings targets related to Jigsaw’s sersitor the one-year period from May 8, 2010
through May 7, 2011. The estimated fair value usimtiscounted cash flow model of the contingensiteration at May 7, 2010 was $13.4
million and is included in the total purchase price

The following table summarizes the estimated falugs of the assets and liabilities assumed adbeisition date:

(in thousands)

Net tangible asse $ 4,347
Intangible asset 28,14(
Deferred tax liability (3,869
Goodwill 133,25:
Net assets acquire $161,87

The excess of purchase consideration over thedisile of net tangible and identifiable intangibésets acquired was recorded as
goodwill. The fair values assigned to tangible atahtifiable intangible assets
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acquired and liabilities assumed were based on gement’s estimates and assumptions. During fisgh2 2he Company finalized its
assessment of fair value of the assets and ligil#ssumed at acquisition date. The impact dinallized business combination adjustments
were recorded to goodwill and decreased goodwib®y million. This adjustment is not reflectedfie table above.

The following table sets forth the components ehiifiable intangible assets acquired and theimeged useful lives as of the date of
acquisition:

(in thousands) Fair value Useful Life

Developed service technology and database $23,56( 3 year:

Customer relationshif 2,44( 5 year:

Trade name and trademz 2,14C 3 year:
Total intangible assets subject to amortiza $28,14(

Customer relationships represent the fair valugbefinderlying relationships and agreements vigtsailv’'s customers. Developed
service technology and database represents thealais of the Jigsaw technology and databasestimhins the business contact data. Trade
name and trademark represents the fair valuesapidband name recognition associated with the miagkef Jigsaw’s services. The goodwill
balance is not deductible for tax purposes. Thalgidlbbalance is primarily attributable to Jigsaveissembled workforce and the expected
synergies and revenue opportunities when combitiiedusiness contact data within the Jigsaw salwtith the Company’s cloud
applications.

Heroku, Inc.

In January 2011 the Company acquired for cashttuk ®f Heroku, Inc. (“Heroku”), a platform-as-argee cloud vendor, built to work
in an open environment and take advantage of they Runguage. Ruby has become one of the leadinglaewent languages used for
applications that are social, collaborative andveelreal-time access to information across motiéeices. The Company has included the
financial results of Heroku in the consolidatedaficial statements from the date of acquisition. bt purchase consideration for Heroku
approximately $216.7 million, entirely in cash.

The following table summarizes the estimated falues of the assets and liabilities assumed aidbeisition date:.

(in thousands)

Net tangible asse $ 5,411
Intangible asset 40,06(
Deferred tax liability (10,060
Goodwill 181,30«
Net assets acquire $216,71!

The excess of purchase consideration over thedisile of net tangible and identifiable intangibésets acquired was recorded as
goodwill. The fair values assigned to tangible atahtifiable intangible assets acquired and liéibdi assumed were based on management’s
estimates and assumptions. During fiscal 2012 thrag2iny finalized its assessment of fair value efdbsets and liabilities assumed at the
acquisition date. The impact of all finalized buwesia combination adjustments were recorded to gdloaind decreased goodwill by $1.3
million. This adjustment is not reflected in thél@aabove.
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The following table sets forth the components efitifiable intangible assets acquired and theimeged useful lives as of the date of
acquisition:

(in thousands) Fair value Useful life

Developed technology $39,28( 3 year:

Trade name and trademz 78C 3 year:
Total intangible assets subject to amortiza $40,06(

Developed technology represents the fair valué®iteroku platform technology. Trade name and tretk represents the fair values of
brand and name recognition associated with the etiak of Heroku’s services. The goodwill balanceds deductible for tax purposes. The
goodwill balance is primarily attributable to Heto& assembled workforce and the Company’s abilitgdcess a large community of
developers and independent software vendors (“IpWE0 are building applications in the cloud usihg Ruby language. Additionally, the
goodwill balance also reflects the value of expanakarket share opportunities that are expectedd¢arovhen combining the Compasyclouc
platform with Heroku’s platform and enhancing thianj platform to allow developers and ISV’s thegfdem to choose among a variety of
programming languages.

DimDim, Inc.

In January 2011 the Company acquired for cashttiek ®f DimDim, Inc. (“DimDim”), a provider of ontie meeting solutions for
business collaboration. The Company has includeditiancial results of DimDim in the consolidatébihcial statements from the date of
acquisition. The total purchase consideration fonDim was approximately $37.1 million, entirely ¢ash.

The following table summarizes the estimated faluges of the assets and liabilities assumed aidheisition date:

(in thousands)

Net tangible asse $ 1,951
Developed technolog 14,45(
Deferred tax liability (2,64¢)
Goodwill 23,37:
Net assets acquire $37,12¢

The excess of purchase consideration over thedhie of net tangible and identifiable intangibésets acquired was recorded as
goodwill. The fair values assigned to tangible afehtifiable intangible assets acquired and litibdi assumed are based on management’s
estimates and assumptions. During fiscal 2012 tiragany finalized its assessment of fair value efdhsets and liabilities assumed at
acquisition date. The impact of all finalized buesia combination adjustments were recorded to gdloaind decreased goodwill by a negligil
amount. This adjustment is not reflected in théetabove.

Developed technology represents the fair valub®DimDim developed technology. The Company deteechthe useful life of the
developed technology to be three years. The gobbalihnce is not deductible for tax purposes. Tdwdgvill balance is primarily attributable
to DimDim’s assembled workforce and the expectetryies and expanded market leadership opportanitieen integrating DimDim’s on-
line meeting solution technology with the Compangoiaboration cloud offering.
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Other Business Combinations

During fiscal 2011, the Company acquired threegigily-held companies for $18.1 million in aggregzdsh and $2.8 million in
contingent consideration. The Company accountethfese transactions as business combinations.eC$26.9 million, the Company allocated
$10.0 million to acquired intangible assets witkfuslives of 3 to 5 years and $10.3 million to gadll. The goodwill balances are not
deductible for tax purposes. These transactions wer material, individually or in aggregate. Dgrifiiscal 2012 the Company finalized its
assessment of fair value of the assets and ligil#tssumed at the acquisition date. The impaall tihalized business combination adjustmu
were recorded to goodwill and decreased goodwib@yt million.

Intangible assets acquired resulting from the agtions described above as of January 31, 201asfellows (in thousands):

Weighted

Accumulated Average Remainin¢
Gross Net

Fair Value Amortization Book Value Useful Life
Acquired developed technology $196,91! $ (64,33) $132,58: 2.0 year
Customer relationshir 21,64( (4,560 17,08( 3.6 year
Trade name and tradems 6,72( (2,480) 4,24( 1.9 year

$225,27! $ (71,37) $153,90:

The expected future amortization expense for puethantangible assets for each of the fiscal yeaded thereafter is as follows (in
thousands):

Fiscal Period

Fiscal 201 $ 73,79
Fiscal 2014 61,65¢
Fiscal 201¢ 14,52:
Fiscal 201¢ 3,18¢
Fiscal 2017 75C
Total amortization expen: $153,90:

Pro forma results of operations have not been ptedéecause the effect of the acquisitions indiaily and in the aggregate were not
significant based on revenues recognized for figeals ended January 31, 2012 and 2011.

6. Income Taxes

The domestic and foreign components of income )lbos&re provision (benefit) for income taxes awoteontrolling interest consisted of
the following (in thousands):

Fiscal Year Ended January 31,

2012 2011 2010
Domestic $(27,307) $ 75,51t $125,09!
Foreign (6,019 28,78 17,28¢

$(33,317) $104,29¢ $142,38:
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The provision (benefit) for income taxes consistéthe following (in thousands):

Current:
Federal
State
Foreign
Total

Deferred:
Federal
State
Foreign
Total

Provision (benefit) for income tax:

Fiscal Year Ended January 31

2012 2011 2010
$ 9,34« $ 29,99: $43,31:
4,34¢ 6,27¢ 8,78¢
15,70¢ 13,23¢ 12,17¢
29,39¢ 49,507 64,28(
(36,607) (8,687) (4,506)
(10,60%) (4,745) (979)
(3,940 (1,479 (1,106)
(51,149 (14,900 (6,59))
$(21,745)  $ 34,60 $57,68¢

A reconciliation of income taxes at the statut@gidral income tax rate to the provision (benefit)ifcome taxes included in the

accompanying consolidated statements of operatsoas follows (in thousands):

U.S. federal taxes at statutory rate

State, net of the federal bene

Foreign taxes in excess of the U.S. statutory
Tax credits

Non-deductible expenst

Tax benefit from acquisitior

Impact of California tax law chang
Tax—noncontrolling interes

Other, ne

Fiscal Year Ended January 31,

2012 2011 2010
$(11,66)  $ 36,50 $49,83:
(6) 6,06¢ 8,64¢
10,55¢ 3,41z 6,74¢
(15,049) (13,625) (9,845)
5,34¢ 2,621 75E
(12,57%) 0 0
0 2,19¢ 2,74
0 (1,825) (1,390
1,64¢ (754) 19¢
$(21,74H  $ 34,60’ $57,68¢

The Company receives certain tax incentives in Z«liand and Singapore in the form of reduced ttesralhese temporary tax reduction
programs will expire in 2016 and 2014 respectivélye Singapore program is eligible for renewal.
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Deferred income taxes reflect the net tax effedenfporary differences between the carrying amooiéssets and liabilities for financ
reporting purposes and the amounts used for indarpurposes. Significant components of the Comigashgferred tax assets and liabilities
were as follows (in thousands):

As of January 31,

2012 2011
Deferred tax asset
Net operating loss carryforwar $ 35,94. $ 21,92¢
Deferred stock compensati 61,02¢ 31,87
Tax credits 54,24 39,06¢
Deferred rent expen: 11,66: 8,371
Accrued liabilities 49,82t 29,54¢
Deferred revenu 5,93¢ 9,72
Other 6,792 4,50¢
Total deferred tax asse 225,42¢ 145,02:
Less valuation allowanc (83%) (1,14
Deferred tax assets, net of valuation allowg 224,59: 143,87¢
Deferred tax liabilities
Deferred commissior (49,029 (27,739
Purchased intangible (18,057 (24,85¢)
Unrealized gains on investmel (2,88)) (5,005
Depreciation and amortizatic (26,352) (13,500
Other (8,877 (4,069
Total deferred tax liabilitie (105,189 (75,169
Net deferred tax asse $ 119,40¢ $ 68,71¢

Realization of deferred tax assets is dependefitare earnings, if any, the timing and amount bfahk are uncertain. Accordingly, the
deferred tax assets have been partially offsetysluation allowance. The valuation allowance eddb net deferred tax assets from operating
losses of certain foreign subsidiaries. The extasbenefits associated with stock option exercsegecorded directly to stockholders’ equity
controlling interest only when realized. As a réstlle excess tax benefits included in net opegdtias carryforwards but not reflected in
deferred tax assets for fiscal year 2012 and 204 $549.1 million and $80.6 million, respectively.

At January 31, 2012, the Company had net oper@isgycarryforwards for federal income tax purpagfespproximately $487.9 million,
which expire in 2024 through 2032, federal researuth development tax credits of approximately $36il6on, which expire in 2020 through
2032, foreign tax credits of $3.9 million, whichpises in 2019, and minimum tax credits of $0.7 imil] which have no expiration date.

The Company also had net operating loss carryfatsvior state income tax purposes of approximat82d0 million which expire
beginning in 2014 and state research and developipecredits of approximately $33.8 million and%énillion of state enterprise zone tax
credits, which do not expire. The decrease in thmgany’s state effective tax rate resulting fronifGania’s tax law change could potentially
impact the realizability of certain tax attributdhie Company will continue to r@ssess the realizability of these tax attributea ceggular basi

Utilization of the Company’s net operating lossrgforwards may be subject to substantial annuatdition due to the ownership change
limitations provided by the Internal Revenue Codd similar state provisions. Such an annual lingtatould result in the expiration of the |
operating loss and tax credit carryforwards beftdilezation.
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The Company had gross unrecognized tax benef#§210 million and $27.5 million as of January 3@12 and 2011 respectively.

A reconciliation of the beginning and ending bako€ total unrecognized tax benefits for fiscalnge2012, 2011, and 2010 is as follows
(in thousands):

Fiscal Year Ended January 31,

2012 2011 2010
Balance as of February $ 27,46 $ 22,05: $ 16,47
Tax positions taken in prior perio

Gross increase 10,00¢ 41 457

Gross decreast (23 (811 (707)
Tax positions taken in current peric

Gross increase 15,96¢ 8,041 5,401
Settlement: 0 (39) (212)
Lapse of statute of limitatior (1,149 (1,747 0
Currency translation effe: (299 (88) 642
Balance as of January ¢ $ 51,97 $ 27,46 $ 22,05:

For fiscal year 2012, 2011 and 2010 total unrecteghtax benefits in an amount of $39.1 million, #2@illion and $16.5 million
respectively, if recognized, would reduce incomeedspense and the Company’s effective tax rate.

The Company recognizes interest accrued and pesattiated to unrecognized tax benefits in thenmectax provision. The Company
accrued no penalties and an immaterial amounttefést in income tax expense for fiscal 2012, 28id 2010.

Tax positions for the Company and its subsidiaaiessubject to income tax audits by many tax jirtszhs throughout the world. The
Company’s U.S. federal and state tax returns idaalyears since February 1999, which was theptioe of the Company, remain open to
examination. Outside the U.S., the Company opematgsisdictions including Canada, Australia, Jagad United Kingdom. With some
exceptions, all tax years in jurisdictions outsidé).S. are generally open and could be subjeek#mminations, however, in Japan and United
Kingdom, the Company is no longer subject to exatnams for years prior to fiscal 2005 and 2010peesively.

Management does not believe that it is reasonai@giple that the estimates of unrecognized taxfliewéll change significantly in the
next twelve months. However, when the Company &ffely settles one or more uncertain tax positionany period, it could be material to
the Company’s financial condition or cash flowshoth, or could otherwise adversely affect the Canys operating results.

7. Commitments

Letters of Credit

As of January 31, 2012, the Company had a totglL@f5 million in letters of credit outstanding stasgtially in favor of certain landlords
for office space. These letters of credit renewuatiy and mature at various dates through April®203

Leases

The Company leases facilities space and certad fassets under non-cancelable operating and ldapisas with various expiration
dates.
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As of January 31, 2012, the future minimum leasemnts under non-cancelable operating and cap#akls are as follows (in
thousands):

Capital Operating
Leases Leases
Fiscal Period
Fiscal 201z $29,46( $124,24°
Fiscal 201+« 25,95 103,75:
Fiscal 201¢ 5,40¢ 71,781
Fiscal 201¢ 2,112 63,321
Fiscal 2017 1,31¢( 54,39
Thereaftel 0 250,31!
Total minimum lease paymer 64,23¢ $667,82(
Less: amount representing inter (3,249
Present value of capital lease obligati $60,991

The terms of the lease agreements provide forIrpataments on a graduated basis. The Company rezgsgrent expense on a straight-
line basis over the lease period and has accrueerib expense incurred but not paid. Of the toperating lease commitment balance of
$667.8 million, $607.7 million is related to fatidis space. The remaining $60.1 million commitrmiemelated to computer equipment and o
leases.

The Company’s agreements for the facilities anthgeservices provide the Company with the optmrenew. The Company’s future
contractual obligations would change if the Compexgrcised these options.

Rent expense for fiscal 2012, 2011 and 2010 was3$wdlion, $52.8 million and $47.3 million, respeely.

In January 2012, the Company entered into an offiase agreement to lease approximately 400,0Q8klensquare feet at 50 Fremont
Street, San Francisco, CA. The cost of the leaappsoximately $209.0 million over the 18-year tashihe lease. The Company will take
possession of the premises in phases beginning B@012. This commitment is reflected in the ¢éabove.

8. Legal Proceedings

In the ordinary course of business, the Compamislved in various legal proceedings and clainiatesl to alleged infringement of
third-party patents and other intellectual propeigits, commercial, employment, wage and hour,a@hdr claims.

In general, the resolution of a legal matter cquievent the Company from offering its service tioen$, could be material to the
Company'’s financial condition or cash flows, orthair could otherwise adversely affect the Compsimyperating results.

The Company makes a provision for a liability riglgtto legal matters when it is both probable théability has been incurred and the
amount of the loss can be reasonably estimatedeTivisions are reviewed at least quarterly aljuséed to reflect the impacts of
negotiations, estimated settlements, legal rulingsjce of legal counsel and other information enents pertaining to a particular matter. In
management’s opinion, resolution of all currentteratis not expected to have a material adversadtign the Company’s consolidated results
of operations, cash flows or financial position wéwer, depending on the nature and timing of amh slispute, an unfavorable resolution of a
matter could materially affect the Company’s futtesults of operations or cash flows, or both, padicular quarter.

On June 7, 2011, the Company entered into a pradirpisettlement agreement with respect to a Caldicstate wage and hour lawsuit
that had been filed against the Company early 40 the Superior Court of
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California, County of San Francisco. The settlenagreement is subject to approval of the courtctvig expected to rule by mid 2012. The
Company'’s current estimate of the expense chamgiéosettiement is approximately $0.04 per dilugtkdre. This charge is reflected in the
Company'’s financial results for fiscal 2012.

9. Employee Benefit Plan

The Company has a 401(k) plan covering all eligéatgoloyees in the United States. Since Januar@dg,2he Company has been
contributing to the plan. Total Company contribasauring fiscal 2012, 2011 and 2010, were $15llfiamj $11.0 million and $8.5 million,
respectively.

10. Related-Party Transactions

In January 1999, the salesforce.com/foundatiomw, @ferred to as the Foundation, a non-profit putiiarity, was chartered to build
philanthropic programs that are focused on youthtanhnology. The Company’s chairman is the chairofahe Foundation. He, one of the
Company’s employees and one of the Company’s bo@mibers hold three of the Foundation’s seven be@ats. The Company is not the
primary beneficiary of the Foundation’s activitiesd accordingly, the Company does not consolitfeté-oundation’s statement of activities
with its financial results.

Since the Foundation’s inception, the Company heasiged at no charge certain resources to Fountatioployees such as office space.
The value of these items was in excess of $125@0@uarter during fiscal year 2012.

In addition to the resource sharing with the Fotiodathe Company issued the Foundation warranfsuigust 2002 to purchase share:
the Company’s common stock. All of the warrantsevexercised in prior years. As of January 31, 2@i2 Foundation held 103,500 shares of
salesforce.com common stock. Additionally, the Camphas donated subscriptions to the Company’scgetw other qualified non-profit
organizations. The Company also allows an affil&tthe Foundation to resell the Company’s sertéckarge non-profit organizations. The
Company does not charge the affiliate for the stijpsons. The fair value of the subscriptions wegr@xcess of $7.0 million per quarter during
fiscal 2012. The Company plans to continue thesgrams.

11. Selected Quarterly Financial Data (Unaudited)
Selected summarized quarterly financial informafimnfiscal 2012 and 2011 is as follows:

1st 2nd 3rd 4th Fiscal
Quarter Quarter Quarter Quarter Year
(in thousands, except per share date
Fiscal 2012
Revenue! $504,36¢ $546,00: $584,26( $631,91: $2,266,53!
Gross profil 401,29¢ 425,09: 455,69! 495,56¢ 1,777,65:
Loss from operation (2,807%) (15,749 (10,157 (6,377) (35,085
Net income (loss 53C (4,26%) (3,75€) (4,079 (11,572
Basic net income (loss) per shi $ 0.0C $ (0.09) $ (0.09) $ (0.09 $ (0.09)
Diluted net income (loss) per shi $ 0.0C $ (00 $ (03 $ 0.0y 3 (0.09)
Fiscal 2011
Revenue: $376,81: $394,37: $429,08 $456,86° $1,657,13!
Gross profil 305,23. 316,58. 346,95¢ 364,55¢ 1,333,32
Income (loss) from operatiol 33,05( 29,68: 35,15¢ (391) 97,49
Net income attributable to salesforce.c 17,74¢ 14,74+ 21,07: 10,91 64,47¢
Basic net income per share attributable to salesfoom commo
shareholder $ 0.14 $ 0.11 $ 0.1¢€ $ 0.0¢ $ 0.5C
Diluted net income per share attributable to sakesf.com commo
shareholder $ 0.1c $ 0.11 $ 0.1¢ $ 0.0¢ $ 0.47
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES
(a) Evaluation of disclosure controls and procedure

Under the supervision and with the participatiomof management, including our chief executiveceifiand chief financial officer, we
conducted an evaluation of the effectiveness ofitregn and operation of our disclosure controts @mocedures, as defined in Rules 13a-15(e)
and 15d-15(e) under the Securities Exchange At98#, as amended (the “Exchange Act”), as of tlikodthe period covered by this Annual
Report on Form 10-K.

In designing and evaluating our disclosure contaold procedures, management recognizes that atlgglise controls and procedures,
no matter how well designed and operated, can geownly reasonable assurance of achieving theedkesontrol objectives. In addition, the
design of disclosure controls and procedures nafigtat the fact that there are resource constraimtisthat management is required to apply its
judgment in evaluating the benefits of possibleticaas and procedures relative to their co

Based on management'’s evaluation, our chief exexofficer and chief financial officer concludedttour disclosure controls and
procedures are designed to, and are effectivedwjge assurance at a reasonable level that thenirattion we are required to disclose in ref
that we file or submit under the Exchange Act torded, processed, summarized and reported whkitihe periods specified in Securities
and Exchange Commission rules and forms, and titit isformation is accumulated and communicateaslitomanagement, including our
chief executive officer and chief financial officexs appropriate, to allow timely decisions regagdiequired disclosures.

(b) Management’s Report on Internal Control Over Fnancial Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@orting, as such term is defined
in Exchange Act Rules 13a-15(f) and 15d-15(f). Urtte supervision and with the participation of management, including our chief
executive officer and chief financial officer, werclucted an evaluation of the effectiveness ofimtigrnal control over financial reporting as of
January 31, 2012 based on the guidelines establisheternal Control—Integrated Framewoigsued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSOY.i@ernal control over financial reporting incligdpolicies and procedures that provide
reasonable assurance regarding the reliabilitynaicial reporting and the preparation of finansiatements for external reporting purposes in
accordance with U.S. generally accepted accoumptimgiples.

Based on the results of our evaluation, our managéoncluded that our internal control over finahreporting was effective as of
January 31, 2012. We reviewed the results of managgs assessment with our Audit Committee.

The effectiveness of our internal control over fio@l reporting as of January 31, 2012 has beeitelidy Ernst & Young LLP, an
independent registered public accounting firm,taged in its report which is included in Item 8tbis Annual Report on Form 10-K.

(c) Changes in internal control over financial repoting

There was no change in our internal control ovearicial reporting that occurred during the quasteted January 31, 2012 that has
materially affected, or is reasonably likely to erélly affect, our internal control over financigporting.
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(d) Inherent Limitations on Effectiveness of Contrds

Our management, including our chief executive effiand chief financial officer, do not expect that disclosure controls or our internal
control over financial reporting will prevent alirers and all fraud. A control system, no mattewheell conceived and operated, can provide
only reasonable, not absolute, assurance thatjeetives of the control system are met. Furthex,design of a control system must reflect the
fact that there are resource constraints, andeheflis of controls must be considered relativihéir costs. Because of the inherent limitations
in all control systems, no evaluation of contra@s provide absolute assurance that all controessind instances of fraud, if any, within the
Company have been detected. These inherent liorigtnclude the realities that judgments in deaisitaking can be faulty, and that
breakdowns can occur because of a simple erroistake. Additionally, controls can be circumvenbscdthe individual acts of some persons,
by collusion of two or more people or by managenwemtrride of the controls. The design of any systémontrols also is based in part upon
certain assumptions about the likelihood of futewents, and there can be no assurance that amndeidli succeed in achieving its stated goals
under all potential future conditions; over timentrols may become inadequate because of changesditions, or the degree of compliance
with policies or procedures may deteriorate. Beeaighe inherent limitations in a cost-effectivantrol system, misstatements due to error or
fraud may occur and not be detected.

ITEM 9B. OTHER INFORMATION
Not applicable.
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PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

The information concerning our directors, complemdth Section 16(a) of the Exchange Act, our Aiimmittee and any changes to
the process by which stockholders may recommendrress to the Board required by this Item are incaafed herein by reference to
information contained in the Proxy Statement, idailg “Directors and Corporate Governance” and “Bect6(a) Beneficial Ownership
Reporting Compliance.”

The information concerning our executive officegguired by this Item is incorporated by refereneeeim to the section of this Annual
Report on Form 10-K in Part |, entitled “Executi®éicers of the Registrant.”

We have adopted a code of ethics, our Code of Grindinich applies to all employees, including otinpipal executive officer, Marc
Benioff, principal financial and accounting offic&raham Smith, and all other executive officettse Tode of Conduct is available on our
Web site ahttp://www.salesforce.com/company/investor/goveteanA copy may also be obtained without charge bytaxting Investor
Relations, salesforce.com, inc., The Landmark @ Kdakket, Suite 300, San Francisco, California 94406y calling (415) 901-7000.

We plan to post on our Web site at the addressitbesicabove any future amendments or waivers ofdmge of Conduct.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is incorp@@herein by reference to information containetheProxy Statement, including
“Compensation Discussion and Analysis,” “Commitieports,” “Directors and Corporate Governance” ‘dxkecutive Compensation and
Other Matters.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this Item is incorp@herein by reference to information containetheProxy Statement, including
“Security Ownership of Certain Beneficial Ownersldianagement and Related Stockholder Matters” &upliity Compensation Plan
Information.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

The information required by this Item is incorp@herein by reference to information containetheProxy Statement, including
“Directors and Corporate Governance” and “Employtr@ontracts and Certain Transactions.”

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Item is incorp@herein by reference to information containethéProxy Statement, including
“Ratification of Appointment of Independent Audisot
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) The following documents are filed as a paithig Annual Report on Form 10-K:

1. Financial StatementsThe information concerning our financial statetseand Report of Independent Registered Public
Accounting Firm required by this Item is incorpa@@ty reference herein to the section of this AhRegoort on Form 10-K in Iltem 8,

entitled “Consolidated Financial Statements andp&pentary Data.”

2. Financial Statement SchedulteSchedule Il Valuation and Qualifying Accountdiied as part of this Annual Report on Form 10-
K and should be read in conjunction with the Coitlstéd Financial Statements and Notes thereto.

The Financial Statement Schedules not listed haea bmitted because they are not applicable anatre=quired or the informati
required to be set forth herein is included in@umsolidated Financial Statements or Notes thereto.

3. Exhibits: See “Index to Exhibits.”

(b) Exhibits.The exhibits listed below in the accompanying “Inde Exhibits” are filed or incorporated by refecenas part of this

Annual Report on Form 10-K.

(c) Financial Statement Schedules

salesforce.com, inc.

Schedule Il Valuation and Qualifying Accounts

Balance at

o Beginning of Deductions Balance at
Description Year Additions Write-offs End of Year
Fiscal year ended January 31, 2!

Allowance for doubtful accoun $1,711,001 $4,174,00! $4,612,00! $1,273,00!
Fiscal year ended January 31, 2!

Allowance for doubtful accoun $1,050,00! $3,995,00! $3,334,00! $1,711,001
Fiscal year ended January 31, 2!

Allowance for doubtful accoun $1,527,00! $2,787,00! $3,264,00! $1,050,00!
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SIGNATURES
Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned thereualy authorized.
Dated: March 9, 2012

salesforce.com, inc

/s/  GRAHAM SMITH
Graham Smith
Chief Financial Officer
(Principal Financial Officer and Duly Authorized Officer)
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POWER OF ATTORNEY AND SIGNATURES

KNOW ALL PERSONS BY THESE PRESENT, that each pensbise signature appears below constitutes andrappdarc Benioff,
Graham Smith and Burke Norton, his attorney-in;faetch with the power of substitution, for him imyaand all capacities, to sign any
amendments to this Annual Report on Form 10-K, tarfde the same, with exhibits thereto and othecudnents in connection therewith, with
the Securities and Exchange Commission, hereldyirgfiand confirming all that said attorney4iaet, or his substitute or substitutes, may ¢
cause to be done by virtue hereof.

Pursuant to the requirements of the Securities &xga Act of 1934, this Annual Report on Form 10as been signed below by the
following persons on behalf of the registrant amthie capacities and on the dates indicated.

Signature Title Date
IS/ MARC B ENIOFF Chairman of the Board of Directa March 9, 201z
Marc Benioff and Chief Executive Officer

(Principal Executive Officel

/SI GRAHAM SMITH Chief Financial Officer (Principe March 9, 201
Graham Smith Financial & Accounting Officel
/ s/ CRrAIG C ONWAY Director March 9, 201:
Craig Conway
IS/ ALAN H ASSENFELD Director March 9, 2012
Alan Hassenfeld
IS/ CRAIG R AMSEY Director March 9, 201z
Craig Ramsey
IS/ SANFORDR. ROBERTSON Director March 9, 2012

Sanford R. Robertson

IS/ STRATTON S CLAVOS Director March 9, 201:
Stratton Sclavos

/S| LAWRENCET OMLINSON Director March 9, 2012
Lawrence Tomlinson

IS/ MAYNARD W EBB Director March 9, 2012
Maynard Webb
IS/ SHIRLEY Y OUNG Director March 9, 201:

Shirley Young
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Index to Exhibits

Exhibit Provided Incorporated by Reference
No. Exhibit Description Herewith Form SEC File No. Exhibit Filing Date
2.1 Agreement and Plan of Merger dated as of Decemi#d 10, by 8-K 001-32224 2.1 12/08/2010

and among salesforce.com, inc., Hi'iaka Acquisit@orporation,
Heroku, Inc. and with respect to Articles VII, VBhd IX thereof
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4.5* Model Metrics, Inc. 2008 Stock Pl: S-8 33:-178606 4.1 12/19/2011
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reference into any registration statement or ofoeument filed under the Securities Act, or thelaxme Act, except as shall be
expressly set forth by specific reference in stilangf



FORM OF OFFER LETTER Exhibit 10.11
SALESFORCE.COM

[DATE]

[NAME]
[ADDRESS]

Dear [NAME]:

| am pleased to offer you a position with Salesforom, Inc. (the “Company”) as its [ cgmmencing on [ ]. If you decide
to join us, you will receive an annual salary of [ ], less applicable withholding, whiclile paid semi-monthly in accordance with the
Company’s normal payroll procedures. As a Companpleyee, you are also eligible to receive certanplyee benefits including Company
stock options. Subject to Board approval you wéllgranted an option to acquire [ ] shares ah@on stock, vesting 1/4 at the end of one
year, and 1/48 monthly thereafter so long as yoysleyment with the Company continues. The exenpigze will be equal to the fair mark
value of the common stock as determined by the doar

If you choose to accept this offer, your employmeith the Company will be voluntarily entered irgnd will be for no specified period.
As a result, you will be free to resign at any tjfog any reason or for no reason, as you deenoappte. The Company will have a similar
right and may conclude its employment relationshiih you at any time, with or without cause.

For purposes of federal immigration law, you wil kequired to provide to the Company documentaigegrce of your identity and
eligibility for employment in the United States.cBudocumentation must be provided to us within sgvg business days of your date of hire,
or our employment relationship with you may be teated.

In the event of any dispute or claim relating t@adsing out of our employment relationship, thggeeement, or the termination of our
employment relationship (including, but not limited any claims of wrongful termination or age, ,sg@isability, rate or other discrimination),
you and the Company agree that all such disputgsisd fully, finally and exclusively resolved bynding arbitration conducted by tl
American Arbitration Association in San Francis€alifornia, and we waive our rights to have sudpdtes tried by a court or jury. However,
we agree that this arbitration provision shall agply to any disputes or claims relating to oringout of the misuse or misappropriation of
Company'’s trade secrets or proprietary information.

To indicate your acceptance of the Company'’s offerase sign and date this letter in the spaceiged\below and return it to me. A
duplicate original is enclosed for your recordsu¥uill be required to sign an Employee Inventiond &roprietary Rights Assignment
Agreement as a condition of your employment. Téitel, along with any agreements relating to pegpri rights between you and the
Company, set forth the terms of your employmenhlie Company and supersede any prior represematioagreements, whether written or
oral. This letter may not be modified or amendeckgx by a written agreement, signed by the Comjgaiayby you.

We look forward to working with you at Salesforaat Welcome aboard!

Sincerely,

/s M ARC B ENIOFF
Marc Benioff
Chairman of the Boar

AGREED TO AND ACCEPTED
[NAME]



Marc Benioff

Graham Smith

Parker Harris

George Hu

Frank van
Veenendaal

Current Annual Salary

SCHEDULE TO EXHIBIT 10.11

Current Annual Bonus Other Key Terms

Current annual salary of
$1,000,000.

Current annual salary of
$500,000.

Current annual salary of
$500,000.

Current annual salary of
$500,000.

Current annual salary of
$600,000.

Mr. Benioff is eligible to receive an annual N/A
discretionary bonus of 150% of his annual
base salary, based on individual and Com
performance

Mr. Smith is eligible to receive an annual If Mr. Smith is terminated without cause

discretionary target bonus of 100% of his  during the first 12 months of employment

annual base salary, based on individual andwvith salesforce.com, he will receive the

Company performance. greater of (i) 12 months of his base salary
and accelerated vesting of 12 months of his
initial equity grants or (ii) 18 months of his
base salary. If Mr. Smith is terminated
without cause after his first 12 months of
employment with salesforce.com, he will
receive 18 months of his base sal:

Mr. Harris is eligible to receive an annual N/A
discretionary target bonus of 100% of his
annual base salary, based on individual and
Company performanc:

Mr. Hu is eligible to receive an annual N/A
discretionary target bonus of 100% of his
annual base salary, based on individual and
Company performanc

Mr. van Veenendaal is eligible to receive anN/A
annual discretionary target bonus of 100% of
his annual base salary, based on individual
and Company performanc

This schedule sets forth the material terms obffer letters and current compensation packagefdoal year 2013 with our named executive
officers of salesforce.com, inc. The form is fileerewith.



List of Subsidiaries

Name of Entity
SFDC Australia Pty. Ltc

salesforce.com Canada Corporat

salesforce.com Information Technology (Shanghai) Ctl.

salesforce.com France S/
salesforce.com Germany Gmi
salesforce.com Hong Kong Lt
salesforce.com India Private Limit
DimDim Software Private Limite
SFDC (EMEA) Limited

SFDC International Limite:
SFDC lIreland Limitec
salesforce.com Israel Lt
salesforce.com Italy S.I
Kabushiki Kaisha salesforce.cc
Kabushiki Kaisha SFJI
SforceSystems Korea Limite
SFDC Luxembourg SAR
SFDC Mexico S.de R.L.de C.
SFDC Netherlands B.\
salesforce.com Singapore Pte.
salesforce Systems Spain, £
SFDC Sweden Al
salesforce.com sa
salesforce.com Taiwan Limite
SFDC UK Ltd.

Informavores Group Ltc
Informavores Ltd

Informavores Technologies Lt
Radian6 Technologies UK Lt
salesforce.com, LL(

SFDC Holding Co

Bay Jacaranda Holdings LL
Bay Jacaranda No. 3334 LL
Bay Jacaranda No. 2627 LL
Bay Jacaranda No. 2932 LL
Jigsaw Data Corporatic

Active Media Architects, Inc
Activa Live, Inc.

DimDim, Inc.

Heroku, Inc.

eTacts, Inc

Assistly, Inc.

akmm, Inc.

Model Metrics, Inc

Zorap Inc.

Jurisdiction

Exhibit 21.1

Australia

Canad¢

China

France

Germany

Hong Kong

India

India

Ireland

Ireland

Ireland

Israel

Italy

Japar

Japar

Korea

Luxembourg

Mexico

Netherlands

Singapore

Spain

Sweder

Switzerlanc

Taiwan

United Kingdom

United Kingdom

United Kingdom

United Kingdom

United Kingdom

United States of Americ
United States of Americ
United States of Americ
United States of Americ
United States of Americ
United States of Americ
United States of Americ
United States of Americ
United States of Americ
United States of Americ
United States of Americ
United States of Americ
United States of Americ
United States of Americ
United States of Americ
United States of Americ



Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference ifdllewing Registration Statements:

* Registration statement on Form S-8 (No. 333-1178@&@&rining to the salesforce.com, inc. 1999 St@pkon Plan , 2004 Equity
Incentive Plan, 2004 Outside Directors Stock Plachthe 2004 Employee Stock Purchase F

» Registration statement on Forr-8 (No. 33:-123656) pertaining to the salesforce.com, inc. 2Bdity Incentive Plar

* Registration statement on Form S-8 (No. 333-13446mgining to the salesforce.com, inc. 2004 Eguitentive Plan and 2006
Inducement Equity Incentive Pla

* Registration statement on Forr-8 (No. 33:-143161) pertaining to the salesforce.com, inc. 2b@dity Incentive Plar
» Reqgistration statement on Forr-8 (No. 33:-151180) pertaining to the salesforce.com, inc. 2Bdity Incentive Plar

* Registration statement on Form S-8 (No. 333-159p84aining to the salesforce.com, inc. 2004 Eqguitentive Plan and 2006
Inducement Equity Incentive Pla

* Registration statement on Forr-8 (No. 33:-167190) pertaining to the salesforce.com, inc. 2b@dity Incentive Plar

* Registration statement on Forr-8 (No. 33:-174209) pertaining to the salesforce.com, inc 2B@dity Incentive Plan, 20C
Inducement Equity Incentive Plan and Radian6 Teldgies Inc. Third Amended and Restated Stock Opilam,

* Registration Statement on Forr-3 (No. 33:-174541) and related prospectus for the registratfat86,167 shares of comm
stock,

* Registration statement on Form S-8 (No. 333-1770p&8xgining to the salesforce.com, inc. 2006 Inche@ Equity Incentive Plan
and Assistly, Inc. 2009 Stock Ple

» Registration statement on Forr-8 (No. 33:-178606) pertaining to the Model Metrics, Inc. 2@®8ck Plan, an
* Reqgistration statement on Forr-8 (No. 33:-179317) pertaining to the 2Catalyze, Inc. SeconceAded 2008 Stock Option Ple

of our reports dated March 9, 2012, with respet¢héoconsolidated financial statements and schexfidalesforce.com, inc., and the
effectiveness of internal control over financigboeting of salesforce.com, inc. included in thisnrial Report (Form 10-K) of salesforce.com,
inc. for the year ended January 31, 2012.

/s/ ERNST & YOUNG LLP
San Jose, California

March 9, 2012



Exhibit 31.1
CERTIFICATION

I, Marc Benioff, certify that:

1.
2.

| have reviewed this annual report on Forr-K of salesforce.com, inc

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contamld procedures (i
defined in Exchange Act Rules 13a-15(e) and 15@))3(d internal control over financial reportirag @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’'s ability to record, process, summarize and refpmahcial information; ant

b)  Any fraud, whether or not material, that invadweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: March 9, 2012

/ s/ M ARC B ENIOFF
Marc Benioff
Chairman of the Board of Directors and
Chief Executive Officer




Exhibit 31.2
CERTIFICATION

I, Graham Smith, certify that:

1.
2.

| have reviewed this annual report on Forr-K of salesforce.com, inc

Based on my knowledge, this report does notaiorny untrue statement of a material fact or aanittate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentadsineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the registre's
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal corttvelr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refmahcial information; ant

b)  Any fraud, whether or not material, that invadweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: March 9, 2012

/ s/ G RAHAM SMITH

Graham Smith
Chief Financial Officer




Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEFINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Based on my knowledge, I, Marc Benioff, certifyrguant to 18 U.S.C. Section 1350, as adopted pursosection 906 of the Sarbanes-
Oxley Act of 2002, that the Annual Report of sabesé.com, inc. on Form 10-K for the fiscal yearethdanuary 31, 2012 fully complies with
the requirements of Section 13(a) or 15(d) of teeusities Exchange Act of 1934 and that informationtained in such Form 10-K fairly
presents, in all material respects, the finanaaldition and results of operations of salesforam,dac.

/ s/ M ARC B ENIOFF
Marc Benioff
Chairman of the Board of Directors and
Chief Executive Officer

Based on my knowledge, I, Graham Smith, certifyspant to 18 U.S.C. Section 1350, as adopted potrso&ection 906 of the
Sarbanes-Oxley Act of 2002, that the Annual Repbsalesforce.com, inc. on Form 10-K for the fispar ended January 31, 2012 fully
complies with the requirements of Section 13(a)%(d) of the Securities Exchange Act of 1934 arad formation contained in such Form
10-K fairly presents, in all material respects, financial condition and results of operations aesforce.com, inc.

/ s/ G RAHAM S MITH
Graham Smith
Chief Financial Officer




