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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)
Quarterly report pursuant to Section 13 or 15(d) ofthe Securities Exchange Act of 193

For the quarterly period ended July 31, 2011
OR

[0 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

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 (the “Exchange Act”) during fireceding 12 months (or for such shorter pehatithe registrant was required to file
such reports), and (2) has been subject to suob fiequirements for the past 90 days: Ye$ No O

Indicate by check mark whether the registrant ldisnitted electronically and posted on its corpokiieb site, if any, every Interactive
Data File required to be submitted and posted untsto Rule 405 of Regulation Sduring the preceding 12 months (or for such srguerioc
that the registrant was required to submit and posh files). Yes[X] No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @-accelerated 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.

Large accelerated filetX] Accelerated filer O

Non-accelerated filerD (Do not check if a smaller reporting compa Smaller reporting company
Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Exgje Act). Yes[O No
As of July 31, 2011, there were approximately 13Billion shares of the Registrant’s Common Stoctstainding.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

salesforce.com, inc.

Condensed Consolidated Balance Sheets
(in thousands)

July 31, January 31,
2011 2011
(unaudited)
Assets
Current asset:
Cash and cash equivale $ 449,79: $ 424,29:
Shor-term marketable securiti 127,58: 72,67¢
Accounts receivable, n 342,39° 426,94
Deferred commissior 66,09: 67,77¢
Deferred income taxe 33,91¢ 27,51¢
Prepaid expenses and other current a: 95,04 55,72
Total current asse 1,114,82: 1,074,92:
Marketable securities, noncurre 709,28: 910,58°
Property and equipment, r 470,07( 387,17
Deferred commissions, noncurre 47,57« 48,84:
Deferred income taxes, noncurrt 64,21¢ 41,19¢
Capitalized software, ni 198,29: 127,98
Goodwill 671,57( 396,08:
Other assets, n 145,50( 104,37:
Total asset $3,421,32! $3,091,16!
Liabilities, temporary equity and stockholders’ equity
Current liabilities:
Accounts payabl $ 22,32 $ 18,10¢
Accrued expenses and other liabilit 389,85: 345,12:
Deferred revenu 917,75¢ 913,23¢
Convertible senior notes, net (Note 484,12¢ 0
Total current liabilities 1,814,05 1,276,461
Convertible senior notes, n 0 472,53¢
Income taxes payable, noncurr 34,77 18,48
Long-term lease liabilities and oth 46,08¢ 25,48
Deferred revenue, noncurre 17,51 21,70:
Total liabilities 1,912,43: 1,814,67:
Temporary equity (Note 2 90,77: 0
Stockholder’ equity:
Common stocl 13E 133
Additional paic-in capital 1,243,47. 1,098,60:
Accumulated other comprehensive inca 7,21¢ 6,71¢
Retained earning 167,29° 171,03!
Total stockholder equity 1,418,12. 1,276,49.
Total liabilities, temporary equity and stockhols’ equity $3,421,32 $3,091,16!

See accompanying Notes.
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salesforce.com, inc.

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

(unaudited)

Revenues
Subscription and suppc
Professional services and otl
Total revenue
Cost of revenues (1
Subscription and suppc
Professional services and otl
Total cost of revenue
Gross profi
Operating expenses (-
Research and developmt
Marketing and sale
General and administrati\
Total operating expens:
Income (loss) from operatiol
Investment incom
Interest expens
Other expens
Income (loss) before benefit (provision) for incotages and noncontrollir
interest
Benefit (provision) for income tax
Consolidated net income (los
Less: Net income attributable to noncontrollingehelst
Net income (loss) attributable to salesforce.

Earnings/loss per shé basic and dilutec
Basic net income (loss) per share attributabletes$orce.con
common shareholde
Diluted net income (loss) per share attributablsai@sforce.com
common shareholde
Shares used in computing basic net income per !
Shares used in computing diluted net income peaes

(1) Amounts include sto-based expenses, as folloy

Cost of revenue
Research and developmt
Marketing and sale
General and administrati

Three Months Ended Six Months Ended
July 31, July 31,

2011 2010 2011 2010
$509,27¢ $368,95: $ 982,78 $719,66:
36,72 25,42 67,58 51,52:
546,00: 394,37: 1,050,36! 771,18!
89,14« 48,98: 164,38’ 93,03¢
31,76¢ 28,80¢ 59,58¢ 56,33:
120,91( 77,79( 223,97¢ 149,37
425,09: 316,58: 826,39( 621,81
73,39: 42,93( 138,68 83,05
283,00: 182,40: 537,47: 358,26
84,44¢ 61,56¢ 168,78 117,76:
440,84( 286,90( 844,94 559,08:
(15,749 29,68: (18,552 62,73:
5,112 8,73t 13,16 16,61(
(3,846 (7,18%) (7,517 (14,24%
(3,23)) (1,765) (4,03]) (3,73¢)
(17,719 29,46" (16,937 61,35¢
13,44¢ (12,884 13,19¢ (24,900
(4,26€) 16,58: (3,739 36,45¢
0 (1,83¢) 0 (3,970)
$ (4,269 $ 14,74 $ (3,739 $ 32,48¢
$ (0.09 $ 011 $  (0.09 $ 0.2¢
$ (0.09 $ 0.1 $  (0.09 $ 0.2¢
135,09: 129,46 134,27: 128,74
135,091 134,17¢ 134,27: 133,43
$ 4,37¢ $ 3,18¢ $ 8,03( $ 6,26(
11,18¢ 4,041 19,027 8,14:
27,11¢ 12,317 50,901 24,52
11,91: 7,071 24,19¢ 14,15:

See accompanying Notes.
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salesforce.com, inc.

Condensed Consolidated Statements of Cash Flows
(in thousands)

(unaudited)
Three months endec Six months endec
July 31, July 31,
2011 2010 2011 2010
Operating activities
Consolidated net income (los $ (4,269 $ 16,58: $ (3,739 $ 36,45¢
Adjustments to reconcile net income (loss) to meshcprovided b
operating activities
Depreciation and amortizatic 40,23¢ 17,79: 69,83: 32,29¢
Amortization of debt discount and transaction c 2,077 Bk 4,33 10,98¢
Amortization of deferred commissio 24,91¢ 18,10¢ 49,59 37,59¢
Expenses related to ste-based award 54,59« 26,61* 102,15: 53,08:
Excess tax benefits from employee stock p (2,08¢) (22,902 (4,120 (32,190
Changes in assets and liabiliti
Accounts receivable, n (66,07¢) (41,419 90,05: 97,53¢
Deferred commissior (26,13) (20,249 (46,64.) (39,55¢)
Prepaid expenses and other current a: (9,617 181 (18,999 10,12(
Other asset (1,919 (2,709 (4,626 (4,142
Accounts payabl 4,121 5,58: 2,98¢ 3,92¢
Accrued expenses and other current liabili 47,62¢ 57,37¢ (18,019 37,39
Deferred revenu 19,45: 15,59( (355) (24,229
Net cash provided by operating activit 82,93 76,09¢ 222,45: 219,27¢
Investing activities
Business combinations, net of cash acqu (285,33) (151,507) (298,67() (151,507
Land activity and building improvemer (5,427) 0 (6,43¢) 0
Strategic investmen (7,782 (2,000 (13,215 (2,500
Purchase of marketable securit (75,43)) (406,08.) (307,56 (1,222,43)
Sales of marketable securiti 84,87¢ 145,80: 436,94¢ 349,95:
Maturities of marketable securiti 12,22( 26,25( 18,73¢ 142,51:
Capital expenditure (45,05)) (27,83)) (72,365 (39,52
Net cash used in investing activiti (321,92 (415,369 (242,56¢) (923,49)
Financing activities
Purchase of subsidiary sto 0 0 0 (1,279
Proceeds from the exercise of stock opti 42,28 34,12% 74,56¢ 71,64
Excess tax benefits from employee stock p 2,08¢ 22,90: 4,12( 32,19(
Contingent consideration payments related to fmminess combinatior (13,400 0 (16,200 0
Principal payments on capital lease obligati (10,549 (2,129 (14,11) (4,047
Net cash provided by financing activiti 20,41¢ 54,90¢ 48,37 98,51¢
Effect of exchange rate chanc 3,75¢ 3,49: (2,760 4,31¢
Net increase (decrease) in cash and cash equis (214,819 (280,869 25,50: (601,38))
Cash and cash equivalents, beginning of pe 664,61. 690,79: 424,29. 1,011,301
Cash and cash equivalents, end of pe $ 449,79: $ 409,92! $ 449,79: $ 409,92
Supplemental cash flow disclosure
Cash paid (received) during the period
Interest, ne $ 2,74¢ $ 2,351 $ 3,08¢ $ 2,56¢
Income taxes, net of tax refun 1,02¢ 728 12,00¢ (4,790
Non-cash financing and investing activities
Fixed assets acquired under capital lei 0 5,73: 47,20: 6,164
Fair value of stock options assumed (Not 4,72¢ 0 4,72¢ 0

See accompanying Notes.
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salesforce.com, inc.
Notes to Condensed Consolidated Financial Statement

1. Summary of Business and Significant Accountingdicies
Description of Business

Salesforce.com, inc. (the “Company”) is a leadingvigler of enterprise cloud computing applicatioiise Company provides a
comprehensive customer and collaboration relatipnstanagement (“CRM”) service to businesses a$ias and industries worldwide and
provides a technology platform for customers aneetigers to build and run applications. The Compaiifigrs its enterprise cloud computing
services on a subscription basis.

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

Basis of Presentation

The accompanying condensed consolidated balane¢ atef July 31, 2011 and the condensed consetidaatements of operations and
the condensed consolidated statements of cash fmtise three and six months ended July 31, 2012910, respectively, are unaudited.
condensed consolidated balance sheet data asu#rye81, 2011 was derived from the audited conateid financial statements which are
included in the Company’s Form 10-K for the fisgalr ended January 31, 2011, which was filed viighSecurities and Exchange
Commission (the “SEC”) on March 23, 2011. The acpanying statements should be read in conjunctith the audited consolidated
financial statements and related notes containdteitCompany’s fiscal 2011 Form 10-K.

The accompanying condensed consolidated finangitdraents have been prepared in accordance withger@rally accepted account
principles (“U.S. GAAP”) for interim financial infanation. Accordingly, they do not include all oktfinancial information and footnotes
required by U.S. GAAP for complete financial stagets. In the opinion of the Company’s managemaéstunaudited condensed consolidated
financial statements have been prepared on the Basie as the audited consolidated financial stateésnin the Form 10-K, and include all
adjustments necessary for the fair presentatidgheoCompany’s statement of financial position aduwdy 31, 2011, and its results of operations
and its cash flows for the three and six monthsednliily 31, 2011 and 2010. All adjustments arerodranal recurring nature. The results for
the three and six months ended July 31, 2011 areeuessarily indicative of the results to be exgpaéor any subsequent quarter or for the
fiscal year ending January 31, 2012.

On February 1, 2011, the Company adopted on a ectisp basis Accounting Standards Update No. 2G®&Ré&venue Recognition
(Topic 605), Multiple-Deliverable Revenue Arrangetse—a consensus of the FASB Emerging Issues Tas& ' HOASU 2009-13"). As a
result of the adoption of ASU 2009-13, the Comphayg updated its accounting policy for revenue reitimy related to multiple-deliverable
arrangements.

Use of Estimates

The preparation of financial statements in confeymiith U.S. GAAP requires management to make egéisand assumptions in the
Company’s consolidated financial statements andsttereto.

Significant estimates and assumptions made by nesnewgt include the determination of:
» the best estimate of selling price of the delivigalincluded in multipl-deliverable revenue arrangemel

6



Table of Contents

» the fair value of assets acquired and liabilitissuaned for business combinatio

* recognition and measurement of current and deféneame 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 beemaled in consolidation.

Segments

The Company operates in one reportable segmenta@ge segments are defined as components of @npeise about which separate
financial information is evaluated regularly by t#ttg@ef operating decision maker, or decision makjraup, in deciding how to allocate
resources and assessing performance. Since thea@groperates in one operating segment, all reqtiimadcial segment information can be
found in the consolidated financial statements.

Foreign Currency Translation

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

Concentrations of Credit Risk and Significant Custeers

The Company'’s financial instruments that are exgdseconcentrations of credit risk consist primadf cash and cash equivalents,
marketable securities and trade accounts receivAlitough the Company deposits its cash with rpldtfinancial institutions, its deposits, at
times, may exceed federally insured limits. CoHlaltés not required for accounts receivable. Then@any maintains an allowance for doubtful
accounts receivable balances. The allowance iglhgsen historical loss patterns, the number of dagtbillings are past due and an
evaluation of the potential risk of loss associatétth delinquent accounts.

No customer accounted for more than five perceatobunts receivable at July 31, 2011 and Janugr2®L1. No single customer
accounted for five percent or more of total reveimughe three and six months ended July 31, 2081284 0.

As of July 31, 2011 and January 31, 2011, assetddd outside the Americas were 16 percent of &ssets, respectively.
7
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Revenues by geographical region are as followthfnsands):

Three Months Ended Six Months Ended
July 31, July 31,
2011 2010 2011 2010
Americas $366,91¢ $274,66¢ $ 706,93: $533,95¢
Europe 102,05¢ 65,54 196,45: 132,38°
Asia Pacific 77,03( 54,15¢ 146,98: 104,84

$546,00: $394,37: $1,050,36! $771,18¢

Cash and Cash Equivalents

The Company considers all highly liquid investmemischased 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 ciasasi 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 areuighetl as a component of investment income. In doddetermine whether a decline in value is
other-than-temporary, the Company evaluates, armtrey factors: the duration and extent to whichftievalue has been less than the
carrying value and its intent and ability to retie investment for a period of time sufficientdow for any anticipated recovery in fair mar
value. The cost of securities sold is based orspleeific-identification method. Interest on sedasitclassified as available for sale is also
included as a component of investment income.

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. Observable inputs that reflect quoted prices (wnstdfl) for identical assets or liabilities in aetimarkets
Level 2. Include other inputs that are directly or indirgabservable in the marketplax
Level 3. Unobservable inputs which are supported by little@ market activity

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

8
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The following table presents information about @@mpany’s assets and liabilities that are measatréair value as of July 31, 2011 and

indicates the fair value hierarchy of the valuatfionthousands):

Description
Cash equivalents (1
Time deposit:
Money market mutual func
Marketable securitie:
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 Assets
Liabilities
Foreign currency derivative contracts
Total Liabilities

Quoted Prices in
Active Markets
for Identical Assets

(Level 1)
$ 30,54¢
115,96:
0
32,84(
0
3,27(
0
0
0
0
$ 182,61¢
$ 0
$ 0

Significant Other
Observable
Inputs

(Level 2)

$ 0
0

578,66t
0

32,60¢

0

22,71
99,07¢
67,69t

14¢

$ 800,89

Significant
Unobservable

Inputs

(Level 3)

$

$

$ 0

oOloocoocoocoo [eoNe]

olo

Balances as ¢
July 31, 2011

$ 30,54¢
115,96:

578,66¢
32,84(
32,60¢
3,27(C
22,711
99,07¢
67,69t

14C

$ 983,51

$ 321t
$ 321t

(1) Included in “cash and cash equivalents” inaheompanying condensed consolidated balance sheétaly 31, 2011, in addition to

$303.3 million of casr

(2) Included in“prepaid expenses and other current a” in the accompanying condensed consolidated baktmet as of July 31, 201
(3) Included in“accrued expenses and other current liabi” in the accompanying condensed consolidated baktmet as of July 31, 20!

The following table presents the Company’s lial@itthat were measured at fair value using sigaiticnobservable inputs (Level 3)
during the six month period ended July 31, 201%ksEhconsisted of the Company’s contingent condidarbabilities related to acquisitions

(in thousands):

Balance at February 1, 20
Accretion
Payment:

Balance at July 31, 201

$17,13¢

26z

(17,400

$§ 0O

0
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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 véua(in thousands):

Quoted Prices in Significant Other Significant
Active Markets Unobservable
for Identical Assets Observable
Inputs Inputs Balances as o
Description (Level 1) (Level 2) (Level 3) January 31, 201
Cash equivalents (1
Time deposit: $ 26,56 $ 0 $ 0 $ 26,56
Money market mutual func 122,51¢ 0 0 122,51¢
Marketable securities
Corporate notes and obligatic 0 707,612 0 707,61
U.S. treasury securitie 22,70¢ 0 0 22,70¢
Mortgage backed securiti 0 38,88¢ 0 38,88¢
Government obligation 6,53 0 0 6,53
Municipal securitie! 0 23,08! 0 23,08!
Collateralized mortgage obligatio 0 105,03¢ 0 105,03¢
U.S. agency obligatior 0 79,40¢ 0 79,40¢
Foreign currency derivative contracts 0 1,53¢ 0 1,563¢
Total Assets $ 17831 $ 955,56 $ 0 $ 113388
Liabilities
Foreign currency derivative contracts $ 0 $ 2,86: $ 0 $ 2,86:
Contingent consideration (related to acquisitions,
see Note 4) (3 0 0 17,13¢ 17,13¢
Total Liabilities $ 0 $ 2,86: $ 17,13¢ $ 20,00!

(1) Included in“cash and cash equival€” in the accompanying condensed consolidated baktmeet as of January 31, 2011, in additio
$275.2 million of cast

(2) Included in“prepaid expenses and other current a” in the accompanying condensed consolidated baktmeet as of January 31, 20

(3) Included in “accrued expenses and other cuiigpitities” in the accompanying condensed cordatitd balance sheet as of January 31,
2011.

The following table presents the Company’s liailgititthat were measured at fair value using sigmificinobservable inputs (Level 3) at
January 31, 2011. These consisted of the Compamyitingent consideration liabilities related ¢guisitions and the fair value was determi
using a discounted cash flow model (in thousands):

Balance at February 1, 20 $ 0
Additions and accretio 17,13¢
Balance at January 31, 20 $17,13¢

Strategic Investments

The Company has two investments in marketable ygeiturities measured using quoted prices in tkepective active markets and
certain interests in non-marketable equity and debtrrities. As of July 31, 2011, the fair valugtedf Company’s marketable equity securities
of $8.9 million includes an unrealized gain of $illion. As of January 31, 2011, the fair valuetleé Company’s marketable equity security
of $6.0 million includes an unrealized gain of $&llion. These investments are recorded in Otheses, net on the condensed consolidated
balance sheets.

10
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The Company’s interest in non-marketable equity @elat securities consists of noncontrolling eqaitg debt investments in privately-
held companies. The Company’s investments in thesately-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 vaaatequires the Company’s management judgmentaltlee absence of market price and
inherent lack of liquidity.

As of July 31, 2011 and January 31, 2011 the aagryalue that approximates the fair value of then@any’s investments in privately-
held companies was $31.4 million and $21.1 milli@spectively. These investments are recordedlieiissets, net on the condensed
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 exae rate fluctuations. The Company uses forwanenay derivative contracts to minimize
the Company’s exposure of balances denominatediiosECanadian dollars, Swiss francs, Australidiadg Singapore dollars, Japanese yen
and British pounds. The Compasyforeign currency derivative contracts which asedesignated as hedging instruments are usediteeh:
exchange rate risk associated primarily with inderpany receivables and payables. The Company’sgmois not designated for trading or
speculative purposes. As of July 31, 2011 and Jsu8ig 2011 the foreign currency derivative contsahat were not settled are recorded a
value on the condensed consolidated 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 lossedtiegdrom the settlement or re-measurement ofuth@erlying 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 galtelimited to the amounts, if any, by which tbeunterparties’ obligations under the
agreements exceed the obligations of the Compathetoounterparties.

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

January 31
July 31,
2011 2011
Notional amount of foreign currency derivative aaets $248,01¢ $202,49:
Fair value of foreign currency derivative contre $ (3,079 $ (1,329

The Company’s fair value of its outstanding deii@instruments are summarized below (in thousands)

Fair Value of Derivative
Instruments

January 31,
July 31,
Balance Sheet Locatior 2011 2011
Derivative Assets
Derivatives not designated as hedging instrume
Foreign currency derivative contracts Prepaid expenses ar
other current asse $ 14C $ 1,53¢
Derivative Liabilities
Derivatives not designated as hedging instrume
Foreign currency derivative contracts Accrued expenses a
other current liabilitie $3,21: $ 2,868

11
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The effect of the derivative instruments not deatgd as hedging instruments on the condensed édaisal statements of operations for
the three and six months ended July 31, 2011 ah€,28spectively are summarized below (in thousands

Derivatives Not Designated as Hedgin Gains (Losses) on Derivative Instrument
Instruments Recognized in Income
Three months ended
July 31,
Location 2011 2010
Foreign currency derivative contras Other income (expens $ (3,350 $ 24:
Derivatives Not Designated as Hedging Gains (Losses) on Derivative Instruments
Instruments Recognized in Income
Six months endec
July 31,
Location 2011 2010
Foreign currency derivative contra Other income (expens $(10,137) $1,26¢

Investment Income

Investment income consists of interest incomejzedlgains, and realized losses on the Compargsh, cash equivalents and market
securities. The components of investment incomeesented below:

Three months endec Six months endec
July 31, July 31,
(In thousands) 2011 2010 2011 2010
Interest income $5,25¢ $8,157 $11,51¢ $13,15(
Realized gain 502 1,452 3,77¢ 4,65:
Realized losse (64E5) (875%) (2,129 (1,199
Total investment incom $5,11- $8,73¢ $13,167 $16,61(

Comprehensive Income (Loss)

Comprehensive income (loss) consists of the folmwnet of tax: net income (loss), net foreign enay translation gains and losses, and
net unrealized gains and losses on marketableigsesufhe following table sets forth the comporsenit comprehensive income (loss) (in
thousands):

Three months endec Six months endec
July 31, July 31,

2011 2010 2011 2010
Consolidated net income (los $(4,26¢) $16,58: $(3,73¢) $36,45¢
Less: net income attributable to noncontrollingest 0 (1,839 0 (3,970
Translation and other adjustme 5,85¢ 3,56¢ (1,219 5,99
Unrealized gain on marketable securi 1,28t 4,22( 1,71¢ 3,28¢
Comprehensive income (loss) attributable to saieefoom $2,87¢ $22,53( $(3,23¢) $41,77¢

Earnings/Loss Per Share

Basic earnings/loss per share attributable to &afsscom is computed by dividing net income (laas)ibutable 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
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weighted average dilutive common stock, includipgans, restricted stock units, warrants and thevedible senior notes. The dilutive effect
of outstanding awards and convertible securitigsfiected in diluted earnings per share by apptceof the treasury stock method. Diluted
earnings/loss per share for the three and six nsaenided July 31, 2011 is the same as basic ealioggper share as there is a net loss in those
periods and inclusion of potentially issuable shaveuld be anti-dilutive.

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

Three months endec Six months endec
July 31, July 31,
2011 2010 2011 2010

Numerator:
Net income (loss) attributable to salesforce.( $ (4,26¢) $ 14,74« $ (3,739 $ 32,48¢
Denominator:
Weightec-average shares outstanding for basic earninggikrsshare 135,09: 129,46: 134,27 128,74°
Effect of dilutive securities

Convertible senior note 0 34¢ 0 34¢

Employee stock awarc 0 4,36t 0 4,341
Adjusted weighted-average shares outstanding aswresd conversions for

diluted earnings/loss per sh: 135,09: 134,17¢ 134,27 133,43

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

Three months endec Six months endec
July 31, July 31,
2011 2010 2011 2010
Stock award: 7,482 557 7,40z 3,08¢
Warrants 6,73€ 6,73¢ 6,73¢ 6,73¢
Convertible senior note 6,73t 0 6,73t 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 in tax rates is recognizethcome in the period that includes the enactndeite. VValuation allowances are established
when necessary to reduce deferred tax assets gortbents more likely than not expected to be redliz

The total income tax benefit recognized in the agganying condensed consolidated statements of tiesaelated to stock-based
awards was $34.6 million and $19.4 million for #ie months ended July 31, 2011 and 2010, respégtive

Effective Tax Rate

The Company computes its provision for income tdgeapplying the estimated annual effective tag tatincome from recurring
operations and adjusts the provision for discretdtems recorded in the period. The Company’scéffe tax rate for the six months ended
July 31, 2011 was 78 percent, which was higher thariederal statutory tax rate of 35 percent. Aigéer tax rate was attributable to a
detrimental foreign tax
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differential and non-deductible acquisition expensdfset by state income taxes, Federal and CGalddax credits and the tax benefit from the
May 2011 acquisition of Radian6. The combined eftéchese tax items is large and when comparedsimall net loss before taxes resulted in
the higher effective tax rate.

The Company'’s effective tax rate of 41 percentliersix months ended July 31, 2010 was higher therfederal statutory rate of 35
percent primarily due to state income taxes, ardefrtal foreign tax rate differential, non-dedulgibcquisition expenses and the unfavorable
impact of a change in California tax law, which vpastially offset by California tax credits.

Unrecognized Tax Benefits and Other Considerations

The Company records liabilities related to its utaia tax positions. During the three months endldg 31, 2011, the Company recorded
$13.1 million of unrecognized tax benefits as ailtasf the Radian6 acquisition. The Company’s éngstax positions will continue to generate
an increase in tax liabilities or unrecognizedtiarefits. The Company does not believe that gésonably possible that there will be a
significant increase or decrease in unrecognizetiéaefits over the next twelve months.

Tax positions for the Company and its subsidiaai@ssubject to income tax audits by multiple tagsplictions throughout the world. The
Company does not believe that it is reasonablyiplesthat the estimates of unrecognized tax besefitl change significantly in the next
twelve months. However, an adverse resolution ef@mmore uncertain tax positions in any periodaddave a material impact on the results
of operations for that period.

Revenue Recognition
The Company derives its revenues from two sourd@subscription revenues, which are comprisedibsription fees from customers
accessing the Company’s enterprise cloud compafipdication service and from customers purchasiftitisnal support beyond the standard
support that is included in the basic subscripfe®) and (2) related professional services sugr@sess mapping, project management,
implementation services and other revenue. “Otéeemue” consists primarily of training fees.
The Company commences revenue recognition wheaf ik 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 arrangementas@mecancelable and do not contain refund-typeiprons.

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 @th&hthe 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 milestoneacarieved and accepted by the customer for fixex wontracts. 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 July 31, 2011 ,dbterred professional services revenue and defeosd under the previous accounting
guidance are $49.6 million and $23.2 million, regpely, which will continue to be recognized ovke 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 contingemtenue, if any.

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 geographic area where
services are sold, price lists, its go-to-markegtteyy and historic contractually stated prices @atermination of BESP is made through
consultation with and approval by the Company’s aggment, taking into consideration the go-to-maskettegy. As the Company’s go-to-
market strategies evolve, the Company may modifpiiicing practices in the future, which could teguchanges in relative selling prices,
including both VSOE and BESP.

Deferred Revenue

Deferred revenue primarily consists of billingspalyments received in advance of revenue recogrition subscription services
described above and is recognized as the revenagmni#ion criteria are met. The Company generailyoices customers in annual or quarterly
installments.

Accordingly, the deferred revenue balance doesemresent the total contract value of annual otiryelar, non-cancelable subscription
agreements.

Billings against professional services arrangementsred into prior to February 1, 2011 will gefigrbe added to deferred revenue and
recognized over the remaining related subscriptartract term.

Deferred revenue that will be recognized duringgheceeding twelve month period is recorded aentideferred 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 commencesdéfered 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 tevenrecognized. Amortization of defer
commissions is included in marketing and sales es@én the accompanying condensed consolidatezshstats of operations.

Business Combinations

Goodwill represents the excess of the purchase pfian acquired business over the fair value e@itiderlying net tangible and
intangible assets. While the Company uses itsdsshates and assumptions as a part of the purphiaseallocation process to accurately
value assets acquired and liabilities assumecdeaddhuisition date, the Company’s estimates areramtily uncertain and subject to refinement.
As a result, during the measurement period, whialy bre up to one year from the acquisition date bmpany may record adjustments to the
fair value of assets acquired and liabilities asstymvith the corresponding offset to goodwill. Ugbe conclusion of the measurement period
or final determination of the fair value of assatgjuired or liabilities assumed, whichever comees,fany subsequent adjustments are recorded
to the Company’s condensed consolidated staternéotserations.
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In addition, uncertain tax positions and tax redataluation allowances assumed in connection whibhsiness combination are initially
estimated as of the acquisition date. The Compeayaluates these items quarterly and records gagtatkents to the Company’s preliminary
estimates to goodwill provided that the Companyithin the measurement period and the Company icees to collect information in order
determine their estimated fair values as of the dafcquisition. Subsequent to the measuremeiddper the Company’s final determination
of the tax allowances’ or contingenciestimated value, changes to these uncertain tatiqrssand tax related valuation allowances witeaf
the Company’s provision for income taxes in the @any’s condensed consolidated statements of opasati

Accounting for Stock-Based Compensation

The Company recognizes stock-based expenses caigh$tine basis over the requisite service pedbthe awards, which is the vesting
term of four years. Stock-based expenses are rezamhnet of estimated forfeiture activity.

The fair value of each option grant was estimatethe date of grant using the Black-Scholes opgigcing model with the following
assumptions and fair value per share:

Three months ended July 31 Six months ended July 31
2011 2010 2011 2010

Volatility 47-50% 45% 47-50% 45-50%
Estimated life 3.7 year 3.8 year 3.7 year 3.8 year
Risk-free interest rat 1.07-1.3% 1.551.72% 1.07-1.77% 1.55-2.11%
Dividend yield 0 0 0 0
Weightec-average fair value pt

share of grant $ 62.6¢ $ 30.4¢ $ 61.1:8 $ 29.5¢

The estimated life was based on an actual anatysigpected life. The risk free interest rate isdghon the rate for a four-year U.S.
government security at the time of the option grant

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

During the three months ended July 31, 2011 an@,20& Company capitalized $0.5 million and $0.8iom, respectively, of stock-
based expenses related to capitalized intarsalsoftware development and deferred professgmmaices costs and capitalized $1.1 million
$1.2 million for the six months ended July 31, 2@ht 2010, respectively.

During the six months ended July 31, 2011, the Comgpecognized stock-based expense of $102.2 milis of July 31, 2011, the
aggregate stock compensation remaining to be aredrtd costs and expenses was $582.6 million. Tmepany expects this stock
compensation balance to be amortized as follows4 $ilmillion during the remaining six months ofcé$ 2012; $193.3 million during fiscal
2013; $163.2 million during fiscal 2014; $106.0 linih during fiscal 2015 and $6.1 million duringda 2016. The expected amortization
reflects only outstanding stock awards as of Jaly2®11 and assumes no forfeiture activity. The Gamy expects to continue to issue stock-
based awards to its employees in future periods.

Goodwill, Intangible Assets and Impairment Assessise

Goodwill represents the excess of the purchase pfian acquired business over the fair value @itiderlying net tangible and
intangible assets. Goodwill is tested for impairtrerieast annually during the fourth quarter (moeguently if certain indicators are present).
In the event that the Company determines that
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the carrying value of goodwill is less than faituey the Company will incur an impairment chargetfee amount of the difference during the
guarter in which the determination is made.

Intangible assets are amortized over their usefe! Each period the Company evaluates the estihratnmaining useful life of its
intangible assets and whether events or changgeciimstances warrant a revision to the remaingmipd of amortization. The carrying
amounts of these assets are periodically reviewetipairment whenever events or changes in cirtamees 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 détescertain assets are not fully
recoverable, the Company will incur an impairmdmarge for those assets or portion thereof durieggtrarter in which the determination is
made.

Warranties and Indemnification

The Company'’s enterprise cloud computing applicesiervice is typically warranted to perform in armer consistent with general
industry standards that are reasonably applicatlenzaterially in accordance with the Company’smmalelp documentation under normal use
and circumstances.

The Company’s arrangements generally include eepmavisions 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 indemnifications
and has not accrued any liabilities related to salilgations in the accompanying condensed corstgdifinancial statements.

The Company has also agreed to indemnify its dirscnd 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 subjectiEmimification obligations by law with respect te thctions of its employees under certain
circumstances and in certain jurisdictions.

Subsequent Events
The Company evaluated subsequent events througtathehis Quarterly Report on Form 10-Q was filéith the SEC.

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 i 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 the Company in fiscal 2013
and should be applied prospectively to businessharmations for which the acquisition date is afteg effective date. Early adoption is
permitted. The Company does not believe the impiitte pending adoption of ASU 2010-29 will haveignificant effect on the consolidated
financial statements.

In June 2011, the FASB issued Accounting Standdpttate No. 2011-08;omprehensive Income (Topic 220)—Presentation of
Comprehensive Incon{eASU 2011-05"), to require an entity to preserg total of comprehensive income, the componentgebincome, and
the components of other comprehensive income
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either in a single continuous statement of comprsive income or in two separate but consecutivierstants. ASU 2011-05 eliminates the
option to present the components of other comphierncome as part of the statement of equity. £28W1-05 is effective for the Company
in fiscal 2013 and should be applied retrospectivEhe Company is currently evaluating the impddhe pending adoption of ASU 2011-05
on the consolidated financial statements.

Reclassification

A reclassification to the three and six month pgteoding July 31, 2010, condensed consolidatedrataits of cash flows was made. 1
reclassification was related to the purchase ofislidry stock.

2. Balance Sheet Accounts
Marketable Securities
At July 31, 2011, marketable securities consisfetiefollowing (in thousands):

Unrealized Unrealized
Amortized
Investments classified as Marketable Securitie Cost Gains Losses Fair Value
Corporate notes and obligatic $571,42° $ 7,58t $ (34€) $578,66¢
U.S. treasury securitie 32,65¢ 18€ (@D} 32,84(
Mortgage backed securiti 32,01¢ 78C (290 32,60¢
Government obligation 3,161 10¢ 0 3,27(
Municipal securitie: 22,60¢ 132 (30 22,71
Collateralized mortgage obligatio 98,23 1,31¢ 477 99,07¢
U.S. agency obligatior 67,33¢ 362 (D 67,69¢

$827,43t $10,47: $ (1,045 $836,86:

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

Unrealized Unrealized
Amortized
Investments classified as Marketable Securitie Cost Gains Losses Fair Value
Corporate notes and obligatic $701,04° $ 7,35¢€ $ (790 $707,61:
U.S. treasury securitie 22,63 85 (10 22,70¢
Mortgage backed securiti 38,34¢ 65€ (119 38,88¢
Government obligation 6,414 11¢€ 0 6,53
Municipal securitie: 23,12 79 (119 23,08
Collateralized mortgage obligatio 104,28! 1,09¢ (344 105,03¢
U.S. agency obligatior 79,24 19C (24) 79,40¢

$975,08t $ 9,58- $ (1,409 $983,26!

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

January 31,
July 31,
2011 2011
Recorded as follows
Shor-term (due in one year or les $127,58: $ 72,67¢
Long-term (due between one and 3 yei 709,28: 910,58
$836,86¢ $983,26!
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As of July 31, 2011, the following marketable sétes were in an unrealized loss position (in tfends):

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 $ 53,84 $ (329 $ 5,402 $ @ $ 59,24 $ (34¢)
U.S. treasury securitie 8,50¢ D 0 0 8,50¢ D
Mortgage backed securiti 2,92 (12€) 7,37°¢ (64) 10,29¢ (290
Municipal securitie! 8,14 (30) 0 0 8,14: (30
Collateralized mortgage obligatio 39,017 (28%) 3,744 (192 42,75¢ 477)
U.S. agency obligatior 4,49¢ (1) 0 0 4,49¢ (1)

$11692. $ (779 $1652: $ (279  $13344:  $ (1,045

The unrealized loss for each of these fixed ratekatable securities ranged from less than $1,0&182,000. The Company does not
believe any of the unrealized losses representtar-than-temporary impairment based on its evalpaif available evidence as of July 31,
2011. The Company expects to receive the full padcand interest on all of these marketable s&eari

Prepaid Expenses and Other Current Assets
Prepaid expenses and other current assets consfdteslfollowing (in thousands):

January 31,
July 31
2011 2011
Deferred professional services costs $15,13¢ $ 17,90¢
Prepaid income taxe 14,78( 72C
Prepaid expenses and other current a: 65,12« 37,09:
$95,04: $ 55,72
Property and Equipment, net
Property and equipment consisted of the followingl{ousands):
July 31, January 31,
2011 2011
Land $ 248,26: $ 248,26:
Building improvement: 24,26¢ 10,11¢
Computers, equipment and softw. 195,99: 115,73¢
Furniture and fixture 23,681 20,46:
Leasehold improvemen 113,14¢ 100,38!(
605,35¢ 494,95¢
Less accumulated depreciation and amortize (135,28%) (107,787
$ 470,07( $ 387,17

Depreciation and amortization expense totaled $a6llion and $9.2 million for the three months eddrily 31, 2011 and 2010,
respectively, and $31.5 million and $17.9 milliam the six months ended July 31, 2011 and 201@gectively.

Computers, equipment and software at July 31, 20tilJanuary 31, 2011 included a total of $88.6aniland $38.8 million acquired
under capital lease agreements, respectively. Aatated amortization relating to computers, equiphaen software under capital lease
agreements totaled $27.5 million and $18.5 milli@spectively, at July 31, 2011 and January 3112B8inortization of assets under capital
lease agreements is included in depreciation araitezation expense.
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Capitalized Interest Cost

Interest costs related to construction projectsciigally the Company’s development of its glohehdquarters (“campus project”), and
capitalized internal-use software development ¢asescapitalized until the underlying asset icgthinto service. Capitalized interest is
calculated by multiplying the effective interesteraf the convertible senior notes by the qualdydmsts. When the qualifying asset is placed
into service, the qualifying asset and the relatggitalized interest are amortized over the udd&ubf the related asset. Interest costs related t
the buildings and improvements of $3.9 million &were capitalized during the three months endgd31L, 2011 and 2010, respectively,
$7.7 million and $0 were capitalized during the mignths ended July 31, 2011 and 2010, respectilrglrest costs related to the Company’s
capitalized internal-use software development &ffof $0.1 million and $0 were capitalized durihg three months ended July 31, 2011 and
2010, respectively, and $0.2 million and $0 wengitedized during the six months ended July 31, 284d 2010, respectively.

Capitalized Software
Capitalized software consisted of the following tfiousands):

January 31,
July 31,
2011 2011

Capitalized interni-use software development costs, net of accumuéatesttization of $42,01

and $34,513, respective $ 32,98t $ 29,15«
Acquired developed technology, net of accumulatadréization of $64,725 and $37,81

respectively 165,30t 98,83
$198,29: $127,98

Capitalized internal-use software amortization ewgeetotaled $3.8 million and $3.2 million for theee months ended July 31, 2011 and
2010, respectively. Acquired developed technolagpmization expense totaled $17.1 million and $8ilion for the three months ended
July 31, 2011 and 2010, respectively. Capitalizedrnal-use software amortization expense totafe8 fillion and $6.2 million for the six
months ended July 31, 2011 and 2010, respectielyuired developed technology amortization expdatsed $26.9 million and $5.6 millic
for the six months ended July 31, 2011 and 20Kpeetively.

As described in Note 4 “Business Combinations”Guenpany acquired Radian6 Technologies Inc. in May12 Approximately $84.2
million of the purchase consideration was allocdtedcquired developed technology.

Other Assets, net
Other assets consisted of the following (in thods&n

January 31,
July 31,
2011 2011

Deferred professional services costs, noncurrent $ 8,027 $ 10,201
Long-term deposit: 13,71t 12,11«
Purchased intangible assets, net of accumulatediaatmn of $13,414 and $9,868, respectiv 47,11« 31,66(
Aquired intellectual property, net of accumulatedoatization of $1,589 and $746, respectivi 13,55¢ 5,87¢
Strategic investmen 40,28: 27,06t
Other 22,80% 17,45%
$145,50( $104,37:
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As described in Note 4 “Business Combinations”Guenpany acquired Radian6 in May 2011. Approxima$dg.8 million of the
purchase consideration was allocated to purchasadgible assets.

Purchased intangible assets amortization expemsgbddhree months ended July 31, 2011 and 2018 $&a million and $1.2 million,
respectively, and for the six months ended July?811 and 2010, was $3.5 million and $2.0 millimspectively.

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 for the six months endedyJal, 2011.

Goodwill consisted of the following (in thousands):

Balance as of January 31, 2( $396,08:
Manymoon Corporatio 10,49:
Radian6 Technologies In 262,63’
Other adjustment 2,35¢

Balance as of July 31, 20: $671,57(

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

January 31,
July 31,
2011 2011

Accrued compensatic $130,69: $148,27!
Accrued other liabilitie: 126,07¢ 112,84(
Accrued income and other taxes paye 82,83: 49,13t
Accrued professional cos 23,79¢ 12,54¢
Accrued ren 26,45¢ 22,32:
$389,85: $345,12:

Convertible Senior Notes

In January 2010, the Company issued at par val@db.§5million of 0.75% convertible senior notes gtNotes”) due January 15, 2015.
Interest is payable semi-annually in arrears omdanl5 and July 15 of each year, which commenagdlb, 2010.

The Notes are governed by an Indenture dated dsmfary 19, 2010, between the Company, as issut) 8. Bank National
Association, as trustee. The Notes do not contayrfiaancial covenants or any restrictions on tagrpent of dividends, the incurrence of
senior debt or other indebtedness, or the issuaneEpurchase of securities by the Company. ThedNate unsecured and rank senior in right
of payment to the Company'’s future indebtednessishexpressly subordinated in right of paymertti® Notes and rank equal in right of
payment to the Company'’s existing and future unsetindebtedness that is not so subordinated andfectively subordinated in right of
payment to any of the Company’s cash equal to timeipal amount of the Notes, and secured indelgsslio the extent of the value of the
assets securing such indebtedness and are stilyctufaordinated to all existing and future indebtess and liabilities incurred by the
Company'’s subsidiaries, including trade payables.
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If converted, holders will receive cash equal t® phincipal amount of the Notes, and at the Comjgaglgction, 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 reeeany cash payment representing accrued
and unpaid interest upon conversion of a Note. éedtbut unpaid interest will be deemed to be paidli upon conversion rather than
cancelled, extinguished or forfeited. Holders magnert their Notes under the following circumstasice

« during any fiscal quarter, if, for at least 20 fregldays during the 30 consecutive trading dayggkeeinding 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 percent of the applicable esion price on such trading day share of commacksin such last trading de

* in certain situations, when the trading price @ Motes is less than 98 percent of the produdiesale price of the Compé's
common stock and the conversion r:

» upon the occurrence of specified corporate trammactescribed under the Notes Indenture, suchcagsolidation, merger «
binding share exchange;

e atany time on or after October 15, 20

During the fiscal quarter ended April 30, 2011, ¢hesing stock price conversion right was triggetfeetrefore the Notes were convertible
at the option of the holder up to 6.7 million oétBompany’s common shares for the Company’s esgicend fiscal quarter. As of July 31,
2011 the Notes are classified as a current lighilit the Company’s condensed consolidated baldret.sAdditionally, a portion of the equity
component of the Notes attributable to the converf@ature of the Notes is classified in tempostockholders’ equity equal to the difference
between the principal amount and carrying valuthefNotes. The closing stock price conversion rabb was triggered during the fiscal
guarter ended July 31, 2011, therefore the lighditd equity components of the Notes will remaassified as current and temporary,
respectively, for the quarter ended October 31,1201

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 conteopatchase price equal to 100 percent of the pr@th@mount of the Notes plus accrued and
unpaid interest. Following certain corporate tratisas that constitute a change of control, the Gamy will increase the conversion rate for a
holder who elects to convert the Notes in connectith such change of control in certain circumsemn

In accounting for the issuance of the Notes, them@any separated the Notes into liability and eqoitthponents. The carrying amoun
the liability component was calculated by measutimgfair value of a similar liability that doestriave an associated convertible feature. The
carrying amount of the equity component represgrttie conversion option was determined by dedudtiedair value of the liability
component from the par value of the Notes as aeviidie excess of the principal amount of the ligbdomponent over its carrying amount is
amortized to interest expense over the term oNthie. The equity component is not re-measuredrgs ds it continues to meet the conditions
for equity classification.

In accounting for the transaction costs relatetthéoNote issuance, the Company allocated the aotalunt 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 atalile to the equity component were netted withetingity components in temporary
stockholders’ equity and stockholders’ equity. Audfially, the Company initially recorded a defertad liability of $51.1 million in
connection with the Notes.
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The Notes consisted of the following (in thousands)

July 31, January 31,
2011 2011
Liability component
Principal $574,90( $ 575,00(
Less: debt discount, net ( (90,772 (102,467)
Net carrying amour $484,12¢ $ 472,53t

(1) Included in the condensed consolidated balanceshéthin convertible senior notes and is amortieedr the remaining life of the Not
using the effective interest rate meth

As of July 31, 2011, the remaining contractual tiféhe Notes is approximately 3.5 years.

The following table sets forth total interest expemnecognized related to the Notes prior to capittibn of interest (in thousands):

Three months ended Six months ended
July 31, July 31,

2011 2010 2011 2010
Contractual interest expense $1,07¢ $1,07¢ $ 2,15¢ $ 2,15¢
Amortization of debt issuance co: 331 331 661 65¢
Amortization of debt discour 5,85¢ 5,63t 11,69( 10,98¢

$7,26¢ $6,94:2 $14,50% $13,79¢

Effective interest rate of the liability compon:t 5.86% 5.86% 5.86% 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 (Mme Hedges”). The Company paid, in January 2@h0aggregate amount of $126.5 million
for the Note Hedges. The Note Hedges cover appiateity 6.7 million shares of the Company’s commantisiat 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 potectimomic dilution upon conversion of
the Notes in the event that the market value paresbf the Company’s common stock, as measured tinel&otes, at the time of exercise is
greater than the conversion price of the Notes.Ndéie Hedges are separate transactions and apanaif the terms of the Notes. Holders of
the Notes will not have any rights with respecttt® Note Hedges. The Company initially recorde@f@imled tax asset of $51.4 million in
connection with these Note Hedges.

Warrants

Separately, the Company in January 2010 also ehtete warrant transactions (the “Warrants”), whigréhe Company sold warrants to
acquire, subject to anti-dilution adjustments, a7 million shares of the Company’s common statck strike price of $119.51 per share. The
Company received aggregate proceeds of $59.2 milmm the sale of the Warrants. As the weightestaye market value per share of the
Company’s common stock for the three and six moatiteed July 31, 2011 exceeds the strike priceeo¥larrants, the Warrants would have
had a dilutive effect on the Company’s earnings/losr share for the three and six months ended31yl2011. The Warrants were adiidtive
for the three and six months ended July 31, 20k&dban the Company’s net loss for the three anthsixths ended July 31, 2011. The
Warrants are separate transactions, entered inttoebompany 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.
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3. Stockholders’ Equity
Stock Options Issued to Employees

The Company maintains the following stock plans: 2004 Equity Incentive Plan, 2004 Employee StasicRase 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 issuanceeXjpieation of the 1999 Stock Option Plan in fis2@lLO did not affect awards outstanding,
which continue to be governed by the terms anditiond of the 1999 Stock Option Plan.

On May 2, 2011, as part of the share purchase mgmeentered into with Radian6, the Company assuRaelian6’s existing stock
option plan which consisted of 239,519 unvesteiboptto purchase 239,519 shares of the Companyismm stock after giving effect to the
closing of the Radian6 transaction.

On February 1, 2011, 3.5 million additional shazese reserved under the 2004 Equity Incentive Plasuant to the automatic increase.
The 2004 Employee Stock Purchase Plan will notiémented unless and until the Company’s Boafdictors authorizes the
commencement of one or more offerings under the. ]Na offering periods have been authorized to.date

In April 2006, the Company’s Board of Directors apyed the 2006 Inducement Equity Incentive Plae (thducement Plan”) that
allows for stock option and other equity incentiyrants to employees in connection with merger quasition activity.

Prior to February 1, 2006, options issued undeCQbmpanys stock option plans generally had a term of 10s/effter February 1, 200
options issued have a term of five years.

Stock activity is as follows:

Options Outstanding

Aggregate
Shares Outstanding Weighted- Intrinsic Value
Available Stock Average
for Grant Options Exercise Price (in thousands)
Balance as of January 31, 2011 4,095,46! 11,783,15 $ 653
Increase in shares authoriz
2004 Equity Incentive Pla 3,500,00! 0 0.0C
Radian6 Technologies Inc. Stock Option F 239,51¢ 0 0.0C
Options granted under all pla (883,35) 883,35’ 120.6(
Restricted stock activit (385,52% 0 0.0C
Stock grants to board and advisory board merr (25,100 0 0.0C
Exercisec 0 (1,750,75) 42.5¢
1999 Plan shares expir (22,997 0 0.0C
Cancellec 375,94: (375,94) 83.1:
Balance as of July 31, 20: 6,893,94. 10,539,82 $ 731 $ 756,28t
Vested or expected to ve 10,194,68 $  72.u $ 741,91
Exercisable as of July 31, 20 3,920,09: $ 38.5¢ $ 416,15:

The total intrinsic value of the options exerciskenling the six months ended July 31, 2011 and 2049$169.6 million and $121.7
million, respectively. The intrinsic value is théfdrence of the current market value of the staoll the exercise price of the stock option.
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The weighted-average remaining contractual lifgexted and expected to vest options is approximatlyears.
As of July 31, 2011, options to purchase 3,9204leftes were vested at a weighted average exeraiseop $38.55 per share and a

remaining weightedverage remaining contractual life of approximaty years. The total intrinsic value of these edsiptions as of July 3
2011 was $416.2 million.

The following table summarizes information abowtcktoptions outstanding as of July 31, 2011:

Options Outstanding Options Exercisable
Weighted- Weighted-
Weighted-Average
Remaining Average Average
Range of Exercise Number Contractual Life Exercise Number of Exercise
Prices Outstanding (Years) Price Shares Price
$1.10 to $25.1! 1,008,801 & $ 10.8( 865,03 $ 10.57
$25.97 1,829,02! 2.3 25.97% 897,29¢ 25.97
$27.40 to $52.4 1,516,722 1.7 47.17 1,106,73. 47.04
$52.76 to $65.4 544,10¢ 2.C 56.0¢ 338,23 55.4i
$65.44 1,962,52. & 65.4¢ 549,83t 65.4¢
$65.68 to $140.2 1,130,35! 4.C 102.7¢ 162,95¢ 72.81
$142.50 to $151.7 2,548,271 4.4 143.57 0 0
10,539,82 3.2 $ 73.1: 3,920,09. $ 38.5¢

Restricted stock activity is as follows:

Restricted Stock Outstanding

Aggregate
Weighted- Intrinsic
Average Value
Outstanding Exercise Price (in thousands'
Balance as of January 31, 2( 3,216,10: $ 0.001
Granted 545,07! 0.001
Cancellec (134,44) 0.001
Vested and converted to sha (436,819 0.001
Balance as of July 31, 20: 3,189,91. $ 0.001 $ 461,61
Expected to ves 3,002,49 $ 434,49:

The restricted stock, which upon vesting entitlestiolder to one share of common stock for eactestfaestricted stock, has an exern
price of $0.001 per share, which is equal to thevplue of the Company’s common stock, and genevabts over four years.

The weighted-average fair value of the restrictedlsissued for the six months ended July 31, 2014d 2010 was $143.59 and $75.93,
respectively.
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Common Stock
The following numbers of shares of common stockeweserved and available for future issuance gt3i412011:

Options outstandin 10,539,82
Restricted stock awards and units outstan 3,189,91.

Stock available for future grar
2004 Equity Incentive Pla 6,179,95:
2006 Inducement Equity Incentive P 126,99:
2004 Employee Stock Purchase F 1,000,001
2004 Outside Directors Stock Pl 587,00(
0.75% Convertible senior not 6,734,66
Warrants 6,735,95.
35,094,29

4. Business Combinations
Radian6 Technologies Inc.

In May 2011, the Company acquired the outstandiogksof Radian6 for cash and the Company’s comntacks 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 condensed consolidatethiiial statements from the date of acquisitiorickvhave not been material to date. The
total consideration for Radian6 was approximat&@$6:6 million, of which $282.6 million was cash,95& million in shares of the Company’s
common stock and $4.7 million for the fair valuestdck options of Radian6 assumed by the Compamy value of the share consideration for
the Company’s common stock was based on the clgsing of $136.19 on the day of the acquisitione Tdir value of the stock options
assumed by the Company was determined using tltek-Bieholes option pricing model and the share coneensitio of 0.196 Radian6 optio
to the Company’s options.

The total preliminary purchase price was allocatethe net tangible and intangible assets andliliaisibased upon their fair values as of
May 2, 2011 as set forth below. The excess of teBrpinary purchase price over the net tangible iatehgible assets was recorded as
goodwill. The following table summarizes estimateid values of the assets and liabilities assunebeaacquisition date. The primary areas of
the preliminary purchase price allocation thatraseyet finalized relate to both current and noneatrincome taxes payable and deferred taxes
which are subject to change, pending the finaliratf certain tax returns.

(in thousands)

Tangible asset $ 11,75«
Current and noncurrent liabilitie (12,759
Deferred revenu (680)
Deferred tax liability (27,30¢)
Intangible assel 103,00(
Goodwill 262,63
Total purchase pric $336,64¢
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The following table sets forth the components tdmgible assets acquired in connection with theidedacquisition:

(in thousands) Fair value Useful Life

Developed technolog $ 84,20( 3 year:

Customer relationshir 15,00( 5 year

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

Developed technology represents the fair valué®Radian6 monitoring technology. Customer relatigos represent the fair values of
the underlying relationships and agreements witthide 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
expected synergies and expanded market opportsimitien integrating Radian6’s social solution meednology with the Comparg/curren
product offerings. The goodwill balance is deduetilor tax purposes.

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

Other Business Combinations

On February 1, 2011 the Company acquired the sibbkanymoon Corporation (“Manymoon”) for $13.6 gt in cash. The Company
accounted for this transaction as a business catibim In allocating the purchase price based timeated fair values, the Company
preliminarily recorded $4.7 million of acquiredamigible assets with useful lives of one to thresry,e$10.5 million of goodwill, and $1.6
million of deferred tax liabilities. The goodwillance is not deductible for tax purposes. Thissiaation is not material to the Company.

In May 2011, the Company acquired a company fo #allion in cash and has included the financialules of this company in its
condensed consolidated financial statements framn afaacquisition. This transaction is not matetgeihe Company.

Fiscal year 2011
Jigsaw Data Corporation

On May 7, 2010 the Company acquired for cash thekstf Jigsaw Data Corporation (“Jigsaw”), a clqurdvider of crowd-sourced data
services. The Company acquired Jigsaw to, amorey things, combine the Company’s CRM applicatioms enterprise cloud platform with
Jigsaw’s cloud-based model for the automation gliaing, completing and cleansing business cordatd. The Company has included the
financial results of Jigsaw in the condensed cadat#d financial statements from the date of adtijois

The total cash consideration for Jigsaw was appratély $148.5 million. In addition, the Company readiditional payments
(“contingent consideration”) of $14.4 million inglg based on the achievement of certain billinggeta related to Jigsaw’s services for the
oneyear period ended May 7, 2011. The estimated fdiresusing a discounted cash flow model of theingent consideration at May 7, 20
was $13.4 million and is included in the total fhase price. The Company recorded and paid tharfudunt of the contingent consideration
during the fiscal quarter ended July 31, 2011 basedigsaw’s achievement of meeting its billingys as it relates to the contingent
consideration. The total purchase price and threvédue of the contingent consideration were alleddo the net tangible and intangible assets
and liabilities based upon their fair values athefacquisition date. In the final purchase pritecation based on fair values, the Company
recorded approximately $133.9 million of goodwdi28.1 million of identifiable intangible assets,44nillion of deferred tax liabilities and
$4.3 million of net tangible assets.
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Heroku, Inc.

On January 3, 2011 the Company acquired for cashkttick of Heroku, Inc. (“Heroku”), a platform-asservice cloud vendor, built to
work in an open environment and take advantagheoRuby language. Ruby has become one of the lgaéwvelopment languages used for
applications that are social and collaborative thad deliver real-time access to information acrasbile devices. The Company acquired
Heroku to, among other things, access a large camtynof developers and independent software ven(ft8&/s”) who are building
applications in the cloud. The Company has inclutiediinancial results of Heroku in the condensesolidated financial statements from the
date of acquisition.

The total cash consideration for Heroku was appnaxély $216.7 million. The total preliminary purslegprice was allocated to the net
tangible and intangible assets and liabilities Hag#on their fair values as of the acquisition dhatellocating the purchase price based on
estimated fair values, the Company preliminarilyoreled approximately $181.5 million of goodwill,34 million of identifiable intangible
assets, $10.1 million of deferred tax liabilitiegleh5.2 million of net tangible assets. The pratiany allocation of the purchase price was based
upon a preliminary valuation. The Company’s estesatnd assumptions are subject to change withim#asurement period of one year from
the acquisition date. The primary areas of themielry purchase price allocation that are notfiyetlized relate to both current and noncur
deferred taxes which are subject to change, pertd{inalization of certain tax returns. The Compaxpects to continue to obtain
information to finalize these preliminary valuatsooduring the measurement period.

DimDim, Inc.

On January 6, 2011 the Company acquired for casbktttk of DimDim, Inc. (“DimDim”), a provider ofrdine meeting solutions for
business collaboration. The Company acquired Dimfinamong other things, expand its market leadigigbportunities when integrating
DimDim’s online meeting solution technology witreti@ompanys collaboration cloud offering. The Company haduded the financial resul
of DimDim in the condensed consolidated financfatements from the date of acquisition.

The total cash consideration for DimDim was apprately $37.1 million. The total preliminary purckgwice was allocated to the net
tangible and intangible assets and liabilities Haggon their fair values as of acquisition dateallacating the purchase price based on
estimated fair values, the Company preliminarilgoreled approximately $23.4 million of goodwill, $44million of identifiable intangible
assets, $2.6 million of deferred tax liabilitied&®l.9 million of net tangible assets. The preliamjnallocation of the purchase price was based
upon a preliminary valuation. The Company’s estesatnd assumptions are subject to change withim#asurement period of one year from
the acquisition date. The primary areas of themielry purchase price allocation that are notfiyetlized relate to both current and noncur
deferred taxes which are subject to change, periimfjnalization of certain tax returns. The Compaxpects to continue to obtain
information to finalize these preliminary valuatiooduring the measurement period.

5. Commitments

Letters of Credit

As of July 31, 2011, the Company had a total of. §10illion in letters of credit outstanding subdtalfy in favor of certain landlords for
office space. These letters of credit renew anywzadtl mature at various dates through Septembdr. 202

Leases

The Company leases office space and certain figsdta under non-cancelable operating and capétsé$ewith various expiration dates.
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As of July 31, 2011, the future minimum lease paytmender non-cancelable operating and capitattease as follows (in thousands):

Capital Operating
Leases Leases
Fiscal Period
Remaining six months of fiscal 20 $13,73¢ $ 60,72¢
Fiscal 201z 23,52: 114,50¢
Fiscal 201« 19,07( 91,05¢
Fiscal 201¢ 32¢ 52,39¢
Fiscal 201¢ 0 47,16¢
Thereaftel 0 123,86(
Total minimum lease paymer 56,651 $489,71°
Less: amount representing inter (2,579
Present value of capital lease obligati $54,08¢

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

6. Legal Proceedings

The Company is involved in various legal matteisiag from the normal course of business activitidgese include claims of alleged
infringement of third-party patents and other ilgtetiual property rights, commercial, employmentge/and hour, and other matters.

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 k140 the Superior Court of California, County @rSFrancisco. The settlement agreement is
subject to approval of the court, which is expedteclle by late 2011 or early 2012. The Compawysent estimate of the expense charge for
the settlement is approximately $0.04 per diluteaks. This charge is reflected in the Company arfoial results for the six months ending
July 31, 2011.

The resolution of a legal matter could prevent@ompany from offering its service to others, caoédmaterial to the Company’s
financial condition or cash flows, or both, or aboitherwise adversely affect the Company’s opegatasults.

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 aljused to reflect the impacts of
negotiations, settlements, rulings, advice of legainsel and other information and events pertgitora particular matter. In management'’s
opinion, resolution of these matters is not expbtbehave a material adverse impact on the Compaiyridensed consolidated results of
operations, cash flows or financial position. Hoaewdepending on the nature and timing of any slighute, an unfavorable resolution of a
matter could materially affect the Company’s futtesults of operations or cash flows, or both, padicular quarter.

7. Related-Party Transactions

In January 1999, the salesforce.com/foundatiomw, @ferred to as the Foundation, a non-profit putiarity, 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
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board members hold three of the Foundation’s seeand seats. The Company is not the primary beaefiof the Foundatios’ activities, ant
accordingly, the Company does not consolidate thenBation’s statement of activities with its finalcesults.

Since the Foundation’s inception, the Company hesiged at no charge certain resources to Founuatioployees such as office space.
The value of these items was in excess of $90,00thé quarter ending July 31, 2011.

In addition to the resource sharing with the Fotiodathe Company issued to the Foundation warrangigust 2002 to purchase shares
of the Company’s common stock. All of the warrantse exercised in prior years. As of July 31, 2@h&,Foundation held 108,000 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 these and the subsicniyst were in excess of $2.5 million for the
quarter ended July 31, 2011. The Company plansritruie these programs.
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion in “Management’s Discugssémd Analysis of Financial Condition and Resuft©perations” (“MD&A")
contains forward-looking statements within the niegrof Section 27A of the Securities Act of 1933%mended (the “Securities Act”) and
Section 21E of the Securities Exchange Act of 1@84mended (the “Exchange Act”). Forward-lookingtements consist of, among other
things, trend analyses, statements regarding futwents, future financial performance, our busirssategy and our plan to build our
business, including our strategy to be the leagirgvider of enterprise cloud computing applicati@msl to lead the industry shift to the social
enterprise, our service performance and securitg, @éxpenses associated with new data centers gash@xg our data center capacity, our
operating results, our anticipated growth, trendour business, new application service featurasstrategy of acquiring or making
investments in complementary companies, serviagsemhnologies, and intellectual property rightar ability to successfully integrate
acquired businesses and technologies, the effggradral economic and market conditions includindden declines in the fair value of our
investments in cash equivalents and marketablerisiesy our ability to protect our intellectual pperty rights, our ability to develop our
brands, the effect of evolving government regutetidhe effect of foreign currency exchange rattiaterest rate fluctuations on our financial
results, the potential availability of additionalx assets in the future and related matters, tigachof expensing stock options, the sufficiency
of our capital resources, potential litigation inving us and our plan to build our new global headders in San Francisco, all of which are
based on current expectations, estimates, and dstecand the beliefs and assumptions of our maneage Words such as “expects,”
“anticipates,” “aims,” “projects,” “intends,” “plan s,” “believes,” “estimates,” “seeks,”variations of such words, and similar expressiores
also intended to identify such forward-looking etaents. These forward-looking statements are sutgjeisks, uncertainties and assumptions
that are difficult to predict. Therefore, actuaktéts may differ materially and adversely from thegpressed in any forward-looking
statements. Readers are directed to risks and taiogies identified below, under “Risk Factors” amtsewhere in this report, for factors that
may cause actual results to be different than tleogeessed in these forward-looking statementsefias required by law, we undertake no
obligation to revise or update publicly any forwdabking statements for any reason.

Overview

We are a leading provider of enterprise cloud campuapplications. We provide a comprehensive custoand collaboration
relationship management, or CRM, service to buse®sf all sizes and industries worldwide and vewide a technology platform for
customers and developers to build and run busegsiécations.

We were founded in February 1999 and began offarimgenterprise CRM application service in Febru2090. Since then, we have
augmented our CRM service with new editions ancaanéd features. We introduced our Force.com platforcustomers and developers so
they can build complementary applications to exteegbnd CRM. In 2010, we introduced our AppExchadigectory of enterprise cloud
computing applications that are integrated with GRM service and, in most cases, have been dewvklmpeur platform by third parties. We
also introduced Chatter, a collaboration applicafar the enterprise to connect and share infoonagecurely and in real-time.

Our objective is to be the leading provider of emtise cloud computing applications and to leaditickistry shift to the social enterprise.
Social enterprises leverage social, mobile and afmrd technologies to put customers at the hdahair business. Key elements of our
strategy include:

» Strengthening our existing CRM applications ana:eding into new functional areas within CR
* Pursuing new customers and new territories agyrelys
» Deepening relationships with our existing custotrese;
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» Continuing to lead the industry transformationie hext phase of cloud computing; ¢
» Encouraging the development of tt-party applications on our Force.com cloud compufitagform.

We believe the factors that will influence our &hito achieve our objectives include our prospectustomers’ willingness to migrate to
an enterprise cloud computing application service;performance and security of our service; oilitaho continue to release, and gain
customer acceptance of, new and improved featatgsgbility to successfully integrate acquired besses and technologies; successful
customer adoption and utilization of our serviageptance of our service in markets where we hewecfistomers; the emergence of
additional competitors in our market and improveadoict offerings by existing and new competiton® focation of new data centers; third-
party developers’ willingness to develop applicati@n our platform; and general economic conditishih could affect our customers’
ability and willingness to purchase our applicatsenvice, delay the customers’ purchasing decisiaffect renewal 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 odintited Edition, provide high quality technical qagat to our customers and encourage the
development of third-party applications on our leocom platform. Our plans to invest for future gtiowclude the continuation of the
expansion of our data center capacity. We also tol@ontinue to hire additional personnel, partelyl in direct sales, other customer-related
areas and research and development. As part @frowth plans, we intend to continue to focus omiréhg customers at the time of renewal.
Additionally, we plan to: expand our domestic antéinational selling and marketing activities; ¢éoné to develop our brands; add additional
distribution channels; increase our research amdldpment activities to upgrade and extend ourisemfferings; develop new services and
technologies and integrate acquired technologied;aald to our global infrastructure to support grawth. We also regularly evaluate
acquisitions or investment opportunities in compatary businesses, joint ventures, services amhtdegies, and intellectual property rights
in an effort to expand our service offerings. Weent to continue to make such investments and sitigais in the future. As such, we plan to
reinvest a significant portion of our incrementlenue in fiscal 2012 to grow our business andicoatour leadership role in the cloud
computing industry. As a result of these investragne expect diluted earnings per share for fig0aP to be significantly lower than diluted
earnings per share for fiscal 2011.

Over the past two years, we acquired several bsséseand technologies such as Jigsaw Data Copoeatd Heroku, Inc. In February
2011, we acquired Manymoon Corporation (“Manymodot)a total purchase price consideration of $18iion. Manymoon offers a cloud-
based project collaboration application. We acguivMienymoon for its developed technology in ordegxpand our CRM application offerings
for small businesses and workgroups. In May 20l avquired Radian6 for a total purchase price denaiion of approximately $336.6
million, net of cash acquired. Radian6 is a clopglization vendor that provides customers with abeiedia monitoring, measurement and
engagement solutions. We acquired Radian6 forgeermabled workforce, expected synergies and expamdeket opportunities when
integrating Radian6’s social solution technologytwgur current product offerings.

In fiscal 2010, we issued at par value $575.0 arilibf 0.75% convertible senior notes due on JanL&y2015 (the “Notes”). For 20
trading days during the 30 consecutive trading @éeyked January 31, 2011, April 30, 2011 and Ju)\2811, our common stock traded at a
price exceeding 130 percent of the conversion mick85.36 per share applicable to the Notes. Adiogly, based on the terms of the Notes,
since February 1, 2011, the Notes were converdibthe option of the holder and will remain conidet at the holders’ option for the quarter
ending October 31, 2011. Upon conversion of anyeBlove will deliver cash up to the principal amooithe Notes and, with respect to any
excess conversion value greater than the prineipalunt of the Notes, shares of our common stodh,ea a combination of both. Therefore,
for the quarter ending October 31, 2011, the Nailgemain classified as a current liability onraxondensed consolidated balance sheet.

We expect marketing and sales costs, which wegeb@nt of our total revenues for the six monthdeenuly 31, 2011 and 47 percent
for the same period a year ago, to continue toesgmt a substantial portion of total revenueseanfdture as we seek to add and manage more
paying subscribers, and build greater brand awarene
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Fiscal Year
Our fiscal year ends on January 31. Referencdsadalf2012, for example, refer to the fiscal yeaded January 31, 2012.

Segments

We have made several acquisitions to expand ounéssand offerings. For example in fiscal 2012 asguired Radian6 to provide
cloud based social media monitoring, measuremeahtagagement solutions. This and other acquisitieade over the past two years have
allowed us to expand our offerings, presence aachrén various segments of the enterprise cloudpeimg market. While we have offerings
in multiple enterprise cloud computing market segteeour business operates in one reportable sedmeause our decision making group
evaluates our financial information, resources asgkesses the performance of these resources osalidated basis only. Since we operate in
one operating segment, all required financial sedriméormation can be found in the consolidatedficial statements.

Sources of Revenues

We derive our revenues from: (1) subscriptions fem® customers accessing our enterprise cloud atingpapplication service;
(2) support revenues from customers purchasingiaddl support beyond the standard support thiacisded in the basic subscription fee;
(3) professional services, which include consulsegvices such as process mapping and project rearead, and implementation services
including systems integration, technical architezt@nd development, and data conversion; and 4y oevenue, which consists primarily of
training fees. Subscription and support revenueswted for approximately 94 percent of our toéslenues during the six months ended
July 31, 2011. Subscription revenues are drivemaxily by the number of paying subscribers, vangegvice types, the price of our service
and service renewal rates. We define a “custormred separate and distinct buying entity (e.g.,mapany, a distinct business unit of a large
corporation, a partnership, etc.) that has enteteda contract to access our enterprise cloud coimgp service. We define a “subscription” as a
unique user account purchased by a customer fdoyuge employees or other customer-authorizedsyserd each such user is who we call a
“subscriber.” The number of paying subscriptioneath of our customers ranges from one to terfsoofsands. None of our customers
accounted for more than five percent of our reverdiging the three and six months ended July 317 20d 2010, respectively.

Subscription and support revenues are recognizatllysover 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 customersalpinave the right to terminate their contractsdause if we materially fail to perform. We
generally invoice our customers in advance, in ahouquarterly installments, and typical paymemirts 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 @iteve been met. In general, we collect our lglim advance of the subscription service
period.

Professional services and other revenues consisesfassociated with consulting and implementat@mices and training. Our
consulting and implementation engagements aredipibilled on a time and materials basis. We a@ffer a number of training classes on
implementing, using and administering our servia are billed on a per person, per class basistypical payment terms provide that our
customers pay us within 30 days of 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 Reciogriibelow. Prior to February 1, 20:
the deliverables in multiple-deliverable arrangetaevere accounted for separately if the deliveteh$ had standalone value and there was
objective and reliable
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evidence of fair value for the undelivered itenighé deliverables in a multiple-deliverable arramgnt could not be accounted for separately,
the total arrangement fee was recognized ratabdysiisgle unit of accounting over the contractethtef the subscription agreement. A
significant portion of our multiple-deliverable angements were accounted for as a single unitaafuarting because we did not have objective
and reliable evidence of fair value for certairoaf deliverables. Additionally, in these situation® deferred the direct costs of a related
professional service arrangement and amortizedtbosts over the same period as the professionatee 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 teethgyuidance, objective and reliable
evidence of fair value of the deliverables to biveeed 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 matenmabigified on or after February 1, 2011 which is leginning of our fiscal year.

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 seniVe generally invoice our customers in eithertgrly or annual cycles, with a
disproportionate weighting towards annual billingshe fourth quarter, primarily as a result ofgarenterprise account buying patterns.
Additionally, our fourth quarter has historicallgdn our strongest quarter for new business andvedseThe year on year compounding effect
of this seasonality in both billing patterns an@@ll new and renewal business causes the valmeates that we generate in the fourth
guarter for both new and existing customers toeiase as a proportion of our total annual billings.

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

April 30, July 31,
(in thousands) 2011 2011
Fiscal 2012
Accounts receivable, n $270,81¢  $342,39°
Deferred revenue, current and noncuri 915,13¢ 935,26t
October 31 January 31,
April 30, July 31,
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¢ 694,557 934,94:
October 31 January 31,
April 30, July 31,
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¢
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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 ejititatized software related to our application g@nand acquired developed technology.
We allocate overhead such as rent and occupancgeshbased on headcount. Employee benefit costtages are allocated based upon a
percentage of total compensation expense. As giecteral overhead expenses are reflected in eatbfo@venue and operating expense
category. Cost of professional services and o#hezrrues consists primarily of employee-relatedscassociated with these services, including
stock-based expenses, the cost of subcontractdralimcated overhead. The cost of providing pratesd services is significantly higher as a
percentage of the related revenue than for ourgnige cloud computing subscription service duth&direct labor costs and costs of
subcontractors.

We intend to continue to invest additional resosiiiceour enterprise cloud computing applicatiorvieer. For example, we plan to open
additional data centers in the future. Additionadlg we acquire new businesses and technologéeantbrtization expense associated with this
activity will be included in cost of revenues. Timaing of these additional expenses will affect oast of revenues, both in terms of absolute
dollars and as a percentage of revenues, in teetaff periods.

Research and DevelopmerResearch and development expenses consist diirohsalaries and related expenses, includingksbased
expenses, the costs of our development and testdater and allocated overhead. We continue tosfoar research and development efforts
on adding new features and services, integratingieed technologies, increasing the functionalitgd @nhancing the ease of use of our
enterprise cloud computing application service. @aprietary, scalable and secure multi-tenantitecture enables us to provide all of our
customers with a service based on a single verdionr application. As a result, we do not haveniintain multiple versions, which enable:
to have relatively lower research and developmepéerses as compared to traditional enterprise aodtwompanies. We expect that in the
future, research and development expenses wikaser in absolute dollars as we improve and extandayvice offerings, develop new
technologies and integrate acquired businesseteahdologies.

Marketing and Saledvarketing and sales expenses are our largest ndstansist primarily of salaries and related expsnsicluding
stock-based expenses, for our sales and marketffgiscluding 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 sale expanding our domestic and internationalrsgind marketing activities, buildi
brand awareness and sponsoring additional marketiagts. We expect that in the future, marketing) sales expenses will increase in
absolute dollars and continue to be our largedt cos

General and Administrativ&seneral and administrative expenses consist ofisaland related expenses, including stock-baspenses,
for finance and accounting, human resources andgement information systems personnel, legal cpetéessional fees, other corporate
expenses and allocated overhead. We expect thia fiuture, general and administrative expensddneilease in absolute dollars as we invest
in our infrastructure and we incur additional enygle related costs, professional fees and insurergts related to the growth of our business
and international expansion. We expect generabanuinistrative costs as a percentage of total ige®to remain flat for the next several
quarters.

Stock-Based Expensé&ur cost of revenues and operating expenses inslodk-based expenses related to option and steakda to
employees and non-employee directors. We recognizstock-based payments as an expense in thenstattef operations based on their fair
values and vesting periods. If our grant activégnains consistent and our stock price increaséifuture, stock-based expenses will rise.
These charges have been significant in the pastvarekpect that they will increase as we hire neonployees and seek to retain existing
employees.
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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 diffeassumptions or conditions.

We believe that of our significant accounting piel& which are described in Note 1 to our condersedolidated financial statements,
the following accounting policies involve a greadegree of judgment and complexity. Accordingledt are the policies we believe are the
most critical to aid in fully understanding and kexding our condensed consolidated financial céowliand results of operations.

Revenue RecognitioWe derive our revenues from two sources: (1) suftsmn revenues, which are comprised of subscniptées from
customers accessing our enterprise cloud compappgication service and from customers purchasifditianal support beyond the standard
support that is included in the basic subscripte®) and (2) related professional services sugir@sess mapping, project management,
implementation services and other revenue. “Oteeemue” consists primarily 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 tstoouer;
» 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-taneeand do not contain refund-type provisions.

Subscription and Support Revenues

Subscription and support revenues are recognizatllysover the contract terms beginning on the cemeement 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 whdtkeevenue recognition criteria have been met.

Professional Services and Other Revenues

The majority of our professional services contractson a time and material basis. When thesecssraire 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 arigeeth and accepted by the customer for fixed praogracts. 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.

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 iteffishe 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
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term of the subscription agreement. A significamttipn of our multiple-deliverable arrangements evaccounted for as a single unit of
accounting because we did not have objective diable evidence of fair value for certain of outiderables. Additionally, in these situations,
we deferred the direct costs of a professionalisesvarrangement and amortized those costs oveathe period as the professional services
revenue is recognized.

In October 2009, the FASB issued Accounting Stasdsl&ipdate 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 July 31, 2011, the deferred profesal@ervices revenue and deferred costs under #wopis accounting guidance are $49.6
million and $23.2 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 Istaredalone value as such services are often spédately. In determining whether
professional services have standalone value, weidenthe 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 medtpgliverables 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 rentailable. We have determined that third-party en@e (“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 relailéing price.

We determine BESP by considering our overall pgabjectives and market conditions. Significantioig practices taken into
consideration include our discounting practices,dize and volume of our transactions, the geograpka where our services are sold, our
price lists, our go-tanarket strategy and historical contractually stagedes. The determination of BESP is made thrarggisultation with an
approval by management, taking into considerati@ngn-to-market strategy. As our go-to-market sgi&ts evolve, we
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may modify our pricing practices in the future, aiinicould result in changes in relative selling gsicincluding both VSOE and BESP.

Deferred Revenu®eferred revenue primarily consists of billingspayments received in advance of revenue recogritoon
subscription service described above and is reezedras the revenue recognition criteria are metg@/erally invoice customers in annual or
quarterly installments.

Accordingly, the deferred revenue balance doesepresent the total contract value of annual ottiryelr, non-cancelable subscription
agreements.

Billings against professional services arrangementsred into prior to February 1, 2011 will gefigrbe added to deferred revenue and
recognized over the remaining related subscriptamtract term.

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

Deferred Commission®Ve defer commission payments to our direct salesefarhe commissions are deferred and amortizedles
expense over the non-cancelable terms of the degatiescription contracts with our customers, wisightypically 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 amounteeogerable through the future revenue streams uhderon-cancelable customer
contracts. We believe this is the preferable methifaatcounting 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 the six months ended July 31, 2011, we defe$46.6 million of commission expenditures andanertized $49.6 million to sal
expense. During the same period a year ago, werddf$39.6 million of commission expenditures arelamortized $37.6 million to sales
expense. Deferred commissions on our condensedlambated balance sheets totaled $113.7 milliorubt 31, 2011 and $116.6 million at
January 31, 2011.

Business Combinationg/e recognize separately from goodwill the fair \eabf assets acquired and liabilities assumed. Gibloasvof the
acquisition date is measured as the excess ofdmmasion transferred and the net of the acquisiiate fair values of the assets acquired and
the liabilities assumed. We use the best estinatdsassumptions as a part of the purchase primeasithn process to accurately value assets
acquired and liabilities assumed at the acquisttiat®. Our estimates are inherently uncertain abgkst to refinement. As a result, during the
measurement period, which may be up to one year fhe acquisition date, we may record adjustmentie fair value of assets acquired and
liabilities assumed, with the corresponding oftsegoodwill. Upon the conclusion of the measurenpamtod or final determination of the fair
value of assets acquired or liabilities assumedchdver comes first, any subsequent adjustmentseaceded to our condensed consolidated
statements of operations.

In addition, uncertain tax positions and tax redataluation allowances assumed in connection whihsainess combination are initially
estimated as of the acquisition date. We reevathate items quarterly and record any adjustmerttset preliminary estimates to goodwill
provided that we are within the measurement peaaitdiwe continue to collect information in orded&termine their estimated fair values a
the date of acquisition. Subsequent to the measmeperiod or our final determination of the estiathvalue of the tax allowance or
contingency, changes to these uncertain tax positmd tax related valuation allowances will affaat provision for income taxes in the
condensed consolidated 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 years.

We recognized stock-based expense of $102.2 milising the six months ended July 31, 2011. Theirement to expense stock-based
awards will continue to materially reduce our répdiresults of operations. As of July 31, 2011 had an aggregate of $582.6 million of stock
compensation remaining to be amortized to expemsetbe remaining requisite service period of thderlying awards. We currently expect
this stock compensation balance to be amortizddllasvs: $114.0 million during the remaining six mtbs of fiscal 2012; $193.3 million
during fiscal 2013; $163.2 million during fiscal20 $106.0 million during fiscal 2015 and $6.1 il during fiscal 2016. These amounts
reflect only outstanding stock awards as of JulyZRl1 and assume no forfeiture activity. We expecontinue to issue stoddased awards
our employees in future periods, which will incredlse stock compensation amortization in such éupariods.

We recognize as an operating expense the paymkagcial tax costs, as applicable by jurisdictiwhen stock options are exercised. The
impact of stock-based expense in the future is nidgr@ 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 agsiion rates and the tax benefit that we may
or may not receive from stock-based expenses. ibddily, we are required to use an option-pricingdea to determine the fair value of stock
option awards. This determination of fair valuaffected by our stock price as well as assumptiegarding a number of highly complex and
subjective variables. These variables include goeitnot limited to, our expected stock price vtitgtover the term of the awards.

As of July 31, 2011, there were 3.2 million reg#&tstock awards and units outstanding. We plaotdinue awarding restricted stock to
our employees in the future. The restricted stadkich upon vesting entitles the holder to one slofimmmon stock for each restricted stock,
has an exercise price of $0.001 per share, whiefjusl to the par value of our common stock, arstisvever four years. The fair value of the
restricted stock is based on our closing stockepoit the date of grant, and compensation expersef erstimated forfeitures, is recognized on
a straight-line basis over the vesting period.

Income TaxedlWe account for income taxes using the liability hoet, which requires the recognition of deferreddasets or liabilities
for the tax-effected temporary differences betwienfinancial reporting and tax basis of our asaattliabilities and for net operating loss and
tax credit carryforwards. The tax expense or beéf@fiunusual items, or certain adjustments tovddeation allowance are treated as discrete
items in the interim period in which the eventswcc

Our effective tax rate could be adversely affette@¢hanges in the mix of earnings and losses imtti@s with differing statutory tax
rates, certain nodeductible expenses as a result of acquisitioescakculation of deferred tax assets and liabdjtend changes in tax laws ¢
accounting principles.

Strategic InvestmentsNe report our investments in marketable equitustes at fair market value using the quotedgsim their
respective active markets. We report our investmenbon-marketable equity and debt securitiesclvhbnsist of minority equity and debt
investments in privately-held companies, at cosawrvalue when an event or circumstance indicatesther-than-temporary decline in value
has occurred. Management evaluates financial gadtnings trends, technology milestones and guksé financing of these companies, as
well as the general market conditions to identifgicators of other-than temporary impairment.
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Results of Operations

The following tables set forth selected data farheaf the periods indicated (in thousands, unadylite

Revenues
Subscription and suppc
Professional services and otl
Total revenue
Cost of revenues
Subscription and suppc
Professional services and otl
Total cost of revenue
Gross profi
Operating expense
Research and developmt
Marketing and sale
General and administrati\
Total operating expens
Income (loss) from operatiol
Investment incom
Interest expens
Other expens
Income (loss) before benefit (provision) for incotages and noncontrollin
interest
Benefit (provision) for income taxe
Consolidated net income (los
Less: Net income attributable to noncontrollinghelst
Net income (loss) attributable to salesforce.

Balance Sheet Dat
Cash, cash equivalents and marketable secu
Deferred revenue, current and noncuri

Revenues by geograpt
Americas

Europe

Asia Pacific
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Three months ended

Six months ended

July 31, July 31,
2011 2010 2011 2010
$509,27¢ $368,95: $ 982,78 $719,66:
36,72 25,42 67,58 51,52:
546,00: 394,37: 1,050,36! 771,18!
89,14« 48,98: 164,38° 93,03¢
31,76¢ 28,80¢ 59,58¢ 56,33:
120,91( 77,79( 223,97¢ 149,37
425,09: 316,58: 826,39( 621,81
73,39 42,93( 138,68 83,052
283,00: 182,40: 537,47: 358,26¢
84,44¢ 61,56¢ 168,78 117,76:
440,84( 286,90( 844,94: 559,08:
(15,749 29,68: (18,552 62,73:
5,112 8,73¢ 13,16 16,61(
(3,846 (7,185 (7,517 (14,245
(3,23) (1,765) (4,031) (3,739
(17,719 29,46 (16,932 61,35¢
13,44¢ (12,882 13,19: (24,900)
(4,26¢) 16,58: (3,739 36,45¢
0 (1,839 0 (3,970
$ (4,269 $ 14,74« $ (3,739 $ 32,48¢
As of
July 31, January 31, July 31,
2011 2011 2010
$1,286,65! $1,407,55 $1,858,92!
935,26¢ 934,94 683,01¢
Three months endec Six months endec
July 31, July 31,
2011 2010 2011 2010
$366,91¢ $274,66¢ $ 706,93: $533,95:
102,05¢ 65,54¢ 196,45: 132,38’
77,03( 54,15¢ 146,98: 104,84!
$546,00: $394,37. $1,050,36! $771,18!
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Cost of revenues and operating expenses includeliibesing amounts related to stock-based awandshousands).

Three months endec Six months endec
July 31, July 31,
2011 2010 2011 2010
Cost of revenue $ 4,37¢ $ 3,18¢ $ 8,03( $ 6,26(
Research and developmt 11,18¢ 4,041 19,023 8,14:
Marketing and sale 27,11« 12,317 50,90! 24,521
General and administrati\ 11,91 7,071 24,19¢ 14,15:

Cost of revenues and marketing and sales expemdleslé the following amounts related to amortizatd purchased intangibles (in
thousands).

Three months endec Six months endec
July 31, July 31,
2011 2010 2011 2010
Amortization of purchased intangible
Cost of revenue $16,37: $3,891 $25,46¢ $5,57(
Marketing and sale 2,30¢ 1,22t 3,54¢ 2,05(C

The following tables set forth selected consolidatgatements of operations data for each of thiegeidicated as a percentage of total
revenues.

Three months ended Six months ended
July 31, July 31,
_2011 _2010 2011 2010
Revenues
Subscription and suppc 93% 94% 94% 93%
Professional services and otl 7 __ 6 __ 6 7
Total revenue _10C _10C _10C _10C
Cost of revenues
Subscription and suppc 16 13 15 12
Professional services and otl __ 6 7 __ 6 7
Total cost of revenue _ 22 _ 20 _ 21 _ 19
Gross profi 78 80 79 81
Operating expense
Research and developm: 13 11 13 11
Marketing and sale 52 46 52 47
General and administratiy 16 16 _ 16 _ 15
Total operating expens 81 73 81 73
Income (loss) from operatiol 3 7 () 8
Investment incom 1 2 1 2
Interest expens Q) 2 0 2
Other expens 0 0 0 0
Income (loss) before benefit (provision) for incotages and noncontrolling
interest 3 7 (D) 8
Benefit (provision) for income taxt 2 ) 1 )
Consolidated net income (los Q) 4 0 5
Less: Net income (loss) attributable to noncoritnglinteresi 0 0 0 Y
Net income (loss) attributable to salesforce. _ (D)% 4% 0% 4%
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Three months endec Six months endec
July 31, July 31,
2011 2010 2011 2010
Revenues by geograpt
Americas 67% 70% 67% 69%
Europe 19 17 19 17
Asia Pacific 14 13 14 14
10(% 10C% _10C% _10C%
Three months ended Six months ended
July 31, July 31,
2011 2010 2011 201C
Stock based award
Cost of revenue 1% 1% 1% 1%
Research and developm 2 1 2 1
Marketing and sale 5 3 5 3
General and administrati 2 2 2 2

Three Months Ended July 31, 2011 and 2010

Revenues.
Three Months Ended
July 31, Variance
(In thousands) 2011 2010 Dollars Percent
Subscription and suppc $509,27¢ $368,95: $140,32¢ 38%
Professional services and otl 36,72 25,42 11,30: 44%
Total revenue: $546,00: $394,37: $151,63( 38%

Total revenues were $546.0 million for the threenthe ended July 31, 2011, compared to $394.4 mitiaring the same period a year
ago, an increase of $151.6 million, or 38 perc8nbscription and support revenues were $509.3amjltbr 93 percent of total revenues, for the
three months ended July 31, 2011, compared to $368lion, or 94 percent of total revenues, durihg same period a year ago. The increase
in subscription and support revenues was due pilyrtarnew customers, upgrades and additional sifitsans from existing customers and
improved renewal rates as compared to a year dgopiice per user per month for our three priméigrimgs, Professional Edition, Enterprise
Edition and Unlimited Edition, in the quarter endkdy 31, 2011 has remained substantially condis&dative to prior periods. Professional
services and other revenues were $36.7 milliosewen percent of total revenues, for the three hsoemded July 31, 2011, compared to
$25.4 million, or six percent of total revenues, thte same period a year ago. The increase ingsioieal services and other revenues was due
primarily to the improved utilization of existinggadcount and a small benefit from the prospectiation of the new revenue accounting
guidance for multiple-deliverable arrangements.

Revenues in Europe and Asia Pacific accountedX@®$ million, or 33 percent of total revenues,tfar three months ended July 31,
2011, compared to $119.7 million, or 30 percertbtdl revenues, during the same period a yearagcrease of $59.4 million, or 50 perci
The increase in revenues outside of the Americastivaresult of the increasing acceptance of awicgg our focus on marketing our service
internationally and improved renewal rates. Additibly, the value of the U.S. dollar relative todimmn currencies contributed to an increase in
U.S. dollar revenues outside of the Americas ferttiree months ended July 31, 2011 as comparée teaime period a year ago. The foreign
currency impact had the effect of increasing owragate revenues by $18.2 million compared to éineesperiod a year ago. As part of our
overall growth, we expect the percentage of ouemere generated outside of the Americas to contmirecrease as a percentage of our total
revenues worldwide.
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Cost of Revenues.

Three Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Subscription and suppc $ 89,14« $48,98: $40,16:
Professional services and otl 31,76¢ 28,80¢ 2,957
Total cost of revenue $120,91( $77,79( $43,12(
Percent of total revenu: 22% 2C%

Cost of revenues was $120.9 million, or 22 peroémotal revenues, for the three months ended 3ujy2011, compared to $77.8 million,
or 20 percent of total revenues, during the samegea year ago, an increase of $43.1 million. Moeease in absolute dollars was primarily
due to an increase of $3.6 million in employeetslaosts, an increase of $9.7 million in serviekvery costs, primarily due to our efforts in
increasing data center capacity, an increase aB$t8lion in depreciation and amortization expenskl2.5 million of which related to the
amortization of acquired developed technology,ranease of $7.8 million in outside subcontractat ather service costs, an increase of $1.6
million in allocated overhead and an increase o2 $dillion in stock-based expenses. Gross profitgims for professional services and other
improved over the same period a year ago primdtily to the improved utilization of existing headeba reduction in non-billable headcount
since July 31, 2010 and a small benefit from trespective adoption of the new revenue accountingagee for multiple-deliverable
arrangements.

We intend to continue to invest additional resosiiceour enterprise cloud computing applicatiorvieerand data center capacity. The
timing of these additional expenses will affect oast of revenues, both in terms of absolute dokerd as a percentage of revenues in future
periods.

Research and Development.

Three Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Research and development $73,39: $42,93( $30,46:
Percent of total revenu 13% 11%

Research and development expenses were $73.4mdalkid 3 percent of total revenues, for the threatims ended July 31, 2011,
compared to $42.9 million, or 11 percent of totalanues, during the same period a year ago, asaiserof $30.5 million. The increase in
absolute dollars was due to an increase of $18l®min employee-related costs, an increase of $Tillion in stock-based expenses, an
increase of $2.5 million in allocated overhead andncrease of $1.0 million in test data lab coséte.increased our research and development
headcount by 56 percent since July 31, 2010 inraodenprove and extend our service offerings aedetbp new technologies. Some of the
increase in headcount was due to acquired busmesse

Marketing and Sales.

Three Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Marketing and sale $283,00: $182,40: $100,60(
Percent of total revenu 52% 46%

Marketing and sales expenses were $283.0 millioB2gercent of total revenues, for the three meetided July 31, 2011, compared to
$182.4 million, or 46 percent of total revenues;imyithe same period a year
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ago, an increase of $100.6 million. The increasabisolute dollars was primarily due to increaseb6@.6 million in employee-related costs,
$14.8 million in stock-based expenses, $7.2 millloadvertising, marketing and event costs, $5 #aniin allocated overhead and the
preliminary settlement of the California wage amtdihcase discussed in Note 6. Our marketing ares $edadcount increased by 44 percent
since July 31, 2010 as we hired additional salesgmmel to focus on adding new customers and isgrggenetration within our existing
customer base. Some of the increase in headcosndweato acquired businesses.

General and Administrative.

Three Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
General and administrati $84,44¢ $61,56¢ $22,87
Percent of total revenu 16% 16%

General and administrative expenses were $84.4omilbr 16 percent of total revenues, for the thmemths ended July 31, 2011,
compared to $61.6 million, or 16 percent of toealanues, during the same period a year ago, agaserof $22.9 million. The increase was
primarily due to an increase of $19.6 million ingoyee-related costs and an increase in stock-tmgeehses. Our general and administrative
headcount increased by 40 percent since July 31 88 we added personnel to support our growth.

Income (loss) from operations.

Three Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Income (loss) from operatiol $(15,74) $29,68: $(45,43()
Percent of total revenu: (3)% 7%

Loss from operations for the three months endeg 3Ll 2011 was $15.7 million and included $54.6iomil of stock-based expenses and
$18.7 million of amortization of purchased intarigih During the same period a year ago, operatiognne was $29.7 million and included
$26.6 million of stock-based expenses and $5.J1anibbf amortization of purchased intangibles.

Investment income.

Three Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Investment incom $5,11z $8,73¢ $(3,627)
Percent of total revenu 1% 2%

Investment income consists of income on cash andatable securities balances. Investment income$asmillion for the three
months ended July 31, 2011 and was $8.7 millioimnduhe same period a year ago. The decrease \waarpy due to increased realized los
from sales of marketable securities, the decraastarketable securities balances and lower inteagss.
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Interest expense.

Three Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Interest expens $(3,84¢) $(7,18%) $3,33¢
Percent of total revenu: ()% (2%

Interest expense consists primarily of interesbonNotes and capital leases. Interest expensé&8:&8amillion, net of interest costs
capitalized, for the three months ended July 31124hd was $7.2 million during the same periodar wgo. During the three months ended
July 31, 2011, we capitalized $4.0 million of irgst costs related to major construction proje@scisically our campus project, which began
during the fourth quarter of fiscal 2011, and oapitalized internal-use software development cé&sgpitalized interest during the same period
a year ago was immaterial. We will continue to taj@e interest on these projects until these assetready for service.

Other expense.

Three Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Other expense $(3,237) $(1,765) $(1,466€)

Other expense primarily consists of foreign curyetnansaction gains and losses. Other expenseaisededue to realized and unrealized
losses on foreign currency transactions for theghmonths ended July 31, 2011 compared to the parital a year ago.

Benefit (provision) for Income Taxes.

Three Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Benefit (provision) for income taxes $13,44¢ $(12,88¢) $26,32¢
Effective tax rate 76% 44%

The benefit for income taxes was $13.4 milliontfee three months ended July 31, 2011, compared itcame tax provision of
$12.9 million during the same period a year ago.

Our effective tax rate for the three months endey 31, 2011 was 76 percent, which was higher tharfederal statutory rate of 35
percent. The higher tax rate was attributabledetamental foreign tax differential and non-dedliet acquisition expenses, offset by state
income taxes, Federal and California tax creditbthe tax benefit from the May 2011 acquisitiorRefdian6. The combined effect of these tax
items is large and when compared to a small nethlefore taxes resulted in the higher effectiveréde. Our effective tax rate of 44 percent for
the three months ended July 31, 2010 was higherttiefederal statutory rate of 35 percent prirgatile to state income taxes, a detrimental
foreign tax rate differential, non-deductible aditinn expenses and the unfavorable impact of aghén California tax law, which was
partially offset by California tax credits.
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Six Months Ended July 31, 2011 and 20

Revenues.
Six Months Ended
July 31, Variance
(In thousands) 2011 2010 Dollars Percent
Subscription and support $ 982,78 $719,66: $263,12( 37%
Professional services and otl 67,58 51,52: 16,06: 31%
Total revenue $1,050,36! $771,18! $279,18: 36%

Total revenues were $1.05 billion for the six mengimded July 31, 2011, compared to $771.2 milliating the same period a year ago,
an increase of $279.2 million, or 36 percent. Stipon and support revenues were $982.8 milliarQ4 percent of total revenues, for the six
months ended July 31, 2011, compared to $719.7omjlor 93 percent of total revenues, during theesperiod a year ago. The increase in
subscription and support revenues was due prim@rihew customers, upgrades and additional suliszrgpfrom existing customers and
improved renewal rates as compared to a year dgopiice per user per month for our three primdfgrimgs, Professional Edition, Enterprise
Edition and Unlimited Edition, in the six monthsdexd July 31, 2011 has remained substantially ctamiselative to prior periods. Professio
services and other revenues were $67.6 milliosjpopercent of total revenues, for the six monttdeel July 31, 2011, compared to
$51.5 million, or seven percent of total revendesthe same period a year ago. The increase iiegsimnal services and other revenues was
due primarily to the improved utilization of existi headcount, and a small benefit from the prosgeatoption of the new revenue accoun
guidance for multiple-deliverable arrangements.

Revenues in Europe and Asia Pacific accounted34B8% million, or 33 percent of total revenues,tfar six months ended July 31, 20
compared to $237.2 million, or 31 percent of toéalenues, during the same period a year ago, asaise of $106.2 million, or 45 percent. The
increase in revenues outside of the Americas wasetbult of the increasing acceptance of our seraar focus on marketing our service
internationally and improved renewal rates. Addiéitly, the value of the U.S. dollar relative todign currencies contributed to an increase in
U.S. dollar revenues outside of the Americas fergtx months ended July 31, 2011 as compared teettme period a year ago. The foreign
currency impact had the effect of increasing owragate revenues by $25.8 million compared to éineesperiod a year ago. As part of our
overall growth, we expect the percentage of ouemere generated outside of the Americas to continirecrease as a percentage of our total
revenues worldwide.

Cost of Revenues.

Six Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Subscription and suppc $164,38° $ 93,03¢ $71,34¢
Professional services and otl 59,58¢ 56,33: 3,25¢
Total cost of revenue $223,97¢ $149,37: $74,60¢
Percent of total revenu: 21% 19%

Cost of revenues was $224.0 million, or 21 peroémotal revenues, for the six months ended July2811, compared to $149.4 million,
or 19 percent of total revenues, during the samegea year ago, an increase of $74.6 million. Moeease in absolute dollars was primarily
due to an increase of $5.1 million in employeetszlacosts, an increase of $18.6 million in serdekvery costs, primarily due to our efforts in
increasing data center capacity, an increase ab38ilion in depreciation and amortization expenskL9.9 million of which related to the
amortization of acquired developed technology,randase of $13.8 million in outside
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subcontractor and other service costs, an increa®.2 million in allocated overhead and an inseeaf $1.8 million in stock-based expenses.
Gross profit margins for professional services atetr improved over the same period a year agogpilyrdue to the improved utilization of
existing headcount, a reduction in non-billabledoeaunt since July 31, 2010 and a small benefit flioenprospective adoption of the new
revenue accounting guidance for multiple-delivegadoirangements.

We intend to continue to invest additional resosiiceour enterprise cloud computing applicatiorvieerand data center capacity. The

timing of these additional expenses will affect oast of revenues, both in terms of absolute dokerd as a percentage of revenues in future
periods.

Research and Development.

Six Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Research and developmt $138,68! $83,05: $55,63:
Percent of total revenu 13% 11%

Research and development expenses were $138.@mili 13 percent of total revenues, for the sixths ended July 31, 2011,
compared to $83.1 million, or 11 percent of toealanues, during the same period a year ago, agaiserof $55.6 million. The increase in
absolute dollars was due to an increase of $351Bmin employee-related costs, an increase of$iaillion in stock-based expenses, an
increase of $5.6 million in allocated overhead andncrease of $1.6 million in test data lab coéts.increased our research and development
headcount by 56 percent since July 31, 2010 inrdadenprove and extend our service offerings aedetbp new technologies. Some of the
increase in headcount was due to acquired busmesse

Marketing and Sales.

Six Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Marketing and sale $537,47. $358,26¢ $179,20«
Percent of total revenu 52% 47%

Marketing and sales expenses were $537.5 millioB2gercent of total revenues, for the six mowrthded July 31, 2011, compared to
$358.3 million, or 47 percent of total revenuegijmy the same period a year ago, an increase &.$iillion. The increase in absolute doll
was primarily due to increases of $116.2 millioremployee-related costs, $26.4 million in stockeobsxpenses, $12.8 million in advertising,
marketing and event costs, $13.1 million in alledadverhead and the preliminary settlement of thiEd®nia wage and hour case discussed in
Note 6. Our marketing and sales headcount increagdd percent since July 31, 2010 as we hiredtiatdi sales personnel to focus on ad¢
new customers and increasing penetration withineaigting customer base. Some of the increaseaddwint was due to acquired businesses.

General and Administrative.

Six Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
General and administrative $168,78:- $117,76: $51,02:
Percent of total revenu 16% 15%

General and administrative expenses were $168IBmibr 16 percent of total revenues, for theraonths ended July 31, 2011,
compared to $117.8 million, or 15 percent of to¢galenues, during the same period a year
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ago, an increase of $51.0 million. The increase pvesarily due to an increase of $36.8 million mgoyee-related costs, an increase of $10.0
million in stock-based expenses, and increasespnettiation and amortization, infrastructure cestd professional and outside service costs.
Our general and administrative headcount increbgetD percent since July 31, 2010 as we added peesto support our growth.

Income (loss) from operations.

Six Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Income (loss) from operations $(18,55)) $62,73: $(81,287)
Percent of total revenu: (2% 8%

Loss from operations for the six months ended 3aily2011 was $18.6 million and included $102.2ionillof stock-based expenses and
$29.0 million of amortization of purchased intarigih During the same period a year ago, operatiogne was $62.7 million and included
$53.1 million of stock-based expenses and $7.6anibf amortization of purchased intangibles.

Investment income.

Six Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Investment incom $13,167 $16,61( $(3,447)
Percent of total revenu 1% 2%

Investment income consists of income on cash andatable securities balances. Investment income$&8<? million for the six montt
ended July 31, 2011 and was $16.6 million durirgghme period a year ago. The decrease was psirdaglto increased realized losses from
sales of marketable securities, the decrease ikatanle securities balances and lower interess.rate

Interest expense.

Six Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Interest expense $(7,517) $(14,24) $6,72¢
Percent of total revenu: 0% (2%

Interest expense consists primarily of interesbonNotes and capital leases. Interest expensé&waanillion, net of interest costs
capitalized, for the six months ended July 31, 28dd was $14.2 million during the same period a gyega. During the six months ended
July 31, 2011, we capitalized $7.9 million of irgst costs related to major construction proje@scisically our campus project, which began
during the fourth quarter of fiscal 2011, and oapitalized internal-use software development c&sitalized interest during the same period
a year ago was immaterial. We will continue to taljzie interest on these projects until these assetready for service.

Other expense.

Six Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Other expens $(4,03)) $(3,73¢) $ (299)
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Other expense primarily consists of foreign curyetnansaction gains and losses. Other expensesaisededue to realized and unrealized
losses on foreign currency transactions for thergixths ended July 31, 2011 compared to the sanml@eyear ago.

Benefit (provision) for Income Taxes.

Six Months Ended

July 31, Variance
(In thousands) 2011 2010 Dollars
Benefit (provision) for income taxe $13,19¢ $(24,900) $38,09¢
Effective tax rate 78% 41%

The benefit for income taxes was $13.2 milliontfoe six months ended July 31, 2011, compared fo@me tax provision of
$24.9 million during the same period a year ago.

Our effective tax rate for the six months ended 3dl, 2011 was 78 percent, which was higher tharfé¢tleral statutory tax rate of 35
percent. The higher tax rate was attributabledetamental foreign tax differential and non-dedliet acquisition expenses, offset by state
income taxes, Federal and California tax creditstae tax benefit from the May 2011 acquisitiorRaefdian6. The combined effect of these tax
items is large and when compared to a small netdefore taxes resulted in the higher effectiveréaa. Our effective tax rate of 41 percent for
the six months ended July 31, 2010 was higher tihafederal statutory rate of 35 percent primatile to state income taxes, a detrimental
foreign tax rate differential, non-deductible agitibn expenses and the unfavorable impact of agdén California tax law, which was
partially offset by California tax credits.

New Accounting Pronouncement

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 e forma disclosures are
calculated. Additionally, ASU 2010-29 enhancesdtselosure requirements and requires descriptidhehature and amount of any material,
nonrecurring pro forma adjustments directly attidtle 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 Early adoption is permitted. We do not
believe the impact of the pending adoption of AS11@29 will have a significant effect on our condated financial statements.

In June 2011, the FASB issued Accounting Standdptiate No. 2011-08Zomprehensive Income (Topic 220)—Presentation of
Comprehensive Incon{eASU 2011-05"), to require an entity to preserg total of comprehensive income, the componentgebincome, 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 stete
equity. ASU 2011-05 is effective for us in fisc@l1B3 and should be applied retrospectively. We areeatly evaluating the impact of our
pending adoption of ASU 2011-05 on our consolidditeaihcial statements.

Liquidity and Capital Resources

At July 31, 2011, our principal sources of liguyditere cash, cash equivalents and marketable siesuntaling $1.3 billion and accounts
receivable of $342.4 million.

Net cash provided by operating activities was $222illion during the six months ended July 31, 2@hd $219.3 million during the
same period a year ago. Cash provided by operatitigties has historically been affected by: theoant of net income (loss); sales of
subscriptions, support and professional servidesnges in working capital accounts, particularréases and seasonality in accounts
receivable and deferred revenue as
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described above, the timing of commission and b@aysnents, and the timing of collections from |laeggerprise customers; and add-backs of
non-cash expense items such as depreciation andizetion, amortization of debt discount and thpense associated with stock-based
awards.

Net cash used in investing activities was $242laniduring the six months ended July 31, 2011 $883.5 million during the same
period a year ago. The net cash used in investitigitees during the six months ended July 31, 2pfiftnarily related to the purchase of
Radian6 in May 2011, the purchase of Manymoon br&ary 2011, investment of cash balances, capitsrditures and strategic investments
offset by proceeds from sales and maturities oketable securities.

Net cash provided by financing activities was $48@i#lion during the six months ended July 31, 2@hH $98.5 million during the same
period a year ago. Net cash provided by financeiyiéies during the six months ended July 31, 26adsisted primarily of $74.6 million of
proceeds from the exercise of employee stock optiord $4.1 million of excess tax benefits from apk stock plans, offset by $14.1 million
of principal payments on capital leases and $16llibbmof contingent consideration payments.

In January 2010, we issued the Notes and conclyremtiered into convertible notes hedges (the “Ntgelges”) and separate warrant
transactions (the “Warrants”). The Notes will maton January 15, 2015, unless converted earlier.

For 20 trading days during the 30 consecutive hgdiays ended April 30, 2011 and July 31, 2011 conmmon stock traded at a price
exceeding 130 percent of the conversion price 6f3Bper share applicable to the Notes. Accordinghged on the terms of the Notes, the
Notes were convertible at the option of the holkepf July 31, 2011 and are convertible at thedre’ option for the quarter ending
October 31, 2011. Upon conversion of any Noteswilledeliver cash up to the principal amount of tetes and, with respect to any excess
conversion value greater than the principal amotitite Notes, shares of our common stock, cashcon@ination of both. Therefore, for the
guarter ending October 31, 2011, the Notes willaenelassified as a current liability on our constesh consolidated balance sheet.

Our cash, cash equivalents and marketable sesuaittecomprised primarily of corporate notes arljations, U.S. agency obligations,
U.S. treasury securities, mortgage backed secyritilateralized mortgage obligations, time degspsnoney market mutual funds, governn
obligations and municipal securities.

As of July 31, 2011, we have a total of $10.6 miilin letters of credit outstanding in favor ofted@n landlords for office space. To date,
no amounts have been drawn against the lettengditcwhich renew annually and mature at varicates through September 2021.

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. Additlgneve currently do not have a bank line of cretlite may in the future raise additional
funds for general corporate purposes.
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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 certain fixed assets. At July 31, 2044 fature non-cancelable minimum
payments under these commitments were as followth@usands):

Capital Operating
Leases Leases
Fiscal Period
Remaining six months of fiscal 20. $13,73¢ $ 60,72¢
Fiscal 201z 23,52: 114,50¢
Fiscal 201+« 19,07( 91,05¢
Fiscal 201¢ 32¢€ 52,39t
Fiscal 201¢ 0 47,16¢
Thereaftel 0 123,86(
Total minimum lease paymer 56,657 $489,71°
Less: amount representing inter (2,579
Present value of capital lease obligati $54,08¢

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

We also have a contractual obligation to begin taoton on the undeveloped land we purchasedsoafi2011 by September 2014. If
do not commence construction by this date we wlsbbject to certain monetary penalties due tard-farty.

We believe our existing cash, cash equivalentssandt-term marketable securities and cash provigeaberating activities will be
sufficient to meet our working capital and capé@apenditure needs over the next 12 months.

During the remaining six months of fiscal 2012, mvay enter into arrangements to acquire or invesbimplementary businesses, joint
ventures, services and technologies, and inteliégitoperty rights. While we believe we have suéfit financial resources to do so, we ma
required to seek additional equity or debt finagciadditional funds may not be available on teragofable to us or at all.
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ITEM 3. 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, Canadian dol@wiss franc, Singapore dollar, Japanese YerAastralian dollar. We seek to minimize
impact of certain foreign currency fluctuationshmdging certain balance sheet exposures with for@igrency forward contracts. Any gain or
loss from settling these contracts is offset byltiss or gain derived from the underlying balarfveet exposures. In accordance with our pc
the hedging contracts we enter into have maturitiéass than three months. Additionally, by polieye do not enter into any hedging contr:
for trading or speculative purposes.

Interest rate sensitivity

We had cash, cash equivalents and marketable Sesuataling $1.3 billion at July 31, 2011. Thim@unt was invested primarily in
money market funds, time deposits, corporate rantelsbonds, government securities and other debties with credit ratings of at least
single A or better. The cash, cash equivalentsshod-term marketable securities are held for wagldapital purposes. Our investments are
made for capital preservation purposes. We do mietr énto investments for trading or speculativeppses.

Our cash equivalents and our portfolio of marketaglcurities are subject to market risk due to glsiin interest rates. Fixed rate
securities may have their market value adversepatted due to a rise in interest rates, while iihgatate 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 reagghdue 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 July 31, 2011 could reisudt $22.6 million market value
increase or reduction of the same amount. Thisnasti is based on a sensitivity model that measuegket 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 intenagsts 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% Notes. Holders may convert their Nqiger to maturity upon the
occurrence of certain circumstances. Upon conversie would pay the holder an amount of cash efguile principal amount of the Notes.
Amounts in excess of the principal amount, if amgy be paid in cash or stock at our option. Comeurwith the issuance of the Notes, we
entered into separate note hedging transactionthanshle of warrants. These separate transaatierescompleted to reduce the potential
economic dilution from the conversion of the Notes.

For 20 trading days during the 30 consecutive tigdiays ended July 31, 2011, our common stockdratia price exceeding 130 perc
of the conversion price of $85.36 per share appléicto the Notes. Accordingly, based on the terfith@Notes, the Notes were convertible at
the option of the holder as of July 31, 2011 aredcanvertible at the holders’ option for the quaetieding October 31, 2011. Upon conversion
of any Notes, we will deliver cash up to the prpadiamount of the Notes and, with respect to amgex conversion value greater
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than the principal amount of the Notes, sharesuofcommon stock, cash or a combination of both r@toee, for the quarter ending October
2011, the Notes will remain classified as a curhiatility on our condensed consolidated balanaesh

The Notes have a fixed annual interest rate of%.@8d therefore, we do not have economic inteegstaxposure on the Notes. Howe
the value of the Notes is exposed to interestriske Generally, the fair market value of our fixiaterest rate Notes will increase as interest
rates fall and decrease as interest rates risldiion, the fair value of our Notes is affectgddur stock price. The carrying value of our N¢
was $484.1 million as of July 31, 2011. This repres the liability component of the $574.9 milliprincipal balance as of July 31, 2011. The
total estimated fair value of our Notes at July 3111 was $1.0 billion and the fair value was dateed based on the closing trading price per
$100 of the Notes as of the last day of tradingtiersecond quarter of fiscal 2012, which was $346.

We have an investment portfolio that includes syt investments in public and privately-held comipa, many of which are in the
development stage. When our ownership interestieasghan 20 percent and we do not have theyatwliéxert significant influence, we
account for investments in non-marketable equity @bt securities using the cost method of accogn®therwise, we account for the
investments using the equity method of accoun#iigluly 31, 2011, the fair value of these investtaamas $40.3 million.

ITEM4. CONTROLS AND PROCEDURES
(a) Evaluation of disclosure controls and procedure

Under the supervision and with the participatiomof management, including our principal executffecer and principal financial
officer, we conducted an evaluation of the effemtigss of the design and operation of our disclosamé&ols and procedures, as defined in
Rules 13a-15(e) and 15d-15(e) under the Exchangeadof the end of the period covered by this refibe “Evaluation Date”).

In designing and evaluating our disclosure contaold procedures, management recognizes that aglgslise 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 possibletas and procedures relative to their co

Based on management’s evaluation, our principadtiee officer and principal financial officer cdaded that our disclosure controls
and procedures are designed to, and are effectiygdvide assurance at a reasonable level thanfitvenation we are required to disclose in
reports that we file or submit under the Exchangeig\recorded, processed, summarized and repaitkuh the time periods specified in
Securities and Exchange Commission rules and faamthat such information is accumulated and comcated to our management,
including our chief executive officer and chiefdimcial officer, as appropriate, to allow timely témns regarding required disclosures.

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

Under the supervision and with the participatiomof management, including our principal executiffeeer and principal financial
officer, we conducted an evaluation of any changesir internal control over financial reportings(such term is defined in Rules 13a-15(f)
and 15d-15(f) under the Exchange Act) that occudaihg our most recently completed fiscal quamBarsed on that evaluation, our principal
executive officer and principal financial officesrcluded that there has not been any material éhengur internal control over financial
reporting during the quarter covered by this refizat materially affected, or is reasonably likedymaterially affect, our internal control over
financial reporting.
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PART Il. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

We are involved in various legal matters arisiranfrthe normal course of business activities. Thwdade claims of alleged
infringement of third-party patents and other ilgetiual property rights, commercial, employmentgevand hour, and other matters.

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 lawsuits. We evalu#itese claims and lawsuits with respect to theieipiial merits, our potential defenses and
counter claims, and the expected effect on ust€mologies may be subject to injunction if theg found to infringe the rights of a third
party. In addition, many of our subscription agreeis require us to indemnify our customers fordtarty intellectual property infringement
claims, which could increase the cost to us ofdreese ruling on 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, divert mameent attention from executing our
business plan, lead to attempts on the part of giaies to seek similar claims and, in the cdsntellectual property claims, require us to
change our technology, change our business pra@itg/or pay monetary damages or enter into sbokbng-term royalty or licensing
agreements.

The resolution of a legal matter could preventrosfoffering our service to others, could be maldn our financial condition or cash
flows, or both, or could otherwise adversely affeat 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 provisieneviewed at least quarterly and adjusted teatthe impacts of negotiations, settleme
rulings, advice of legal counsel and other infoligratind events pertaining to a particular matemhnagement’s opinion, resolution of these
matters is not expected to have a material adwensact on our condensed consolidated results afadipas, cash flows or financial position.
However, depending on the nature and timing ofsargh dispute, an unfavorable resolution of a mattetd materially affect our future rest
of operations or cash flows, or both, of a paracwuarter.

ITEM 1A. RISK FACTORS

The risks and uncertainties described below aretim@tonly 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 substartability.

Because our service is complex and we have incatpdra variety of new computer hardware and soéwadnrich is developed in-house
and acquired from third-party vendors, our servicey have errors or defects that users identify #fiey begin using it that could result in
unanticipated downtime for our subscribers and hannmreputation and our business. Internet-basedces frequently contain undetected
errors when first introduced or when new versionsrthancements are released. We have from tiniméofound defects in our service and
new errors in our existing service may be deteitetle future. In addition, our customers may useservice in unanticipated ways that may
cause a disruption in service for other customeesrgting to access their data. Since our customsgour service for important aspects of
their business, any errors, defects,
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disruptions in service or other performance prolslevith our service could hurt our reputation and/damage our customers’ businesses. If
that occurs, customers could elect not to renewgetay or withhold payment to us, we could loseifetsales or customers may make warranty
or other claims against us, which could resultrinrecrease in our provision for doubtful accouatsjncrease in collection cycles for accounts
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 thiraty data center hosting facilities located inlthiéted States and Singapore. Any damag
or failure of, our systems generally could resuliriterruptions in our service. As we continue did @ata centers and add capacity in our
existing data centers, we may move or transfedata and our customers’ data. Despite precautakentduring this process, any unsuccessful
data transfers may impair the delivery of our ssvFurther, any damage to, or failure of, ouresyst generally could result in interruptions in
our service. Interruptions in our service may redoaar revenue, cause us to issue credits or pagltjge) cause customers to terminate their
subscriptions and adversely affect our renewakrat®l our ability to attract new customers. Ouirass will also be harmed if our customers
and potential customers believe our service isliainle.

As part of our current disaster recovery arrangemenur production environment and all of our coses’ data is currently replicated in
near real-time in a facility located on the eastst@f the United States. Companies and produdsdathrough acquisition may be temporarily
served through alternate facilities. We do not marithe operation of any of these facilities, aheyt are vulnerable to damage or interruption
from earthquakes, floods, fires, power loss, tael@mmnications failures and similar events. They mlap be subject to break-ins, sabotage,
intentional acts of vandalism and similar miscortdDespite precautions taken at these facilities,dccurrence of a natural disaster or an ¢
terrorism, a decision to close the facilities withadequate notice or other unanticipated probkntisese facilities could result in lengthy
interruptions in our service. Even with the disasgeovery arrangements, our service could berimpéed.

If our security measures are breached and unauthmeil access is obtained to a customer’s data ordata or our information
technology systems, our service may be perceivatbabeing secure, customers may curtail or stofingsour service and we may incur
significant legal and financial exposure and liakiies.

Our service involves the storage and transmissi@ustomers’ proprietary information, and seculitgaches could expose us to a risk of
loss of this information, litigation and possibigdility. These security measures may be breachedrasult of third-party action, including
intentional misconduct by computer hackers, emm@ameor, malfeasance or otherwise, during trarcffelata to additional data centers or at
any time, and result in someone obtaining unautkdraccess to our customers’ data or our dataidimg our intellectual property and other
confidential business information, or our infornoatitechnology systems. Additionally, third partieay attempt to fraudulently induce
employees or customers into disclosing sensitif@mnation such as user names, passwords or otfeeniation in order to gain access to our
customers’ data or our data, including our inteéllat property and other confidential business imfation, or our information technology
systems. Because the techniques used to obtaithamaed access, or to sabotage systems, chargeefrdy and generally are not recognized
until launched against a target, we may be unabdaticipate these techniques or to implement aatequreventative measures. In addition,
customers may authorize third-party technology jaters, whose applications are available throughAppExchange directory, to access their
customer data. Because we do not control the trigsgms between our customers and third-party ApgbBrge technology providers, or the
processing of such data by third-party AppExchaeghlnology providers, we cannot ensure the complétgrity or security of such
transmissions or processing. Any security breachdc@sult in a loss of confidence in the secusitpur service, damage our reputation,
disrupt our business, lead to legal liability ardjatively impact our future sales.
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Because we recognize revenue from subscriptionsdior service over the term of the subscription, ddgwns or upturns in sales may
not be immediately reflected in our operating retsaul

We generally recognize revenue from customers lsataker the terms of their subscription agreementsch are typically 12 to 24
months, although terms can range from one to 6QmsoAs a result, most of the revenue we repogtich quarter is derived from the
recognition of deferred revenue relating to sulpicn agreements entered into during previous guarConsequently, a decline in new or
renewed subscriptions in any one quarter may nahbeediately reflected in our revenue results Fattgquarter. Such a decline, however, will
negatively affect our revenue in future quarterscéxdingly, the effect of significant downturnssales and market acceptance of our service,
and potential changes in our rate of renewals noayae fully reflected in our results of operatiamgil future periods. Our subscription model
also makes it difficult for us to rapidly increaser revenue through additional sales in any pedgdevenue from new customers must be
recognized over the applicable subscription temaddition, we may be unable to adjust our costctre to reflect the changes in revenues.

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 theisertiptions for our service after the expiratiorttodir initial subscription period, which
is typically 12 to 24 months, and in fact, sometoners have elected not to renew. In addition,cmstomers may renew for fewer
subscriptions, renew for shorter contract lengthsenew for lower cost editions of our service. ¥émnot accurately predict renewal rates,
particularly for our enterprise customers who pasgha large number of subscriptions under multigeatracts and for our small and medium
size business customers. Our renewal rates maindexl fluctuate as a result of a number of factorduding customer dissatisfaction with
our service, customers’ ability to continue thgemations and spending levels, decreases in thé&wuofl users at our customers and
deteriorating general economic conditions. If austomers do not renew their subscriptions for ewvise or reduce the number of paying
subscriptions at the time of renewal, our revenilledecline and our business will suffer.

Our future success also depends in part on outyatalsell additional features and services, msariascriptions or enhanced editions of
our service to our current customers. This may edgaire increasingly sophisticated and costlyseaféorts that are targeted at senior
management. Similarly, the rate at which our custenpurchase new or enhanced services dependswmnbeer of factors, including general
economic conditions. If our efforts to upsell ta @ustomers are not successful, our business nftgr.su

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 estinadtiesure revenue and future anticipated
rate of growth. We may not be able to adjust oensing quickly enough if the addition of new suljsoons or the renewal rate for existing
subscriptions falls short of our expectations.

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

We have been and may in the future be sued by tipiagties for various claims including alleged infigement of proprietary rights.

We are involved in various legal matters arisiranfrthe normal course of business activities. Thmdade claims of alleged
infringement of third-party patents and other ilgetiual property rights, commercial, employmentgevand hour, and other matters.
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The software and Internet industries are charas@ry the existence of a large number of patématdemarks and copyrights and by
frequent litigation based on allegations of infengent or other violations of intellectual propatights. We have received in the past and may
receive in the future communications from thirdtjger claiming that we have infringed the intelledtproperty rights of others. In addition we
have been, and may in the future be, sued by gairties for alleged infringement of their claimedgrietary rights. Our technologies may be
subject to injunction if they are found to infrintfee 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 propertfrimgement 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 latsuand the disposition of such claims
and lawsuits, could be timesnsuming and expensive to resolve, divert manageattention from executing our business plan, teaattempt:
on the part of other parties to pursue similamataand, in the case of intellectual property clairaguire us to change our technology, change
our business practices and/or pay monetary danwga#er into short- or long-term royalty or licergsagreements.

Any adverse determination related to intellectualpgrty claims or other litigation could preventfu@m offering our service to others,
could be material to our financial condition orltdl®ws, or both, or could otherwise adversely efffieur operating results. In addition,
depending on the nature and timing of any suchutiisga resolution of a legal matter could mateyiaffect our future results of operation or
cash flows or both of a particular quarter.

In addition, our exposure to risks associated wéttious claims, including the use of intellectuadgerty, may be increased as a result of
acquisitions. For example, we may have a lowerllekgisibility into the development process wittspect to intellectual property or the care
taken to safeguard against infringement risks diditéon, third parties may make infringement andikir or related claims after we have
acquired technology that had not been assertedtprimur acquisition.

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

Our quarterly operating results are likely to fluete. For example, our fourth quarter has histtlyiteen our strongest quarter for new
business and renewals. The year-over-year compogimdiect of this seasonality in billing pattermglaverall new business and renewal
activity causes the value of invoices that we gateein the fourth quarter to continually increas@rioportion to our billings in the other three
quarters of our fiscal year.

Additionally, some of the important factors thatynzause our revenues, operating results and oasis tb fluctuate from quarter to

quarter include:

» our ability to retain and increase sales to existinstomers, attract new customers and satisfguatomer’ requirements

» the renewal rates for our servit

« the amount and timing of operating costs and chgienditures related to the operations and exparmg our busines:

» the number of new employees add

» changes in our pricing policies whether initiatgous or as a result of intense competiti

» 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
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* new product and service introductions by our cormqrst
» our success in selling our service to large eniszp)

» variations in the revenue mix of editions of ounviee;

» technical difficulties or interruptions in our sars;

» expenses related to developing our new global heatkers and increasing our data center capaciteapanding our data centers
domestically and internationall

» 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 tharftial markets have and may continue to impact#hee of and access to ¢
investment portfolio

» changes in the effective tax rat

» general economic conditions that may adverselyca#fgher our customers’ ability or willingnessporchase additional
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 an our consulting servici

» changes in deferred revenue balances due to teersdanature of our customer invoicing, changahénaverage duration of o
invoices, rate of renewals and the rate of newrass growth

* regulatory compliance cosl

» the timing of customer payments and payment defdoyltcustomers

» costs associated with acquisitions of companiegeetthologies

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

» conversion of the Notes at the election of the Ntielers;

» the impact of new accounting pronouncements;

» the timing of stock awards to employees and tregedladverse financial statement impact of hawinexpense 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 ecgations of securities analysts and investors tlaadnarket price of our common
stock could decline. If one or more of the secesitinalysts who cover us change their recommemdagarding our stock adversely, the
market price of our common stock could decline. dbwer, our stock price may be based on expectatimtisnates or forecasts of our future
performance that may be unrealistic or that maybeatnet. Further, our stock price may be affectefifancial media, including television,
radio and press reports and blogs.

Weakened global economic conditions may adverséflgch our industry, business and results of operts.

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 andcatiwercertainty with respect to the economy. Thasaditions affect the rate of information
technology spending and could adversely affectcostomers’ ability or willingness to purchase ontegprise cloud computing services, delay
prospective customers’ purchasing decisions, rethegalue or duration of their subscription coatsaor affect renewal rates, all of which
could adversely affect our operating results.

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, intellectual propediits, and we expect that we will continue to makehsnvestments and acquisitions in the
future. Acquisitions and investments involve nunuarasks, including:

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

» difficulties in and the cost of integrating opeoai$, 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 haeegér market position:
» potential writ--offs of acquired assets or investments, and paiimiancial 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 quality standarc
consistent with our bran

» potential unknown liabilities associated with thejaired businesse
e 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 intangib
assets, fixed assets and deferred compensatiotharmakss of acquired deferred reven

» delays in customer purchases due to uncertairdgyectto any acquisitiol

» the need to implement controls, procedures andipsleppropriate for a public company at compathiasprior to the acquisitio
lacked such controls, procedures and polic

» challenges caused by distance, language and dudiffexences; an
» the tax effects of any such acquisitio
In addition, if we finance acquisitions by issuieqguity or convertible debt securities, our existigckholders may be diluted which

could affect the market price of our common stdakther, if we fail to properly evaluate and execatquisitions or investments, our business
and prospects may be seriously harmed and the vélymur investment may decline.

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

We rely on computer hardware purchased or leasgd@ftware licensed from third parties in ordeotfer our service, including
database software from Oracle Corporation. Thidware and software may not continue
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to be available at reasonable prices or on comiéreeasonable terms, or at all. Any loss of tightrto use any of this hardware or software
could significantly increase our expenses and afiserresult in delays in the provisioning of oungee until equivalent technology is either
developed by us, or, if available, is identifiebtained and integrated. Any errors or defects imitparty hardware or software could result in
errors or a failure of our service which could hayam business.

If the market for our technology delivery model arhterprise cloud computing services develops medosvly than we expect, our
business could be harmed.

The market for enterprise cloud computing applaaservices is not as mature as the market forgugeekenterprise software, and it is
uncertain whether these services will achieve aistai high levels of demand and market acceptadgesuccess will depend to a substantial
extent on the willingness of enterprises, large smdll, to increase their use of enterprise cloudpmuting application services in general, and
for CRM in particular. Many enterprises have ineessubstantial personnel and financial resourc@gdgrate traditional enterprise software
into their businesses, and therefore may be rettictaunwilling to migrate to an enterprise clowdputing application service. Furthermore,
some enterprises may be reluctant or unwillingse enterprise cloud computing application seniimezause they have concerns regarding the
risks associated with security capabilities, amotiger things, of the technology delivery model agsed with these services. If enterprises do
not perceive the benefits of enterprise cloud cainguapplication services, then the market for ¢hesrvices may not develop at all, or it may
develop more slowly than we expect, either of whichuld significantly adversely affect our operatiggults. In addition, we may make errors
in predicting and reacting to relevant businessdse which could harm our business. Our successdaisends on the willingness of third-party
developers to build applications that are complaargrto our service. Without the development okthapplications, both current and potel
customers may not find our service sufficientlyaadtive. In addition, for those customers who artiteoa third-party technology partner access
to their data, we do not warrant the functional@gcurity and integrity of the data transmissiopmcessing. Despite contract provisions to
protect us, customers may look to us to supportveardant the third-party applications, which maypese us to potential claims, liabilities and
obligations for applications we did not developsel.

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 CRM business applicatamsdevelopment platforms is highly competitiagidly evolving and fragmented,
and subject to changing technology, shifting custorreeds and frequent introductions of hew prodamstsservices. We compete primarily
with vendors of packaged CRM software and comparfiesing on-demand CRM applications. We also compégth internally 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

* enterprise software application service provid

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

Many of our current and potential competitors ergapstantial competitive advantages, such as greatee recognition, longer
operating histories and larger marketing budgetsyell as substantially greater financial, techinécal other resources. In addition, many of
our current and potential competitors have estabtisnarketing relationships and access to larggomer bases, and have major distribution
agreements with consultants, system integratorsesellers.
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As a result, our competitors may be able to respoack quickly and effectively than we can to neveloanging opportunities,
technologies, standards or customer requiremeuntthérmore, because of these advantages, evenskouice is more effective than the
products that our competitors offer, potential oostrs might accept competitive products and sesvitéeu of purchasing our service. For all
of these reasons, we may not be able to competessfolly against our current and future competitor

Our efforts to expand our service beyond the CRMrket 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 platfosmélatively new and it is uncertain
whether our efforts will ever result in significarevenue for us. Further, the introduction of newikes beyond the CRM market may not be
successful, and early stage interest and adoptisnah new services may not result in long terncess 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 enhancetad¢o and new features for our existing serviceew services that keep pace with
rapid technological developments, our businessheilharmed. The success of enhancements, newesaind 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, becausesauvice is designed to operate on a variety oot hardware and software platforms
using a standard browser, we will need to contisiyomodify and enhance our service to keep pade efitnges in Internet-related hardware,
software, communication, browser and database tdohies. We may not be successful in either dewetpthese modifications and
enhancements or in timely bringing them to markatthermore, uncertainties about the timing andneadf new network platforms or
technologies, or modifications to existing platferor technologies, could increase our researctdanelopment or service delivery expenses.
Any failure of our service to operate effectivelitiwfuture network platforms and technologies cawlduce the demand for our service, result
in customer dissatisfaction and harm our business.

Supporting our existing and growing customer bassutd strain our personnel resources and infrastruce, and if we are unable to
scale our operations and increase productivity, may 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 aptite that additional investments in our infrastiuetand research and development spending
will be required to scale our operations and insegaroductivity, to address the needs of our custento further develop and enhance our
service, and to expand into new geographic areas.

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 newasregs as needed. To manage the exp:
domestic and international growth of our operatiand personnel, we will need to continue to improueoperational, financial and
management controls and our reporting systems araégures. The additional investments we are makitigncrease our cost base, which
will make it more difficult for us to offset anytiure revenue shortfalls by reducing expenses irstiogt term. If we fail to successfully scale
our operations and increase productivity, we wéllunable to execute our business plan.
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As more of our sales efforts are targeted at largagterprise customers, our sales cycle may becorogertime-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 largeéemmise customers, we will face greater costggjéorsales 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 proviéatgr levels of education regarding the use andfligf 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 professionalkssrvgsources to individual customers, driving egtsand 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 thesndces to our customers. If a customer is not
satisfied with the quality of work performed by arsa third party or with the type of services olusions delivered, then we could incur
additional costs to address the situation, theiatafity of that work might be impaired, and thestomer’s dissatisfaction with our services
could damage our ability to obtain additional wéndm that customer. In addition, negative publici®yated to our customer relationships,
regardless of its accuracy, may further damageosiness by affecting our ability to compete fowrisiness with current and prospective
customers.

Periodic changes of our sales organization can bsrdptive and may negatively impact our revenues.

We periodically change and make adjustments taal@s organization in response to market opporasnicompetitive threats,
management changes, product introductions or eenaertts, acquisitions, sales performance, incréasedes headcount, cost levels, and
other internal and external considerations. Inpagt, these changes sometimes resulted in a tempaci of focus and reduced productivity;
these effects could recur in connection with anyriel sales changes we might undertake and ouofaéyenue growth could be negatively
affected. In addition, any significant change te thay we structure our compensation of our salgarézation may be disruptive and may
affect our revenue growth.

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

If we fail to protect our intellectual property hitg adequately, our competitors might gain acaessit technology, and our business
might be harmed. In addition, defending our intlal property rights might entail significant exge. Any of our trademarks or other
intellectual property rights may be challenged thees or invalidated through administrative proaasktigation. 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 partiestifemmore, legal standards relating to the validityforceability 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 lafsome foreign countries may not be as proteafviatellectual property rights as those in
the U.S., and mechanisms for enforcement of indelbd 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 might be required to spend significant resoutaagaonitor and protect our intellectual propeights. 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.

If we fail to develop our brands, our business msuffer.

We believe that developing and maintaining awarewnéshe salesforce.com brand and our other brisnti#tical to achieving widespre
acceptance of our existing and future servicessad important element in attracting new customerthe past, our efforts to build our bra
have involved significant expense. Brand promo#otivities may not yield increased revenue, andhéfithey do, any increased revenue may
not offset the expenses we incurred in buildinglands. If we fail to successfully promote andmtain our brands, or incur substantial
expenses in an unsuccessful attempt to promotenanttain our brands, we may fail to attract enongtv customers or retain our existing
customers to the extent necessary to realize eiguff return on our brand-building efforts, and business could suffer.

We may not realize the anticipated benefits in ceetion with our purchase of undeveloped land in SBrancisco where we plan to
develop our global headquarters. If we do not realithese benefits, our financial performance wi# Inegatively impacted.

In November 2010, we purchased approximately 1dsagf undeveloped real estate in San Franciscdp@ad, including entitlements
and improvements associated with the land, whiclphae to develop into our global headquarters. Vg not realize the anticipated benefits
with respect to the purchase and future developwiesiich real estate. We have devoted significapital resources to the purchase, and we
will be required to devote substantial additiorelaurces in the future to building our global hegdters on such land, which may impact our
liquidity and financial flexibility. We may not ba&ble to obtain financing for development projecidavorable terms, or at all, or complete
construction on schedule or within budget. Any dalalack of available financing could result ircieased construction costs and debt costs tc
fund such construction and development. In additiam development efforts will otherwise be subjectarious operational risks. We may not
be able to obtain, or may experience delays inioioig, all necessary zoning, lane, building, occupancy and other governmentahpgeranc
authorizations. The construction costs and totastment amounts may exceed any estimates thainweifiate, and projects may not be
completed, or delivered as planned. Finally, retdte assets are not as liquid as certain othestgpassets. In the event that we have a future
need to sell this property, we may not be ablestsa@on favorable terms or at all.

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

Because we sell our service throughout the worldave subject to risks and challenges that we watllerwise not face if we conducted
our business only in the United States. For exansgles in Europe and Asia Pacific together reprteseapproximately 30 percent of our total
revenues for the year ended January 31, 2011, aridtend to continue to expand our internationkdssafforts. The risks and challenges
associated with sales to customers outside theetd Sitates include:

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

« compliance with multiple, conflicting and changiggvernmental laws and regulations, including emmiegt, tax, privacy and data
protection laws and regulatior

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

» regional data privacy laws that apply to the traission of our custome’ data across international borde
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» 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;
* regional economic conditions; a

» regional political conditions

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.

From time to time, we may become defendants in lggaceedings about which we are unable to assassexposure and which could
become significant liabilities upon judgment.

We may become defendants in legal proceedings fimmmto time. Companies in our industry have baéjext to claims related to
patent infringement and product liability, as wasl contract and employment-related claims. We nodp@ able to accurately assess the risk
related to these suits, and we may be unable woratety assess our level of exposure.

Privacy concerns and laws, evolving regulation bktinternet and other domestic or foreign regulatis may reduce the effectiveness
of our solution and adversely affect our business.

As Internet commerce continues to evolve, incrgasigulation by federal, state or foreign agenbesomes more likely. For example,
we believe increased regulation is likely in theaaof data privacy, and laws and regulations apgl{o the solicitation, collection, processing
or use of personal or consumer information couldcafour customers’ ability to use and share dadtentially reducing demand for CRM
solutions and restricting our ability to store, gges and share data with our customers.

Our customers can use our service to store coatatother personal or identifying information rejag their customers and contacts.
Federal, state and foreign government bodies aedcies have adopted or are considering adopting daa regulations regarding the
collection, use and disclosure of personal infofomabbtained from consumers and individuals. Thesof compliance with, and other
burdens imposed by, such laws and regulationsatiesapplicable to the businesses of our customayslimit the use and adoption of our
service and reduce overall demand for it, or leesignificant fines, penalties or liabilities fanyanoncompliance with such privacy laws.
Furthermore, privacy concerns may cause our cusgimestomers to resist providing the personal datessary to allow our customers to |
our service effectively. Even the perception ofiady concerns, whether or not valid, may inhibirkefaadoption of our service in certain
industries.

For example, in the United States regulations siscthe Gramm-Leach-Bliley Act, which protects aestricts the use of consumer credit
and financial information, and the Health InsuraRoetability and Accountability Act of 1996, whicagulates the use and disclosure of
personal health information, impose significantuiegments and obligations on businesses that nfegtahe use and adoption of our service.
The European Union has also adopted a data pridiaegtive that requires member states to impodeicgsns on the collection and use of
personal data that, in some respects, are mongstri, and impose more significant burdens on stibjgsinesses, than current privacy
standards in the United States.
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All of these domestic and international legislatared regulatory initiatives may adversely affeat customers’ ability to collect and/or
use demographic and personal information from thestomers, which could reduce demand for our seriany other jurisdictions have
similar stringent privacy laws and regulations.

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

We may lose key members of our management teamdewtlopment and operations personnel, or may behledo attract and retain
employees we need to support our operations andviino

Our success depends substantially upon the contiservices of our executive officers and other ikembers of management,
particularly our Chief Executive Officer. From tin@time, there may be changes in our executiveag@ment team resulting from the hiring
or departure of executives. Such changes in ouwutixe management team may be disruptive to ouinbas. We are also substantially
dependent on the continued service of our exigtenglopment 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, therefore, they could terminate #maployment with us at any time. The loss of onmore of our key employees or groups
could seriously harm our business.

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 ekexsiand operations personnel. We may
not be successful in attracting and retaining djedlipersonnel. We have from time to time expereh@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, ourrmss and future growth prospects could be sevhegined.

Unanticipated changes in our effective tax rate ddwadversely affect our future results.

We are subject to income taxes in the United Statelsvarious foreign jurisdictions, and our doneatid international tax liabilities are
subject to the allocation of expenses in diffefungsdictions.

Our effective tax rate could be adversely affed¢tg@hanges in the mix of earnings and losses imtrigs with differing statutory tax
rates, certain non-deductible expenses as a @fsatijuisitions, the calculation of deferred tagets and liabilities and changes in federal, state
or international tax laws and accounting principlesreases in our effective tax rate could maligratfect our net results.

In addition, we are subject to income tax auditsi@any tax jurisdictions throughout the world. Altlgh we believe our income tax
liabilities are reasonably estimated and accoufaeth accordance with applicable laws and priregplan adverse resolution of one or more
uncertain tax positions in any period could haveaterial impact on the results of operations fat fheriod.

Natural disasters and other events beyond our cohtrould 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 negativetaifeus. Our business operations are subjecteoription by natural disasters, fire, power
shortages, pandemics and other events beyond otrotAlthough we maintain crisis management aisdster response plans, such events
could make it difficult or impossible for us to de&r our services to our customers, and could daserelemand for our services. The majority of
our research and development activities, corpdredelquarters, information technology systems, dimer @ritical business operations, are
located near major seismic faults in the San
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Francisco Bay Area. Because we do not carry eaaftejinsurance for direct quake-related lossessmificant recovery time could be
required to resume operations, our financial céoliand operating results could be materially ageigraffected in the event of a major
earthquake or catastrophic event.

Risks Relating to Ownership of Our Common Stock anaur Convertible Senior Notes due 2015
The market price of our common stock is likely te kolatile and could subject us to litigation.

The trading prices of the securities of technologgnpanies have been highly volatile. Accordinghg market price of our common st
has been and is likely to continue to be subjeetitte fluctuations. Factors affecting the markétgiof our common stock include:

* variations in our operating results, earnings pere, cash flows from operating activities, defémevenue, and other financial
metrics and nc-financial metrics, and how those results compai@ntdyst expectation

» forward looking guidance to industry and finan@ahlysts related to future revenue and earningshzee:

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

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

* announcements of technological innovations, newices or service enhancements, strategic alliaocsgnificant agreements by
us or by our competitor:

* announcements by us or by our competitors of mergeother strategic acquisitions, or rumors ohstiansactions involving us or
our competitors

* announcements of customer additions and customeeltations or delays in customer purcha

* recruitment or departure of key personi

» disruptions in our service due to computer hardwsoéware or network problem

» 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

» the issuance of shares of common stock by us, whatlrconnection with an acquisition, a capitasirag transaction or upon
conversion of some or all of our outstanding $5™ilfion of 0.75% convertible senior notes due Jayul5, 2015 (the “Notes”);
and

* 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 haveenethe subject of securities class action
litigation. If we are the subject of such litigatidt could result in substantial costs and a diiar of management’s attention and resources.
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Provisions in our amended and restated certificateincorporation and bylaws, Delaware law and ountstanding Notes might
discourage, delay or prevent a change of controbair company or changes in our management and, tfere, depress the market price of
our common stock.

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

» establish a classified board of directors so tleatali 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

e require supe-majority voting to amend some provisions in our adedl and restated certificate of incorporation layldws;

» authorize the issuance of “blank check” prefertedisthat our board could use to implement a stolddr rights plan (also known
as a“poison pil”);

» eliminate the ability of our stockholders to cadesial meetings of stockholde

» prohibit stockholder action by written consent, ghhirequires all stockholder actions to be takesnmeeting of our stockholdel

» provide that the board of directors is expressthatized to make, alter or repeal our bylaws;

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

In addition, Section 203 of the Delaware Generap@mtion Law may discourage, delay or preventangke in control of our company.
Section 203 imposes certain restrictions on meilgesiness combinations and other transactions leetwse 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 tbeuorence of a fundamental change, and the prowgsiequiring an increase to the conversion
rate for conversions in connection with a make-wHahdamental change may in certain circumstanekss/ ar prevent a takeover of us and
the removal of incumbent management that mightratise be beneficial to investors.

Our debt service obligations may adversely affegt inancial condition and cash flows from operatits.

As a result of our sale of the Notes in Januan020d have a higher level of debt compared to higstbperiods. Our maintenance of this
indebtedness could have important consequencesd®Eca

» it may impair our ability to obtain additional finaing in the future

* anincreased portion of our cash flows from operatimay have to be dedicated towards repayingrtheijpal in 2015 or earlier if
necessary; an

* it may make us more vulnerable to downturns inbusginess, our industry or the economy in gen

Our ability to meet our expenses and debt obligatieill depend on our future performance, whicH bd affected by financial, busine:
economic, regulatory and other factors. We will betable to control many of these factors, suckcasomic conditions and governmental
regulations. Our operations may not generate sefficash to enable us to service our debt. Ifaildd make a payment on our debt, we could
be in default on such debt.
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The trading price of the Notes may be significantiffected by the market price of our common stoaltjich may be volatile, the
general level of interest rates and our credit gitgl

Because the Notes are convertible into cash equhbktprincipal amount of the Notes, and at oucteda, cash and/or shares of the
Company’s common stock for any amounts in excesseoprincipal amounts, the market price of our mam stock may significantly affect
the trading price of the Notes. Se&lfe market price of our common stock is likelyaosblatile and could subject us to litigatidmabove.

In addition, the general level of interest rated aar credit quality may significantly affect thading price of the Notes.

We also cannot predict whether interest ratesrigdl or fall. During the term of the Notes, inténeges will be influenced by a number of
factors, most of which are beyond our control. Hegreif interest rates increase, the option valiga® Notes’ convertibility feature will
increase, but the yield of the Notes will decreasel if interest rates decrease, the option valtieeoNotes’convertibility feature will decreas
but the yield of the notes will increase.

In addition, our credit quality may vary substaltfiguring the term of the Notes and will be infheed by a number of factors, including
variations in our cash flows and the amount of iddness we have outstanding. Any decrease inredit quality could negatively impact the
trading price of the Notes.

The convertible note hedge and warrant transactianay affect the trading price of the Notes and timarket price of our common
stock.

We entered into privately negotiated convertibleerteedge transactions with the hedge counterpaniesurrently with the issuance of
the Notes. We also entered into privately negdliatarrant transactions with the hedge countergarliaken together, the convertible note
hedge transactions and the warrant transactionsxgexted, but not guaranteed, to reduce the palteliitition with respect to our common
stock upon conversion of the Notes.

As the hedge counterparties and their respectfilatds modify their hedge positions from timetime by entering into or unwinding
various over-the-counter derivative transaction wéspect to our common stock, and/or by purclgasirselling shares of our common stock
or the Notes in privately negotiated transactiomd/@r open market transactions, their activitiesld@dversely affect the market price of our
common stock and the trading price of the Notes.

In addition, the hedge counterparties are finaringtltutions or affiliates of financial institutig, and we will be subject to the risk that
these hedge counterparties may default under tineectible note hedge transactions.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

As previously disclosed, the Company issued 436sh@res of Company common stock to former stocldreldf Radian6, in a private
transaction exempt from the registration requiraimefthe Securities Act pursuant to Section 4&gulation D and /or Regulation S under
the Securities Act.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
Not applicable.

ITEM 4. REMOVED AND RESERVED
Not applicable.

ITEM5. OTHER INFORMATION

None.

ITEM 6. EXHIBITS

Exhibits

The Exhibits listed below are filed as part of the@m 10-Q

Exhibit 3.1(1)
Exhibit 3.2(2)
Exhibit 31.1

Exhibit 31.2
Exhibit 32.1

Exhibit 101.INS(3)
Exhibit 101.SCH(3
Exhibit 101.CAL(3)
Exhibit 101.DEF(3]
Exhibit 101.LAB(3)
Exhibit 101.PRE(3

Amended and Restated Certificate of Incorporatio8adesforce.com, In
Amended and Restated Bylaws of salesforce.com

Certification of Chief Executive Officer pursuantExchange Act Rule 13a-14(a) or 15(d)-14(a), aptat
pursuant to Section 302 of the Sarb-Oxley Act of 200z

Certification of Chief Financial Officer pursuat Exchange Act Rule 1-14(a) or 15(c-14(a), as adopte
pursuant to Section 302 of the Sarbi-Oxley Act of 200z

Certification of Chief Executive Officer and Chigifnancial Officer pursuant to 18 U.S.C. Section(,3%s
adopted pursuant to Section 906 of the Sart-Oxley Act of 200z

XBRL Instance Documer

XBRL Taxonomy Extension Schema Docum

XBRL Taxonomy Extension Calculation Linkbase Docuntr
XBRL Taxonomy Extension Definition Linkbase Docunh
XBRL Taxonomy Extension Label Linkbase Docum

XBRL Taxonomy Extension Presentation Linkbase Doent

(1) Incorporated by reference from the Com(’s registration statement on Fori-1 (No. 33:-111289), Amendment No. 3, as filed with
Securities and Exchange Commission on April 2042

(2) Incorporated by reference from the Comg’s Form K as filed with the Securities and Exchange Comimissn January 14, 201

(3) The financial information contained in these XBRhcdments is unaudited and these are not the dffiaiglicly filed financial statemen
of salesforce.com, inc. The purpose of submittiresé XBRL documents is to test the related formdttachnology, and, as a result,
investors should continue to rely on the officitdd version of the furnished documents and ngt oal this information in making
investment decisions. In accordance with Rule 40Regulation S-T, the information in these exhilsitall not be deemed to be “filed”
for purposes of Section 18 of the Exchange Acttberwise subject to the liability of that sectiamd shall not be incorporated by
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 sulagf

70



Table of Contents

SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdréport to be signed on its behalf
the undersigned thereunto duly authorized.

Dated: September 6, 2011
salesforce.com, inc

/s/ Graham Smith
Graham Smith
Chief Financial Officer
(Principal Financial Officer and Duly Authorized Officer)
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Exhibit 31.1
CERTIFICATION

I, Marc Benioff, certify that:

1.
2.

| have reviewed this report on Form-Q 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@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

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 that has materiallycéf@, or is reasonably likely to materially affebte registrans internal control ove
financial reporting; an

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 controls over financial reportir

Date: September 6, 2011

/s/  Marc Benioff

Marc Benioff
Chairman of the Board of Directors and Chief Execuive Officer




Exhibit 31.2
CERTIFICATION

I, Graham Smith, certify that:

1.
2.

| have reviewed this report on Form-Q of salesforce.com, inc

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contemid procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procedaresused such disclosure controls and procedotes designed under our
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 financial réjpgr; or caused such internal control over finahetporting to be designed unc
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite 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 preséntais 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 tegit’s internal control over financial reportifgat occurred during the registrant’s
most recent fiscal quarter that has materiallycéfe, or is reasonably likely to materially affette registrans internal control ove
financial reporting; an

The registrar's other certifying officer and | have disclosedsdmhon our most recent evaluation of internal @miver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@yspersons 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 involveamagement or other employees who have a significémin the registra’s
internal controls over financial reportir

Date: September 6, 2011

/s/  Graham 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 putrsogection 906 of the Sarbar@gley
Act of 2002, that the Quarterly Report of saleséatom, inc. on Form 10-Q for the period ended 3aly2011 fully complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and that informationtagmed in such Form 1Q-fairly presents
in all material respects, the financial conditiodaesults of operations of salesforce.com, inc.

/s/  Marc Benioff
Marc Benioff
Chairman of the Board of Directors and Chief Execuive Officer

Based on my knowledge, I, Graham Smith, certifyspant to 18 U.S.C. Section 1350, as adopted porso&ection 906 of the Sarbanes-
Oxley Act of 2002, that the Quarterly Report ofesdibrce.com, inc. on Form 10-Q for the period entldg 31, 2011 fully complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and that informationtagmed in such Form 1Q-fairly presents
in all material respects, the financial conditiordaesults of operations of salesforce.com, inc.

/s/ Graham Smith

Graham Smith
Chief Financial Officer




