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Act. Yes © No x

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
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herein, and will not be contained, to the best of Registrant s knowledge, in definitive proxy or information statements
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Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer

Non-accelerated filer = (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No x

Based on the closing price of the Registrant s Common Stock on the last business day of the Registrant s most recently
completed second fiscal quarter, which was July 31, 2013, the aggregate market value of its shares (based on a closing
price of $68.29 per share) held by non-affiliates was approximately $4.5 billion. Shares of the Registrant s Common
Stock held by each executive officer and director and by each entity or person that owned 5 percent or more of the
Registrant s outstanding Common Stock were excluded in that such persons may be deemed to be affiliates. This
determination of affiliate status is not necessarily a conclusive determination for other purposes. As of February 28,
2014, there were approximately 184 million shares of the Registrant s Common Stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Information required in response to Part III of Form 10-K (Items 10, 11, 12, 13 and 14) is hereby incorporated by
reference to portions of the Registrant s Proxy Statement for the Annual Meeting of Stockholders to be held in 2014.
The Proxy Statement will be filed by the Registrant with the Securities and Exchange Commission no later than 120
days after the end of the registrant s fiscal year ended January 31, 2014.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements. All statements contained in this report other than statements of
historical fact, including statements regarding our future results of operations and financial position, our business
strategy and plans, and our objectives for future operations, are forward-looking statements. The words believe,

may, will, estimate, continue, anticipate, intend, expect, seek , and similar expressions are
intended to identify forward-looking statements. We have based these forward-looking statements largely on our
current expectations and projections about future events and trends that we believe may affect our financial condition,
results of operations, business strategy, short-term and long-term business operations and objectives, and financial
needs. These forward-looking statements are subject to a number of risks, uncertainties and assumptions, including
those described in the Risk Factors section. Moreover, we operate in a very competitive and rapidly changing
environment. New risks emerge from time to time. It is not possible for our management to predict all risks, nor can
we assess the impact of all factors on our business or the extent to which any factor, or combination of factors, may
cause actual results to differ materially from those contained in any forward-looking statements we may make. In light
of these risks, uncertainties and assumptions, the future events and trends discussed in this report may not occur and
actual results could differ materially and adversely from those anticipated or implied in the forward-looking
statements.

You should not rely upon forward-looking statements as predictions of future events. The events and circumstances
reflected in the forward-looking statements may not be achieved or occur. Although we believe that the expectations
reflected in the forward-looking statements are reasonable, we cannot guarantee future results, levels of activity,
performance, or achievements. We are under no duty to update any of these forward-looking statements after the date
of this report or to conform these statements to actual results or revised expectations.

As used in this report, the terms Workday,  Registrant, we, us, and our mean Workday, Inc. and its
subsidiaries unless the context indicates otherwise.

ITEM 1. BUSINESS
Overview

Workday is a leading provider of enterprise cloud applications for global human resources and finance. Founded in
2005, Workday delivers human capital management, financial management, and analytics applications designed for
the world s largest organizations. We achieved this leadership position through our innovative and adaptable
technology, focus on the consumer Internet experience and cloud delivery model. We believe we are the only
company to provide this complete set of unified cloud applications to enterprises.

Organizations today operate in environments that are highly complex and changing at an increasing rate. Managers
and employees must quickly synthesize vast amounts of information and react to rapid changes in global business and
regulatory environments. To be successful, they need highly functional and flexible software that enables informed
decision-making about the enterprise-wide allocation of their resources. Additionally, managers and employees expect
to interact with enterprise systems in an open, intuitive and collaborative way, including real-time access through a
wide range of mobile and computing devices. We believe that legacy, on-premise systems make those interactions
difficult, as their user interfaces are not intuitive and were not originally designed for mobility.
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Workday is leading the way in helping organizations better manage their financial and human capital resources. As
part of our applications, we have delivered embedded analytics that capture the content and context of everyday
business events, facilitating fast and informed decision-making from wherever users are working. In addition, we
provide an intuitive user experience similar to those of leading consumer Internet sites, reducing the time for training
on our applications.
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Since Workday is delivered in the cloud, it enables organizations to embrace change in their operating environments
with support for new regulatory requirements, increased performance and enhancement of the user experience that we
deliver through our rapid innovation cycle of frequent functionality-rich updates. We currently provide updates two
times per year as part of the subscription agreement and when the new update is delivered, the prior version is fully
replaced. As a result, all Workday customers are on the same version at all times. Updates are included in our
customers Workday subscription and are not subject to an additional fee. Workday customers benefit from the most
current technologies without the burden of large upgrade costs typically associated with traditional on-premise
software.

We deliver our cloud applications using an innovative technology foundation that leverages the most recent advances
in cloud computing and data management and allows us to deliver applications that are highly functional, flexible and
fast. Our customers benefit from moving beyond the limitations associated with traditional on-premise software to
highly configurable applications delivered over the Internet. Our use of a multi-tenant architecture in which customers
are on the same version of our software enables innovations to be deployed quickly. In addition, we use objects to
represent real-world entities such as employees, benefits, budgets, charts of accounts and organizations, combining
business logic and data in one place and creating actionable analytics that are part of our core transactional systems of
record. Our use of in memory data management allows rapid and efficient delivery of embedded business intelligence.
We also provide open, standards-based web-services application programming interfaces and pre-built packaged
integrations and connectors called Cloud Connect. This shift in approach substantially reduces the need for our
customers to buy and support a broad range of IT infrastructure, and significantly reduces the cost and complexity
relative to implementations and upgrades of on-premise software.

Our Applications
Workday HCM

Designed for the largest organizations in the world, Workday Human Capital Management (Workday HCM) supports
a company in organizing, staffing, paying, and developing its global workforce. This unified application includes
Global Human Resources Management (Workforce Lifecycle Management, Organization Management,
Compensation, Absence, and Employee Benefits Administration) and Global Talent Management (Goal Management,
Performance Management, Succession Planning, and Career and Development Planning). Workday HCM also
includes Project and Work Management designed to enable organizations to create and manage and track initiatives,
build project plans and utilize project breakdown structures that include phases, tasks, and milestones.

Workday Payroll

Workday Payroll is a modern payroll application designed to address the full spectrum of enterprise payroll needs in
the U.S. and Canada, and includes the control, accuracy and flexibility to support the unique needs of organizations.
Workday Payroll allows customers to group employees, manage calculation rules and pay employees according to
their organizational, policy and reporting needs. Workday Payroll is unified with Workday s other applications using
the same business process framework and core worker data including benefits, compensation, absences and other
employee records. In this unified self-service application, employees can request time off, check online pay slips and
make payment elections from the same system, using the same user interface.

Workday Financial Management

Workday Financial Management is a comprehensive, unified application built on a single, global core with a full
range of financial capabilities, relevant analytics and metrics, and fully auditable process management built to help
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manage financial processes for global organizations.
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Workday s Financial Management tools provide the core finance functions of general ledger, global accounting,
revenue management, accounts payable, employee expense management, and accounts receivable, along with tools to
help organizations manage their cash, assets, contracts, grants, expenses, procurement, and support their financial
reporting requirements. It also provides management reporting and analysis in real time without the use of complex
and expensive bolt-on data warehouses and business intelligence systems.

Workday Big Data Analytics

Unified with Workday applications for human resources and finance, Workday Big Data Analytics is an end-to-end
analytics system that equips users with insights previously seen as too difficult or time consuming to obtain. With a
simple, intuitive user interface that matches the Workday experience customers have come to expect, users can
quickly combine Workday data with non-Workday data of any source, size, or structure. To add depth to reports and
dashboards accessible on a tablet, smartphone, or desktop, customers can either augment existing analytics in
Workday or leverage pre-built analytic templates designed for the most requested HR and financial insights.

Customers

We currently have more than 600 customers, with a focus on large, global organizations. We define a customer as a
separate and distinct buying entity, such as a company, an educational or government institution, or a distinct business
unit of a large corporation, which has entered into a master subscription agreement with us to access our cloud
applications, including customers that are in the process of deploying our applications. While a single customer may
have multiple organizations, operating segments or locations, we only include the customer once for this metric. We
exclude from our customer count small- to medium-sized business customers who have contracted for our
subscription services through our reseller partner.

Our current customer base spans numerous industry categories, including technology, financial services, business
services, healthcare and life sciences, manufacturing, consumer and retail and education and government. No
individual customer represented more than 10% of our revenues in the year ended January 31, 2014.

We have built a company culture centered around our customers success and satisfaction. We have developed several
programs designed to provide customers with service options to enhance their experience with our applications. These
services include 24x7 support; a professional services ecosystem that consists of our Workday consulting teams and
system integrators that are trained on our applications; a Customer Success Management group to assist customers in
production; and an online community to facilitate collaboration among customers and with the Workday application
development teams.

Employees

As of January 31, 2014, we had more than 2,600 employees. We also engage contractors and consultants. None of our
employees are represented by a labor union. We have not experienced any work stoppages, and we consider our
relations with our employees to be very good.

Sales and Marketing

We sell substantially all of our software applications through our direct sales organization. Our direct sales team is

composed of inside sales and field sales personnel who are generally organized by geography, account size, and
application type.
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We generate customer leads, accelerate sales opportunities and build brand awareness through our marketing
programs and through our strategic relationships. Our marketing programs target finance and HR executives,
technology professionals and senior business leaders.
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As a core part of our strategy, we have developed an ecosystem of partners to both broaden and complement our
application offerings and to provide a broad array of services that lie outside of Workday s areas of focus. These
relationships include software and technology partners, consulting and implementation services providers, and
business process outsourcing (BPO) partners, and enable Workday to address a broader set of problems for our
customers while maintaining focus on executing against our strategy.

Product Development

Our ability to compete depends in large part on our continuous commitment to product development and our ability to
rapidly introduce new applications, technologies, features and functionality. Our product development organization is
responsible for the design, development, testing and certification of our applications. We focus our efforts on
developing new applications and core technologies and further enhancing the usability, functionality, reliability,
performance and flexibility of existing applications.

Product development expenses were $182.1 million, $102.7 million and $62.0 million for the years ended January 31,
2014, 2013 and 2012, respectively.

Competition

The overall market for enterprise application software is rapidly evolving and highly competitive, and subject to
changing technology, shifting customer needs and frequent introductions of new applications. We currently compete
with large, well-established, enterprise application software vendors, such as Oracle Corporation and SAP AG. These
two companies are expanding their traditional on-premise enterprise applications with cloud applications, either
through acquisition or in-house development. Oracle Corporation and SAP AG are established enterprise software
companies that have greater name recognition, larger customer bases, much longer operating histories and
significantly greater financial, technical, sales, marketing and other resources than we have and are able to provide
comprehensive business applications that are broader in scope than our current suite of applications. We also face
competition from other enterprise software vendors and from vendors of specific applications, some of which offer
cloud-based solutions. These vendors include The Ultimate Software Group, Inc., Automated Data Processing, Inc.
and Lawson Software Inc., which was acquired by an affiliate of Infor Global Solutions. We also face competition
from cloud-based vendors including: providers of applications for HCM and payroll services, such as Ceridian, Inc.;
providers of cloud-based expense management applications such as Concur Technologies, Inc.; and providers of
financial management applications such as NetSuite, Inc. We may also face competition from a variety of vendors of
cloud-based and on-premise software applications that address only a portion of one of our applications. In addition,
other cloud companies that provide services in different markets may develop solutions in our target markets, and
some potential customers may elect to develop their own internal solutions. However, the domain expertise that is
required for a successful solution in the areas of HCM, payroll and financial management may inhibit new entrants
that are unable to invest the necessary capital to accurately reflect global requirements and regulations. We expect
continued consolidation in our industry that could lead to significantly increased competition.

We believe the principal competitive factors in our market include the following:

level of customer satisfaction;

ease of deployment and use of applications;
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breadth and depth of application functionality;

total cost of ownership;

brand awareness and reputation;

modern and adaptive technology platform;

capability for customization, configurability, integration, security, scalability and reliability of applications;
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ability to innovate and respond to customer needs rapidly;

domain expertise on HR, payroll and financial regulations;

size of customer base and level of user adoption;

customer confidence in financial stability and future viability; and

ability to integrate with legacy enterprise infrastructures and third-party applications.
We believe that we compete favorably on the basis of these factors. Our ability to remain competitive will largely
depend on our ongoing performance in the areas of application development and customer support.

Intellectual Property

We rely on a combination of trade secrets, patents, copyrights and trademarks, as well as contractual protections, to
establish and protect our intellectual property rights. We require our employees, contractors, consultants and other
third parties to enter into confidentiality and proprietary rights agreements and control access to software,
documentation and other proprietary information. Although we rely on intellectual property rights, including trade
secrets, patents, copyrights and trademarks, as well as contractual protections to establish and protect our proprietary
rights, we believe that factors such as the technological and creative skills of our personnel, creation of new modules,
features and functionality, and frequent enhancements to our applications are more essential to establishing and
maintaining our technology leadership position.

Despite our efforts to protect our proprietary technology and our intellectual property rights, unauthorized parties may
attempt to copy or obtain and use our technology to develop applications with the same functionality as our
application. Policing unauthorized use of our technology and intellectual property rights is difficult.

We expect that software and other applications in our industry may be subject to third-party infringement claims as
the number of competitors grows and the functionality of applications in different industry segments overlaps. Any of
these third parties might make a claim of infringement against us at any time.

Corporate Information

We were incorporated in March 2005 in Nevada, and in June 2012 we reincorporated in Delaware. We are organized
and operate in one reporting segment. Our principal executive offices are located at 6230 Stoneridge Mall Road,
Pleasanton, California 94588, and our telephone number is (877) WORKDAY. Our website address is
www.workday.com. The information on, or that can be accessed through, our website is not part of this report.
Workday is our registered trademark in the United States, the European Community and Canada, and the Workday
logo, Workday Object Management Server and all of our product names are our trademarks. Other trademarks, service
marks, or trade names appearing in this report are the property of their respective owners.

Available Information
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We file annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy and
information statements and amendments to reports filed or furnished pursuant to Sections 13(a), 14 and 15(d) of the
Securities Exchange Act of 1934, as amended. The public may obtain these filings at the Securities and Exchange
Commission (SEC) s Public Reference Room at 100 F Street, NE, Washington, DC 20549 or by calling the SEC at
1-800-SEC-0330. The SEC also maintains a website at http://www.sec.gov that contains reports, proxy and
information statements and other information regarding Workday and other companies that file materials with the

SEC electronically. Copies of Workday s reports on Form 10-K, Forms 10-Q and Forms 8-K, may be obtained, free of
charge, electronically through our internet website,
http://www.workday.com/company/investor_relations/sec_filings.php.
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ITEM 1A. RISK FACTORS

Investing in our securities involves a high degree of risk. You should consider carefully the risks and uncertainties
described below, together with all of the other information in this report, including the consolidated financial
statements and the related notes included elsewhere in this report, before making an investment decision. The risks
and uncertainties described below are not the only ones we face. Additional risks and uncertainties that we are
unaware of, or that we currently believe are not material, may also become important factors that materially and
adversely affect our business. If any of the following risks actually occurs, our business operations, financial
condition, results of operations, and prospects could be materially and adversely affected. The market price of our
securities could decline due to the materialization of these or any other risks, and you could lose part or all of your
investment.

Risk Factors Related to Our Business

If our security measures are breached or unauthorized access to customer data is otherwise obtained, our
applications may be perceived as not being secure, customers may reduce the use of or stop using our applications
and we may incur significant liabilities.

Our applications involve the storage and transmission of our customers proprietary information, including personal or
identifying information regarding their employees, customers and suppliers, as well as their finance and payroll data.
As a result, unauthorized or excessive access or security breaches could result in the loss of information, litigation,
indemnity obligations and other liabilities. While we have security measures in place to protect customer information
and prevent data loss and other security breaches, if these measures are breached as a result of third-party action,
employee error, malfeasance or otherwise, and someone obtains unauthorized access to our customers data, our
reputation could be damaged, our business may suffer and we could incur significant liabilities. Because the
techniques used to obtain unauthorized access or sabotage systems change frequently and generally are not identified
until they are launched against a target, we may be unable to anticipate these techniques or to implement adequate
preventative measures. Any or all of these issues could negatively affect our ability to attract new customers, cause
existing customers to elect to terminate or not renew their subscriptions, result in reputational damage, cause us to
issue credits or refunds to our customers, or result in lawsuits, regulatory fines or other action or liabilities, which
could adversely affect our operating results.

We depend on data centers and computing infrastructure operated by third parties and any disruption in these
operations could adversely affect our business.

We host our applications and serve all of our customers from data centers located in Ashburn, Virginia; Lithia
Springs, Georgia; Portland, Oregon; Dublin, Ireland; and Amsterdam, the Netherlands. While we control and have
access to our servers and all of the components of our network that are located in our external data centers, we do not
control the operation of these facilities. The owners of our data center facilities have no obligation to renew their
agreements with us on commercially reasonable terms, or at all. If we are unable to renew these agreements on
commercially reasonable terms, or if one of our data center operators is acquired, we may be required to transfer our
servers and other infrastructure to new data center facilities, and we may incur significant costs and possible service
interruption in connection with doing so.

In addition, we rely upon Amazon Web Services (AWS), which provides a distributed computing infrastructure
platform for business operations, to operate certain aspects of our services, including our big data analytics
application, and certain environments for development testing, training and sales demonstrations. Given this, along
with the fact that we cannot easily switch our AWS operations to another cloud provider, any disruption of or
interference with our use of AWS would impact our operations and our business could be adversely impacted.
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Problems faced by our third-party data center operations, with the telecommunications network providers with whom
we or they contract, or with the systems by which our telecommunications providers allocate capacity among their
customers, including us, or problems faced by AWS, could adversely affect the experience of our
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customers. Our third-party data centers operators could decide to close their facilities without adequate notice. In
addition, any financial difficulties, such as bankruptcy, faced by our third-party data centers operators or any of the
service providers with whom we or they contract may have negative effects on our business, the nature and extent of
which are difficult to predict. Additionally, if our data centers or AWS are unable to keep up with our growing needs
for capacity, this could have an adverse effect on our business. Any changes in third-party service levels at our data
centers or at AWS or any errors, defects, disruptions, or other performance problems with our applications could
adversely affect our reputation and may damage our customers stored files or result in lengthy interruptions in our
services. Interruptions in our services might reduce our revenues, cause us to issue refunds to customers for prepaid
and unused subscription services, subject us to potential liability, or adversely affect our renewal rates.

Furthermore, our financial management application is essential to our customers financial projections, reporting and
compliance programs. Any interruption in our service may affect the availability, accuracy or timeliness of these
programs and could damage our reputation, cause our customers to terminate their use of our applications, require us
to indemnify our customers against certain losses and prevent us from gaining additional business from current or
future customers.

If we fail to manage our technical operations infrastructure, our existing customers may experience service
outages and our new customers may experience delays in the deployment of our applications.

We have experienced significant growth in the number of users, transactions and data that our operations
infrastructure supports. We seek to maintain sufficient excess capacity in our operations infrastructure to meet the
needs of all of our customers. We also seek to maintain excess capacity to facilitate the rapid provision of new
customer deployments and the expansion of existing customer deployments. In addition, we need to properly manage
our technological operations infrastructure in order to support version control, changes in hardware and software
parameters, the evolution of our applications and to reduce infrastructure latency associated with dispersed geographic
locations. However, the provision of new hosting infrastructure requires significant lead time. We have experienced,
and may in the future experience, website disruptions, outages and other performance problems. These problems may
be caused by a variety of factors, including infrastructure changes, human or software errors, viruses, security attacks
(internal and external), fraud, spikes in customer usage and denial of service issues. In some instances, we may not be
able to identify the cause or causes of these performance problems within an acceptable period of time. If we do not
accurately predict our infrastructure requirements, our existing customers may experience service outages that may
subject us to financial penalties, financial liabilities and customer losses. If our operations infrastructure fails to keep
pace with increased sales, customers may experience delays as we seek to obtain additional capacity, which could
adversely affect our reputation and adversely affect our revenues.

Catastrophic events may disrupt our business.

Our corporate headquarters are located in Pleasanton, California and our data centers are located in Ashburn, Virginia;
Lithia Springs, Georgia; Sacramento, California; Portland, Oregon; Dublin, Ireland; and Amsterdam, the Netherlands.
We also rely on AWS s distributed computing infrastructure platform. The west coast of the United States contains
active earthquake zones and the southeast is subject to seasonal hurricanes. Additionally, we rely on our network and
third-party infrastructure and enterprise applications, internal technology systems and our website for our
development, marketing, operational support, hosted services and sales activities. In the event of a major earthquake,
hurricane or catastrophic event such as fire, power loss, telecommunications failure, cyber-attack, war or terrorist
attack, we may be unable to continue our operations and may endure system interruptions, reputational harm, delays
in our application development, lengthy interruptions in our services, breaches of data security and loss of critical
data, all of which could have an adverse effect on our future operating results.
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Privacy concerns and laws or other domestic or foreign regulations may reduce the effectiveness of our
applications and adversely affect our business.

Our customers can use our applications to collect, use and store personal or identifying information regarding their
employees, customers and suppliers. National and local governments and agencies in the countries in which our
customers operate have adopted, are considering adopting, or may adopt laws and regulations regarding the collection,
use, storage and disclosure of personal information obtained from consumers and individuals. These laws are
particularly stringent in Europe. If Workday employees fail to adhere to adequate data protection practices around the
usage of our customer s personal data, it may damage our reputation and brand. In addition, the affected customers or
government authorities could initiate legal or regulatory action against us in connection with such incidents, which
could result in significant fines, penalties and liabilities.

The costs of compliance with, and other burdens imposed by, privacy laws and regulations that are applicable to the
businesses of our customers may adversely affect our customers ability and willingness to process, handle, store, use
and transmit demographic and personal information from their employees, customers and suppliers, which could limit
the use, effectiveness and adoption of our applications and reduce overall demand. Even the perception of privacy
concerns, whether or not valid, may inhibit market adoption, effectiveness or use of our applications.

In addition to government activity, privacy advocacy groups and the technology and other industries are considering
various new, additional or different self-regulatory standards that may place additional burdens on us. If the
processing of personal information were to be curtailed in this manner, our software applications would be less
effective, which may reduce demand for our applications and adversely affect our business.

We have experienced rapid growth in recent periods. If we fail to manage our growth effectively, we may be unable
to execute our business plan, maintain high levels of service and operational controls or adequately address
competitive challenges.

We have recently experienced and are continuing to experience a period of rapid growth in our customers, headcount
and operations. In particular, we grew from approximately 300 employees as of December 31, 2008 to more than 2600
employees as of January 31, 2014, and have also significantly increased the size of our customer base. We anticipate
that we will significantly expand our operations and headcount in the near term, and will continue to expand our
customer base. This growth has placed, and future growth will place, a significant strain on our management, general
and administrative and operational infrastructure. Our success will depend in part on our ability to manage this growth
effectively and to scale our operations. To manage the expected growth of our operations and personnel, we will need
to continue to improve our operational, financial and management controls and our reporting systems and procedures.
As we grow, we also need to ensure that we maintain our corporate culture; that our policies and procedures evolve to
reflect our current operations and are appropriately communicated to and observed by employees; and that we
appropriately manage our corporate information assets, including confidential and proprietary information. Failure to
effectively manage growth could result in difficulty or delays in deploying customers, declines in quality or customer
satisfaction, increases in costs, difficulties in introducing new features or other operational difficulties, and any of
these difficulties could adversely impact our business performance and results of operations.

We depend on our senior management team and the loss of one or more key employees or an inability to attract
and retain highly skilled employees could adversely affect our business.

Our success depends largely upon the continued services of our key executive officers. We also rely on our leadership
team in the areas of product development, marketing, sales, services and general and administrative functions, and on

mission-critical individual contributors in product development. From time to time, there may be changes in our
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that require them to continue to work for us for any specified period and, therefore, they could terminate their
employment with us at any time. The loss of one or more of our executive officers or key employees and any failure to
develop an appropriate succession plan for these persons could have a serious adverse effect on our business.

To execute our growth plan, we must attract and retain highly qualified personnel, and our managers must be
successful in hiring employees who are a good cultural fit and have the competencies to succeed at Workday.
Competition for these personnel is intense, particularly in the San Francisco Bay Area, and especially for engineers
with high levels of experience in designing and developing software and Internet-related services and senior sales
executives. We have, from time to time, experienced, and we expect to continue to experience, difficulty in hiring and
retaining employees with appropriate qualifications and may need to source talent in other geographic areas. Many of
the companies with which we compete for experienced personnel have greater resources than we have. If we hire
employees from competitors or other companies, their former employers may attempt to assert that these employees or
Workday have breached their legal obligations, resulting in a diversion of our time and resources. In addition, job
candidates and existing employees carefully consider the value of the stock awards they receive in connection with
their employment. If the perceived value of our stock awards declines, or if the mix of equity and cash compensation
that we offer is unattractive, it may adversely affect our ability to recruit and retain highly skilled employees. If we
fail to attract new personnel or fail to retain and motivate our current personnel, through our compensation practices,
company culture and career development opportunities, our business and future growth prospects could be adversely
affected.

The markets in which we participate are intensely competitive, and if we do not compete effectively, our operating
results could be adversely affected.

The markets for HCM and financial management applications are highly competitive, with relatively low barriers to
entry for some applications or services. Our primary competitors are Oracle and SAP, well-established providers of
HCM and financial management applications, which have long-standing relationships with many customers. Some
customers may be hesitant to adopt cloud applications such as ours and prefer to upgrade the more familiar
applications offered by these vendors that are deployed on-premise. Oracle and SAP are larger and have greater name
recognition, much longer operating histories, larger marketing budgets and significantly greater resources than we do.
These vendors, as well as other competitors, could offer HCM and financial management applications on a standalone
basis at a low price or bundled as part of a larger product sale. In order to take advantage of customer demand for
cloud applications, legacy vendors are expanding their cloud applications through acquisitions, strategic alliances and
organic development. For example, Oracle acquired Taleo Corporation, and SAP acquired SuccessFactors and Ariba,
Inc. Legacy vendors may also seek to partner with other leading cloud providers, such as the alliance between Oracle
and Salesforce.com. We also face competition from custom-built software vendors and from vendors of specific
applications, some of which offer cloud-based solutions. These vendors include, without limitation: The Ultimate
Software Group, Inc., Automatic Data Processing and Infor Global Solutions. We also face competition from
cloud-based vendors including providers of applications for HCM and payroll services such as Ceridian; providers of
cloud-based expense management applications such as Concur Technologies, Inc.; and providers of financial
management applications such as NetSuite, Inc. We may also face competition from a variety of vendors of
cloud-based and on-premise software applications that address only a portion of one of our applications. In addition,
other companies that provide cloud applications in different target markets, such as Salesforce.com and NetSuite, may
develop applications or acquire companies that operate in our target markets, and some potential customers may elect
to develop their own internal applications. With the introduction of new technologies and market entrants, we expect
this competition to intensify in the future.

Many of our competitors are able to devote greater resources to the development, promotion and sale of their products
and services. Furthermore, our current or potential competitors may be acquired by third parties with greater available
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consultants, system integrators and resellers. Our competitors may also establish

Table of Contents

22



Edgar Filing: Workday, Inc. - Form 10-K

Table of Conten

cooperative relationships among themselves or with third parties that may further enhance their product offerings or
resources. If our competitors products, services or technologies become more accepted than our applications, if they
are successful in bringing their products or services to market earlier than ours, or if their products or services are
more technologically capable than ours, then our revenues could be adversely affected. In addition, some of our
competitors may offer their products and services at a lower price. If we are unable to achieve our target pricing
levels, our operating results would be negatively affected. Pricing pressures and increased competition could result in
reduced sales, reduced margins, losses or a failure to maintain or improve our competitive market position, any of
which could adversely affect our business.

If the market for enterprise cloud computing develops more slowly than we expect or declines, our business could
be adversely affected.

The enterprise cloud computing market is not as mature as the market for on-premise enterprise software, and it is
uncertain whether cloud computing will achieve and sustain high levels of customer demand and market acceptance.
Our success will depend to a substantial extent on the widespread adoption of cloud computing in general, and of
HCM and financial management services in particular. Many enterprises have invested substantial personnel and
financial resources to integrate traditional enterprise software into their businesses, and therefore may be reluctant or
unwilling to migrate to cloud computing. It is difficult to predict customer adoption rates and demand for our
applications, the future growth rate and size of the cloud computing market or the entry of competitive applications.
The expansion of the cloud computing market depends on a number of factors, including the cost, performance, and
perceived value associated with cloud computing, as well as the ability of cloud computing companies to address
security and privacy concerns. If other cloud computing providers experience security incidents, loss of customer data,
disruptions in delivery or other problems, the market for cloud computing applications as a whole, including our
applications, may be negatively affected. If cloud computing does not achieve widespread adoption, or there is a
reduction in demand for cloud computing caused by a lack of customer acceptance, technological challenges,
weakening economic conditions, security or privacy concerns, competing technologies and products, decreases in
corporate spending or otherwise, it could result in decreased revenues and our business could be adversely affected.

To date, we have derived a substantial majority of our subscription services revenues from our HCM application.
Our efforts to increase use of our HCM application and our other applications may not succeed, and may reduce
our revenue growth rate.

To date we have derived a substantial majority of our subscription services revenues from our HCM application. Any
factor adversely affecting sales of this application, including application release cycles, market acceptance, product
competition, performance and reliability, reputation, price competition, and economic and market conditions, could
adversely affect our business and operating results. Our participation in the markets for our payroll, financial
management, big data analytics, time tracking, procurement, employee expense management applications and
recruiting is relatively new, and it is uncertain whether these areas will ever result in significant revenues for us.
Further, the introduction of new applications beyond these markets may not be successful.

If we are not able to provide successful enhancements, new features and modifications, our business could be
adversely affected.

If we are unable to provide enhancements and new features for our existing applications or new applications that
achieve market acceptance or that keep pace with rapid technological developments, our business could be adversely
affected. For example, we are focused on enhancing the features and functionality of our non-HCM applications to
enhance their utility to larger customers with complex, dynamic and global operations. The success of enhancements,
new features and applications depends on several factors, including the timely completion, introduction and market
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operate on a variety of systems, we will need to continuously modify and enhance our applications to keep pace with
changes in Internet-related hardware, iOS and other software, communication, browser and database technologies. We
may not be successful in either developing these modifications and enhancements or in bringing them to market in a
timely fashion. We must also appropriately balance the product capability demands of our current customers with the
capabilities required to address the broader market. Furthermore, uncertainties about the timing and nature of new
network platforms or technologies, or modifications to existing platforms or technologies, could increase our product
development expenses. Any failure of our applications to operate effectively with future network platforms and
technologies could reduce the demand for our applications, result in customer dissatisfaction and adversely affect our
business.

If our applications fail to perform properly, our reputation could be adversely affected, our market share could
decline and we could be subject to liability claims.

Our applications are inherently complex and may contain material defects or errors. Any defects in functionality or
that cause interruptions in the availability of our applications could result in:

loss or delayed market acceptance and sales;

breach of warranty claims;

sales credits or refunds for prepaid amounts related to unused subscription services;

loss of customers;

diversion of development and customer service resources; and

injury to our reputation.
The costs incurred in correcting any material defects or errors might be substantial and could adversely affect our
operating results.

Because of the large amount of data that we collect and manage, it is possible that hardware failures or errors in our
systems could result in data loss or corruption, or cause the information that we collect to be incomplete or contain
inaccuracies that our customers regard as significant. Furthermore, the availability or performance of our applications
could be adversely affected by a number of factors, including customers inability to access the Internet, the failure of
our network or software systems, security breaches or variability in user traffic for our services. We may be required
to issue credits or refunds for prepaid amounts related to unused services or otherwise be liable to our customers for
damages they may incur resulting from certain of these events. For example, our customers access our applications
through their Internet service providers. If a service provider fails to provide sufficient capacity to support our
applications or otherwise experiences service outages, such failure could interrupt our customers access to our
applications, adversely affect their perception of our applications reliability and reduce our revenues. In addition to
potential liability, if we experience interruptions in the availability of our applications, our reputation could be
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adversely affected and we could lose customers.

Our errors and omissions insurance may be inadequate or may not be available in the future on acceptable terms, or at
all. In addition, our policy may not cover all claims made against us and defending a suit, regardless of its merit, could
be costly and divert management s attention.

Large customers often demand more configuration and integration services, or customized features and functions
that we do not offer, which could adversely affect our business and operating results.

Large customers may demand more configuration and integration services, which increase our upfront investment in
sales and deployment efforts, with no guarantee that these customers will increase the scope of their subscription. As a

result of these factors, we must devote a significant amount of sales support and professional services resources to
individual customers, increasing the cost and time required to complete sales.
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Additionally, our applications do not currently permit customers to add new data fields and functions or to modify our
code. If prospective customers require customized features or functions that we do not offer, and that would be
difficult for them to deploy themselves, then the market for our applications will be more limited and our business
could suffer.

Because we sell applications to manage complex operating environments of large customers, we encounter long
sales cycles, which could adversely affect our operating results in a given period.

Our ability to increase revenues and achieve and maintain profitability depends, in large part, on widespread
acceptance of our applications by large businesses and other organizations. As we target our sales efforts at these
customers, we face greater costs, longer sales cycles and less predictability in completing some of our sales. In the
large enterprise market, the customer s decision to use our applications may be an enterprise-wide decision and,
therefore, these types of sales require us to provide greater levels of education regarding the use and benefits of our
applications. In addition, because we are a relatively new company with a limited operating history, our target
customers may prefer to purchase applications that are critical to their business from one of our larger, more
established competitors. Our typical sales cycles are six to twelve months, and we expect that this lengthy sales cycle
may continue or increase as customers adopt our applications beyond HCM. Longer sales cycles could cause our
operating and financial results to suffer in a given period.

Our customers deployment timeframes vary based on many factors including the number and type of applications
being deployed, the complexity and scale of the customers businesses, the configuration requirements, the number of
integrations with other systems and other factors, many of which are beyond our control.

The loss of one or more of our key customers, or a failure to renew our subscription agreements with one or more
of our key customers, could negatively affect our ability to market our applications.

We rely on our reputation and recommendations from key customers in order to promote subscriptions to our
applications. The loss of any of our key customers, or a failure of some of them to renew, could have a significant
impact on our revenues, reputation and our ability to obtain new customers. In addition, acquisitions of our customers
could lead to cancellation of our contracts with those customers or by the acquiring companies, thereby reducing the
number of our existing and potential customers. Acquisitions of our partners could also result in a decrease in the
number of our current and potential customers, as our partners may no longer facilitate the adoption of our
applications.

We typically provide service level commitments under our customer contracts. If we fail to meet these contractual
commitments, we could be obligated to provide credits or refunds for prepaid amounts related to unused
subscription services or face contract terminations, which could adversely affect our revenues.

Our customer agreements typically provide service level commitments on a monthly basis. If we are unable to meet
the stated service level commitments or suffer extended periods of unavailability for our applications, we may be
contractually obligated to provide these customers with service credits, refunds for prepaid amounts related to unused
subscription services, or we could face contract terminations. Our revenues could be significantly affected if we suffer
unscheduled downtime that exceeds the allowed downtimes under our agreements with our customers. Any extended
service outages could adversely affect our reputation, revenues and operating results.

Our business could be adversely affected if our customers are not satisfied with the deployment services provided by
us or our partners.

Table of Contents 27



Edgar Filing: Workday, Inc. - Form 10-K

Our business depends on our ability to satisfy our customers, both with respect to our application offerings and the
professional services that are performed to help our customers use features and functions that address their business
needs. Professional services may be performed by our own staff, by a third party, or by a
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combination of the two. Our strategy is to work with third parties to increase the breadth of capability and depth of
capacity for delivery of these services to our customers, and third parties provide a majority of our deployment
services. If a customer is not satisfied with the quality of work performed by us or a third party or with the type of
professional services or applications delivered, then we could incur additional costs to address the situation, the
profitability of that work might be impaired, and the customer s dissatisfaction with our services could damage our
ability to expand the number of applications subscribed to by that customer. We must also align our product
development and professional services operations in order to ensure that customers evolving needs are met. Negative
publicity related to our customer relationships, regardless of its accuracy, may further damage our business by
affecting our ability to compete for new business with current and prospective customers.

Any failure to offer high-quality technical support services may adversely affect our relationships with our
customers and our financial results.

Once our applications are deployed, our customers depend on our support organization to resolve technical issues
relating to our applications. We may be unable to respond quickly enough to accommodate short-term increases in
customer demand for support services. We also may be unable to modify the format of our support services to
compete with changes in support services provided by our competitors. Increased customer demand for these services,
without corresponding revenues, could increase costs and adversely affect our operating results. In addition, our sales
process is highly dependent on our applications and business reputation and on positive recommendations from our
existing customers. Any failure to maintain high-quality technical support, or a market perception that we do not
maintain high-quality support, could adversely affect our reputation, our ability to sell our applications to existing and
prospective customers, and our business, operating results and financial position.

Sales to customers outside the United States or with international operations expose us to risks inherent in
international sales and operations.

A key element of our growth strategy is to expand our international operations and develop a worldwide customer
base. To date, we have not realized a substantial portion of our revenues from customers headquartered outside the
United States. Operating in international markets requires significant resources and management attention and will
subject us to regulatory, economic and political risks that are different from those in the United States. Because of our
limited experience with international operations, our international expansion efforts may not be successful in creating
demand for our applications outside of the United States or in effectively selling subscriptions to our applications in
all of the international markets we enter. In addition, we will face risks in doing business internationally that could
adversely affect our business, including:

the need to localize and adapt our applications for specific countries, including translation into foreign
languages and associated expenses;

our ability to clearly articulate a go-to-market strategy that aligns product management efforts and the
development of supporting infrastructure;

data privacy laws which require that customer data be stored and processed in a designated territory;
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difficulties in appropriately staffing and managing foreign operations and determining appropriate
compensation for local markets;

difficulties in leveraging executive presence and company culture globally;

different pricing environments, longer sales cycles and longer accounts receivable payment cycles and
collections issues;

new and different sources of competition;

weaker protection for intellectual property and other legal rights than in the United States and practical
difficulties in enforcing intellectual property and other rights outside of the United States;

laws and business practices favoring local competitors;
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compliance challenges related to the complexity of multiple, conflicting and changing governmental laws

and regulations, including employment, tax, privacy and data protection laws and regulations;

increased financial accounting and reporting burdens and complexities;

restrictions on the transfer of funds;

ensuring compliance with anti-bribery laws including the Foreign Corrupt Practices Act;

adverse tax consequences; and

unstable regional and economic political conditions.
Today, our international contracts are only occasionally denominated in local currencies. However, the majority of our
international costs are denominated in local currencies. We anticipate that over time, an increasing portion of our
international contracts may be denominated in local currencies. Therefore, fluctuations in the value of the U.S. dollar
and foreign currencies may impact our operating results when translated into U.S. dollars. We do not currently engage
in currency hedging activities to limit the risk of exchange rate fluctuations.

We have acquired, and may in the future acquire, other companies or technologies, which could divert our
management s attention, result in additional dilution to our stockholders and otherwise disrupt our operations and
adversely affect our operating results.

We have acquired, and may in the future acquire, other companies or technologies to complement or expand our
applications, enhance our technical capabilities, obtain personnel or otherwise offer growth opportunities. The pursuit
of acquisitions may divert the attention of management and cause us to incur various expenses in identifying,
investigating and pursuing suitable acquisitions, whether or not they are consummated.

We have limited experience in acquiring other businesses. We may not be able to integrate acquired personnel,

operations and technologies successfully or effectively manage the combined business following the acquisition. We
also may not achieve the anticipated benefits from the acquired business due to a number of factors, including:

inability to integrate or benefit from acquired technologies or services in a profitable manner;

unanticipated costs or liabilities associated with the acquisition;

incurrence of acquisition-related costs;

difficulty integrating the accounting systems, operations and personnel of the acquired business;
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difficulties and additional expenses associated with supporting legacy products and hosting infrastructure of
the acquired business;

difficulty converting the customers of the acquired business onto our applications and contract terms,
including disparities in the revenues, licensing, support or professional services model of the acquired
company;

diversion of management s attention from other business concerns;

adverse effects on our existing business relationships with business partners and customers as a result of the
acquisition;

the potential loss of key employees;

use of resources that are needed in other parts of our business; and

use of substantial portions of our available cash to consummate the acquisition.
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In addition, a significant portion of the purchase price of companies we acquire may be allocated to acquired goodwill
and other intangible assets, which must be assessed for impairment at least annually. In the future, if our acquisitions
do not yield expected returns, we may be required to take charges to our operating results based on this impairment
assessment process, which could adversely affect our results of operations.

Acquisitions could also result in dilutive issuances of equity securities or the incurrence of debt, which could
adversely affect our operating results. In addition, if an acquired business fails to meet our expectations, our operating
results, business and financial position may suffer.

We have a history of cumulative losses and we do not expect to be profitable for the foreseeable future.

We have incurred significant losses in each period since our inception in 2005. These losses and our accumulated
deficit reflect the substantial investments we made to acquire new customers and develop our applications. We expect
our operating expenses to increase in the future due to anticipated increases in sales and marketing expenses, product
development expenses, operations costs and general and administrative costs, and therefore we expect our losses to
continue for the foreseeable future. Furthermore, to the extent we are successful in increasing our customer base, we
will also incur increased losses because costs associated with acquiring customers are generally incurred up front,
while subscription services revenues are generally recognized ratably over the terms of the agreements, which are
typically three years. You should not consider our recent growth in revenues as indicative of our future performance.
Accordingly, we cannot assure you that we will achieve profitability in the future, nor that, if we do become
profitable, we will sustain profitability.

If we experience significant fluctuations in our rate of anticipated growth and fail to balance our expenses with
our revenue forecasts, our results could be harmed.

Our ability to forecast our future rate of growth is limited and subject to a number of uncertainties, including general
economic and market conditions. We plan our expense levels and investment on estimates of future revenue and
future anticipated rates of growth. We may not be able to adjust our spending quickly enough if our growth rates fall
short of our expectations.

Moreover, we have encountered and will encounter risks and uncertainties frequently experienced by growing
companies in rapidly changing industries, such as the risks and uncertainties described herein. If our assumptions
regarding these risks and uncertainties (which we use to plan our business) are incorrect or change due to changes in
our markets, or if we do not address these risks successfully, our operating and financial results could differ materially
from our expectations and our business could suffer.

We may not be able to sustain our revenue growth rates in the future.

You should not consider our historical revenue growth rates as indicative of our future performance. Our revenue
growth rates have declined, and may decline in future periods, as the size of our customer base increases and as we
achieve higher market penetration rates. Other factors may also contribute to declines in our growth rates, including
slowing demand for our products, increasing competition, a decrease in the growth of our overall market, our failure
to continue to capitalize on growth opportunities, and the maturation of our business, among others. As our growth
rates decline, investors perceptions of our business and the trading price of our securities could be adversely affected.

Because we recognize subscription services revenues over the term of the contract, downturns or upturns in new
sales will not be immediately reflected in our operating results and may be difficult to discern.
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We generally recognize subscription services revenues from customers ratably over the terms of their contracts, which
are typically three years. As a result, most of the subscription services revenues we report in each quarter are derived
from the recognition of unearned revenue relating to subscriptions entered into during previous quarters.
Consequently, a decline in new or renewed subscriptions in any single quarter will likely have
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a minor impact on our revenue results for that quarter. However, such a decline will negatively affect our revenues in
future quarters. Accordingly, the effect of significant downturns in sales and market acceptance of our applications,
and potential changes in our pricing policies or rate of renewals, may not be fully reflected in our results of operations
until future periods. We may be unable to adjust our cost structure to reflect the changes in revenues. In addition, a
significant majority of our costs are expensed as incurred, while revenues are recognized over the life of the customer
agreement. As a result, increased growth in the number of our customers could result in our recognition of more costs
than revenues in the earlier periods of the terms of our agreements. Our subscription model also makes it difficult for
us to rapidly increase our revenues through additional sales in any period, as revenues from new customers must be
recognized over the applicable subscription term.

Our quarterly results may fluctuate significantly and may not fully reflect the underlying performance of our
business.

Our quarterly results of operations, including the levels of our revenues, gross margin, profitability, cash flow and
unearned revenue, may vary significantly in the future and period-to-period comparisons of our operating results may
not be meaningful.

Accordingly, the results of any one quarter should not be relied upon as an indication of future performance. Our
quarterly financial results may fluctuate as a result of a variety of factors, many of which are outside of our control,
and as a result, may not fully reflect the underlying performance of our business. Fluctuation in quarterly results may
negatively impact the value of our securities. Factors that may cause fluctuations in our quarterly financial results
include, without limitation, those listed below:

our ability to attract new customers;

the addition or loss of large customers, including through acquisitions or consolidations;

the timing of recognition of revenues;

the amount and timing of operating expenses related to the maintenance and expansion of our business,
operations and infrastructure;

network outages or security breaches;

general economic, industry and market conditions;

customer renewal rates;
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increases or decreases in the number of elements of our services or pricing changes upon any renewals of
customer agreements;

changes in our pricing policies or those of our competitors;

the mix of applications sold during a period;

seasonal variations in sales of our applications, which have historically been highest in the fourth quarter of a
calendar year;

the timing and success of new application and service introductions by us or our competitors or any other
change in the competitive dynamics of our industry, including consolidation among competitors, customers
or strategic partners; and

the timing of expenses related to the development or acquisition of technologies or businesses and potential
future charges for impairment of goodwill from acquired companies.
Our ability to predict the rate of customer subscription renewals or adoptions, and the impact these renewals and
adoptions will have on our revenues or operating results, is limited.

As the markets for our applications mature, or as new competitors introduce new products or services that compete
with ours, we may be unable to attract new customers at the same price or based on the same pricing
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model as we have used historically. Moreover, large customers, which are the focus of our sales efforts, may demand
greater price concessions. As a result, in the future we may be required to reduce our prices, which could adversely
affect our revenues, gross margin, profitability, financial position and cash flow.

In addition, our customers have no obligation to renew their subscriptions for our applications after the expiration of
the initial subscription period. Our customers may renew for fewer elements of our applications or on different pricing
terms. Our customers renewal rates may decline or fluctuate as a result of a number of factors, including their
dissatisfaction with our pricing or our applications and their ability to continue their operations and spending levels. If
our customers do not renew their subscriptions for our applications on similar pricing terms, our revenues may decline
and our business could suffer. In addition, over time the average term of our contracts could change based on renewal
rates or for other reasons.

Our future success also depends in part on our ability to sell additional features or enhanced elements of our
applications to our current customers. This may require increasingly costly sales efforts that are targeted at senior
management. If these efforts are not successful, our business may suffer.

Failure to adequately expand our direct sales force will impede our growth.

We will need to continue to expand and optimize our sales infrastructure in order to grow our customer base and our
business. We plan to continue to expand our direct sales force, both domestically and internationally. Identifying and
recruiting qualified personnel and training them in the use of our software requires significant time, expense and
attention. It can take nine months or longer before our sales representatives are fully-trained and productive. Our
business may be adversely affected if our efforts to expand and train our direct sales force do not generate a
corresponding increase in revenues. In particular, if we are unable to hire, develop and retain talented sales personnel
or if new direct sales personnel are unable to achieve desired productivity levels in a reasonable period of time, we
may not be able to realize the expected benefits of this investment or increase our revenues.

If we fail to develop widespread brand awareness cost-effectively, our business may suffer.

We believe that developing and maintaining widespread awareness of our brand in a cost-effective manner is critical
to achieving widespread acceptance of our applications and attracting new customers. Brand promotion activities may
not generate customer awareness or increase revenues, and even if they do, any increase in revenues may not offset
the expenses we incur in building our brand. If we fail to successfully promote and maintain our brand, or incur
substantial expenses, we may fail to attract or retain customers necessary to realize a sufficient return on our
brand-building efforts, or to achieve the widespread brand awareness that is critical for broad customer adoption of
our applications.

Our growth depends in part on the success of our strategic relationships with third parties.

In order to grow our business, we anticipate that we will continue to depend on relationships with third parties, such as
deployment partners, and technology and content providers. Identifying partners, and negotiating and documenting
relationships with them, requires significant time and resources. Our competitors may be effective in providing
incentives to third parties to favor their products or services or to prevent or reduce subscriptions to our services. In
addition, acquisitions of our partners by our competitors could result in a decrease in the number of our current and
potential customers, as our partners may no longer facilitate the adoption of our applications by potential customers.

If we are unsuccessful in establishing or maintaining our relationships with third parties, our ability to compete in the
marketplace or to grow our revenues could be impaired and our operating results may suffer. Even if we are
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increased revenues.
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Adverse economic conditions may negatively impact our business.

Our business depends on the overall demand for enterprise software and on the economic health of our current and
prospective customers. The financial recession resulted in a significant weakening of the economy in the United States
and Europe and of the global economy, more limited availability of credit, a reduction in business confidence and
activity, and other difficulties that may affect one or more of the industries to which we sell our applications. In
addition, in the United States there has been pressure to reduce government spending. This might reduce demand for
our applications from organizations that receive funding from the U.S. government and could negatively affect the
U.S. economy, which could further reduce demand for our applications. Further, the economies of countries in Europe
have been experiencing weakness associated with high sovereign debt levels, weakness in the banking sector and
uncertainty over the future of the Euro zone. We have operations in Ireland and current and potential new customers in
Europe. If economic conditions in Europe and other key markets for our applications continue to remain uncertain or
deteriorate further, many customers may delay or reduce their information technology spending. This could result in
reductions in sales of our applications, longer sales cycles, reductions in subscription duration and value, slower
adoption of new technologies and increased price competition. Any of these events would likely have an adverse
effect on our business, operating results and financial position. In addition, there can be no assurance that enterprise
software spending levels will increase following any recovery.

Our customers may fail to pay us in accordance with the terms of their agreements, necessitating action by us to
compel payment.

We typically enter into multiple year, non-cancelable arrangements with customers of our services. If customers fail to
pay us under the terms of our agreements, we may be adversely affected both from the inability to collect amounts due
and the cost of enforcing the terms of our contracts, including litigation. The risk of such negative effects increases
with the term length of our customer arrangements. Furthermore, some of our customers may seek bankruptcy
protection or other similar relief and fail to pay amounts due to us, or pay those amounts more slowly, either of which
could adversely affect our operating results, financial position and cash flow.

Any failure to protect our intellectual property rights could impair our ability to protect our proprietary technology
and our brand.

Our success and ability to compete depend in part upon our intellectual property. We primarily rely on copyright,
trade secret and trademark laws, trade secret protection and confidentiality or license agreements with our employees,
customers, partners and others to protect our intellectual property rights. However, the steps we take to protect our
intellectual property rights may be inadequate.

In order to protect our intellectual property rights, we may be required to spend significant resources to monitor and
protect these rights. Litigation brought to protect and enforce our intellectual property rights could be costly,
time-consuming and distracting to management and could result in the impairment or loss of portions of our
intellectual property. Furthermore, our efforts to enforce our intellectual property rights may be met with defenses,
counterclaims and countersuits attacking the validity and enforceability of our intellectual property rights. Our failure
to secure, protect and enforce our intellectual property rights could seriously adversely affect our brand and adversely
impact our business.

We may be sued by third parties for alleged infringement of their proprietary rights.

There is considerable patent and other intellectual property development activity in our industry. Our success depends
upon our not infringing upon the intellectual property rights of others. Our competitors, as well as a number of other
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entities and individuals, may own or claim to own intellectual property relating to our industry. From time to time,
third parties may claim that we are infringing upon their intellectual property rights, and we may be found to be
infringing upon such rights. In the future, others may claim that our applications and underlying technology infringe
or violate their intellectual property rights. However, we may be unaware of the
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intellectual property rights that others may claim cover some or all of our technology or services. Any claims or
litigation could cause us to incur significant expenses and, if successfully asserted against us, could require that we
pay substantial damages or ongoing royalty payments, prevent us from offering our services, or require that we
comply with other unfavorable terms. We may also be obligated to indemnify our customers or business partners or
pay substantial settlement costs, including royalty payments, in connection with any such claim or litigation and to
obtain licenses, modify applications, or refund fees, which could be costly. Even if we were to prevail in such a
dispute, any litigation regarding our intellectual property could be costly and time-consuming and divert the attention
of our management and key personnel from our business operations.

Some of our applications utilize open source software, and any failure to comply with the terms of one or more of
these open source licenses could negatively affect our business.

Some of our applications include software covered by open source licenses, which may include, by way of example,
GNU General Public License and the Apache License. The terms of various open source licenses have not been
interpreted by United States courts, and there is a risk that such licenses could be construed in a manner that imposes
unanticipated conditions or restrictions on our ability to market our applications. By the terms of certain open source
licenses, we could be required to release the source code of our proprietary software, and to make our proprietary
software available under open source licenses, if we combine our proprietary software with open source software in a
certain manner. In the event that portions of our proprietary software are determined to be subject to an open source
license, we could be required to publicly release the affected portions of our source code, re-engineer all or a portion
of our technologies, or otherwise be limited in the licensing of our technologies, each of which could reduce or
eliminate the value of our technologies and services. In addition to risks related to license requirements, usage of open
source software can lead to greater risks than use of third party commercial software, as open source licensors
generally do not provide warranties or controls on the origin of the software. Many of the risks associated with usage
of open source software cannot be eliminated, and could negatively affect our business.

We employ third-party licensed software for use in or with our applications, and the inability to maintain these
licenses or errors in the software we license could result in increased costs, or reduced service levels, which would
adversely affect our business.

Our applications incorporate certain third-party software obtained under licenses from other companies. We anticipate
that we will continue to rely on such third-party software and development tools from third parties in the future.
Although we believe that there are commercially reasonable alternatives to the third-party software we currently
license, this may not always be the case, or it may be difficult or costly to replace. In addition, integration of the
software used in our applications with new third-party software may require significant work and require substantial
investment of our time and resources. Also, to the extent that our applications depend upon the successful operation of
third-party software in conjunction with our software, any undetected errors or defects in this third-party software
could prevent the deployment or impair the functionality of our applications, delay new application introductions,
result in a failure of our applications and injure our reputation. Our use of additional or alternative third-party software
would require us to enter into license agreements with third parties.

Changes in laws and regulations related to the Internet or changes in the Internet infrastructure itself may
diminish the demand for our applications, and could have a negative impact on our business.

The future success of our business depends upon the continued use of the Internet as a primary medium for commerce,
communication and business applications. Federal, state or foreign government bodies or agencies have in the past
adopted, and may in the future adopt, laws or regulations affecting the use of the Internet as a commercial medium.
Changes in these laws or regulations could require us to modify our applications in order to comply with these
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changes. In addition, government agencies or private organizations may begin to impose taxes, fees or other charges
for accessing the Internet or commerce conducted via the Internet. These laws or charges could limit the growth of
Internet-related commerce or communications or generally, result in reductions in the demand for Internet-based
applications such as ours.
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In addition, the use of the Internet as a business tool could be adversely affected due to delays in the development or
adoption of new standards and protocols to handle increased demands of Internet activity, security, reliability, cost,
ease of use, accessibility, and quality of service. The performance of the Internet and its acceptance as a business tool
has been adversely affected by viruses, = worms and similar malicious programs and the Internet has experienced a
variety of outages and other delays as a result of damage to portions of its infrastructure. If the use of the Internet is
adversely affected by these issues, demand for our applications could suffer.

We are obligated to develop and maintain proper and effective internal controls over financial reporting. We may
not complete our analysis of our internal controls over financial reporting in a timely manner, or these internal
controls may not be determined to be effective, which may adversely affect investor confidence in the accuracy and
completeness of our financial reports and the market price of our securities may be negatively affected.

As a public company, we are required to maintain internal controls over financial reporting and to report any material
weaknesses in such internal controls. Section 404 of the Sarbanes-Oxley Act of 2002 (the Sarbanes-Oxley Act)
requires that we evaluate and determine the effectiveness of our internal controls over financial reporting and provide
a management report on the internal controls over financial reporting, which must be attested to by our independent
registered public accounting firm. If we have a material weakness in our internal controls over financial reporting, we
may not detect errors on a timely basis and our financial statements may be materially misstated.

The process of compiling the system and processing documentation necessary to perform the evaluation needed to
comply with Section 404 is challenging and costly. In the future, we may not be able to complete our evaluation,
testing and any required remediation in a timely fashion. If we identify material weaknesses in our internal controls
over financial reporting, if we are unable to comply with the requirements of Section 404 in a timely manner, if we are
unable to assert that our internal controls over financial reporting are effective, or if our independent registered public
accounting firm is unable to express an opinion as to the effectiveness of our internal controls over financial reporting,
investors may lose confidence in the accuracy and completeness of our financial reports and the market price of our
securities could be negatively affected, and we could become subject to investigations by the New York Stock
Exchange (NYSE), the SEC, or other regulatory authorities, which could require additional financial and management
resources.

The requirements of being a public company may strain our resources and divert management s attention.

We are subject to the reporting requirements of the Securities Exchange Act of 1934, as amended, (the Exchange Act),
the Sarbanes-Oxley Act, the Wall Street Reform and Consumer Protection Act (the Dodd-Frank Act), the listing
requirements of the NYSE and other applicable securities rules and regulations. Compliance with these rules and
regulations has increased and will continue to increase our legal and financial compliance costs, make some activities
more difficult, time-consuming or costly, and increase demand on our systems and resources. In particular, we have
incurred and expect to continue to incur significant expenses and devote substantial management effort toward
ensuring compliance with the requirements of Section 404 of the Sarbanes-Oxley Act, The Sarbanes-Oxley Act
requires, among other things, that we maintain effective disclosure controls and procedures and internal control over
financial reporting. In order to maintain and, if required, improve our disclosure controls and procedures and internal
control over financial reporting to meet this standard, significant resources and management oversight may be
required. As a result, management s attention may be diverted from other business concerns, which could harm our
business and operating results. Although we have hired additional employees to comply with these requirements, we
may need to hire more employees in the future, in particular accounting, financial and internal audit staff, which will
increase our costs and expenses.
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In addition, changing laws, regulations and standards relating to corporate governance and public disclosure are
creating uncertainty for public companies, increasing legal and financial compliance costs and making some activities
more time consuming. These laws, regulations and standards are subject to varying interpretations, in
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many cases due to their lack of specificity, and, as a result, their application in practice may evolve over time as new
guidance is provided by regulatory and governing bodies. This could result in continuing uncertainty regarding
compliance matters and higher costs necessitated by ongoing revisions to disclosure and governance practices. We
intend to invest resources to comply with evolving laws, regulations and standards, and this investment may result in
increased general and administrative expenses and a diversion of management s time and attention from
revenue-generating activities to compliance activities. If our efforts to comply with new laws, regulations and
standards differ from the activities intended by regulatory or governing bodies due to ambiguities related to practice,
regulatory authorities may initiate legal proceedings against us and our business may be harmed.

We will not be able to utilize a portion of our net operating loss or research tax credit carryforwards, which could
adversely affect our profitability.

As of January 31, 2014, we had federal and state net operating loss carryforwards due to prior period losses, which if
not utilized will begin to expire in 2025 and 2015 for federal and state purposes, respectively. We also have federal
research tax credit carryforwards, which if not utilized will begin to expire in 2025. These net operating loss and
research tax credit carryforwards could expire unused and be unavailable to reduce future income tax liabilities, which
could adversely affect our profitability.

In addition, under Section 382 of the Internal Revenue Code of 1986, as amended (the Code), our ability to utilize net
operating loss carryforwards or other tax attributes, such as research tax credits, in any taxable year may be limited if

we experience an ownership change. A Section 382 ownership change generally occurs if one or more stockholders or
groups of stockholders who own at least 5% of our stock increase their ownership by more than 50 percentage points

over their lowest ownership percentage within a rolling three-year period. Similar rules may apply under state tax

laws. It is possible that an ownership change, or any future ownership change, could have a material effect on the use

of our net operating loss carryforwards or other tax attributes, which could adversely affect our profitability.

Adverse tax laws or regulations could be enacted or existing laws could be applied to us or our customers, which
could increase the costs of our services and adversely impact our business.

The application of federal, state, local and international tax laws to services provided electronically is evolving. New
income, sales, use or other tax laws, statutes, rules, regulations or ordinances could be enacted at any time (possibly
with retroactive effect), and could be applied solely or disproportionately to services provided over the Internet. These
enactments could adversely affect our sales activity due to the inherent cost increase the taxes would represent and
ultimately result in a negative impact on our operating results and cash flows.

In addition, existing tax laws, statutes, rules, regulations or ordinances could be interpreted, changed, modified or
applied adversely to us (possibly with retroactive effect), which could require us or our customers to pay additional
tax amounts, as well as require us or our customers to pay fines or penalties and interest for past amounts. If we are
unsuccessful in collecting such taxes from our customers, we could be held liable for such costs, thereby adversely
impacting our operating results and cash flows.

Our reported financial results may be adversely affected by changes in accounting principles generally accepted in
the United States.

Generally accepted accounting principles in the United States are subject to interpretation by the Financial Accounting
Standards Board (FASB), the SEC, and various bodies formed to promulgate and interpret appropriate accounting
principles. A change in these principles or interpretations could have a significant effect on our reported financial
results, and could affect the reporting of transactions completed before the announcement of a change.
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Risks related to our Class A common stock

Our co-founders and co-CEOs have control over key decision making as a result of their control of a majority of
our voting stock.

Our co-founder and co-CEO David Duffield, together with his affiliates, as of February 28, 2014, holds voting rights
with respect to 68.3 million shares of Class B common stock and 0.1 million shares of Class A Common Stock, and in
addition, holds 0.1 million restricted stock units, which will be settled in an equivalent number of shares of Class A
common stock. As of February 28, 2014, our co-founder and co-CEO Aneel Bhusri, together with his affiliates, holds
voting rights with respect to 7.1 million shares of Class B common stock and 0.4 million shares of Class A common
stock. In addition, Mr. Bhusri holds exercisable options to acquire 3.2 million shares of Class B common stock,

1.0 million shares of Class B restricted stock and 0.1 million restricted stock units, which will be settled in an
equivalent number of shares of Class A common stock. Further, Messrs. Duffield and Bhusri have entered into a
voting agreement under which each has granted a voting proxy with respect to certain Class B common stock
beneficially owned by him effective upon his death or incapacity as described in our registration statement on

Form S-1 filed in connection with our initial public offering. Messrs. Duffield and Bhusri have each initially
designated the other as their respective proxies. Accordingly, upon the death or incapacity of either Mr. Duffield or
Mr. Bhusri, the other would individually continue to control the voting of shares subject to the voting proxy.
Collectively, the shares described above represent a substantial majority of the voting power of our outstanding capital
stock. As a result, Messrs. Duffield and Bhusri have the ability to control the outcome of matters submitted to our
stockholders for approval, including the election of directors and any merger, consolidation, or sale of all or
substantially all of our assets. In addition, they have the ability to control the management and affairs of our company
as a result of their positions as our co-CEOs and their ability to control the election of our directors. As board
members and officers, Messrs. Duffield and Bhusri owe a fiduciary duty to our stockholders and must act in good
faith in a manner they reasonably believe to be in the best interests of our stockholders. As stockholders, even as
controlling stockholders, they are entitled to vote their shares in their own interests, which may not always be in the
interests of our stockholders generally.

The dual class structure of our common stock has the effect of concentrating voting control with our co-CEOs, and
also with executive officers, directors and other affiliates; this will limit or preclude the ability of non-affiliates to
influence corporate matters.

Our Class B common stock has ten votes per share and our Class A common stock, which is the stock that is currently
publicly traded, has one vote per share. Stockholders who hold shares of Class B common stock, including our
executive officers, directors and other affiliates, together hold a substantial majority of the voting power of our
outstanding capital stock as of February 28, 2014. Because of the ten-to-one voting ratio between our Class B and
Class A common stock, the holders of our Class B common stock collectively will continue to control a majority of
the combined voting power of our common stock and therefore be able to control all matters submitted to our
stockholders for approval until October 11, 2032, or such earlier time: as the shares of Class B common stock
represent less than 9% of all outstanding shares of our Class A and Class B common stock; if agreed by the holders of
the majority of the Class B common stock; or nine months following the death of both Mr. Duffield and Mr. Bhusri.
This concentrated control will limit or preclude the ability of non-affiliates to influence corporate matters for the
foreseeable future.

Future transfers by holders of Class B common stock will generally result in those shares converting to Class A
common stock, subject to limited exceptions, such as certain transfers effected for estate planning purposes. The
conversion of Class B common stock to Class A common stock will have the effect, over time, of increasing the
relative voting power of those holders of Class B common stock who retain their shares in the long term. If, for
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example, our co-CEOs retain a significant portion of their holdings of Class B common stock for an extended period
of time, they could, in the future, continue to control a majority of the combined voting power of our Class A common
stock and Class B common stock.
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Our stock price has been volatile in the past and may be subject to volatility in the future.

The trading price of our Class A common stock has been volatile historically, and could be subject to wide
fluctuations in response to various factors described below. These factors, as well as the volatility of our Class A
common stock, could also impact the price of our convertible senior notes. The factors that may affect the trading
price of our securities, some of which are beyond our control, include:

overall performance of the equity markets;

fluctuations in the valuation of companies perceived by investors to be comparable to us or in valuation
metrics, such as our price to revenues ratio;

changes in the estimates of our operating results that we provide to the public, our failure to meet these
projections or changes in recommendations by securities analysts that follow our securities;

announcements of technological innovations, new applications or enhancements to services, acquisitions,
strategic alliances or significant agreements by us or by our competitors;

disruptions in our services due to computer hardware, software or network problems;

announcements of customer additions and customer cancellations or delays in customer purchases;

recruitment or departure of key personnel;

the economy as a whole, market conditions in our industry, and the industries of our customers;

trading activity by directors, executive officers and significant stockholders, or the perception in the market
that the holders of a large number of shares intend to sell their shares;

the exercise of rights held by certain of our stockholders, subject to some conditions, to require us to file
registration statements covering their shares or to include their shares in registration statements that we may
file for ourselves or our stockholders;

the size of our market float and significant option exercises;
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any future issuances of securities;

sales and purchases of any Class A common stock issued upon conversion of our convertible senior notes or
in connection with the convertible note hedge and warrant transactions related to such convertible senior
notes; and

our operating performance and the performance of other similar companies.

The sale or availability for sale of a large number of shares of our Class A common stock in the public
market could cause the price of our Class A common stock to decline.
Additionally, the stock markets have at times experienced extreme price and volume fluctuations that have affected
and might in the future affect the market prices of equity securities of many companies. These fluctuations have, in
some cases, been unrelated or disproportionate to the operating performance of these companies. Further, the trading
prices of publicly traded shares of companies in our industry have been particularly volatile and may be very volatile
in the future.

In the past, some companies that have experienced volatility in the market price of their stock have been subject to
securities class action litigation. We may be the target of this type of litigation in the future. Securities litigation
against us could result in substantial costs and divert our management s attention from other business concerns, which
could harm our business.

We have indebtedness in the form of convertible senior notes.

In June 2013, we completed an offering of $350.0 million of 0.75% convertible senior notes due July 15, 2018 (2018

Notes), and we concurrently issued an additional $250.0 million of 1.50% convertible senior notes due July 15, 2020
(2020 Notes).
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As a result of these convertible notes offerings, we incurred $350.0 million principal amount of indebtedness, the
principal amount of which we may be required to pay at maturity in 2018, and $250.0 million principal amount of
indebtedness, the principal amount of which we may be required to pay at maturity in 2020, or, in each of the
foregoing, upon the occurrence of a fundamental change (as defined in the applicable indenture). There can be no
assurance that we will be able to repay this indebtedness when due, or that we will be able to refinance this
indebtedness on acceptable terms or at all. In addition, this indebtedness could, among other things:

make it difficult for us to pay other obligations;

make it difficult to obtain favorable terms for any necessary future financing for working capital,
capital expenditures, debt service requirements or other purposes;

require us to dedicate a substantial portion of our cash flow from operations to service and repay the
indebtedness, reducing the amount of cash flow available for other purposes; and

limit our flexibility in planning for and reacting to changes in our business.
Exercise of the warrants associated with our 2018 Notes or our 2020 Notes may affect the price of our Class A
common stock.

In connection with our offering of the 2018 Notes, we sold warrants to acquire up to approximately 4.2 million shares
of our Class A common stock at an initial strike price of $107.96, which become exercisable beginning on October 15,
2018. In connection with our offering of the 2020 Notes, we sold warrants to acquire up to approximately 3.1 million
shares of our Class A common stock at an initial strike price of $107.96, which become exercisable beginning on
October 15, 2020. The warrants may be settled in shares or in cash. The exercise of the warrants could have a dilutive
effect if the market price per share of our Class A common stock exceeds the strike price of the warrants. The
counterparties to the warrant transactions and note hedge transactions relating to the 2018 Notes and the 2020 Notes
are likely to enter into or unwind various derivative instruments with respect to our Class A common stock or
purchase or sell shares of our Class A common stock or other securities linked to or referencing our Class A common
stock in secondary market transactions prior to the respective maturity of the 2018 Notes and the 2020 Notes. These
activities could adversely affect the trading price of our Class A common stock.

Delaware law and provisions in our restated certificate of incorporation and restated bylaws could make a merger,
tender offer, or proxy contest difficult, thereby depressing the market price of our Class A common stock.

Our status as a Delaware corporation and the anti-takeover provisions of the Delaware General Corporation Law may
discourage, delay, or prevent a change in control by prohibiting us from engaging in a business combination with an
interested stockholder for a period of three years after the person becomes an interested stockholder, even if a change
of control would be beneficial to our existing stockholders. In addition, our restated certificate of incorporation and
restated bylaws contain provisions that may make the acquisition of our company more difficult, including the
following:
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any transaction that would result in a change in control of our company requires the approval of a majority
of our outstanding Class B common stock voting as a separate class;

we have a dual class common stock structure, which provides our co-chief executive officers with the ability
to control the outcome of matters requiring stockholder approval, even if they own significantly less than a
majority of the shares of our outstanding Class A and Class B common stock;

our board of directors is classified into three classes of directors with staggered three-year terms and
directors are only able to be removed from office for cause;
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when the outstanding shares of our Class B common stock represent less than a majority of the combined
voting power of common stock:

certain amendments to our restated certificate of incorporation or restated bylaws will require the
approval of two-thirds of the combined vote of our then-outstanding shares of Class A and Class B
common stock;

our stockholders will only be able to take action at a meeting of stockholders and not by written
consent; and

vacancies on our board of directors will be able to be filled only by our board of directors and not by
stockholders;

only our chairman of the board, our co-chief executive officers, our president, or a majority of our board of
directors are authorized to call a special meeting of stockholders;

certain litigation against us can only be brought in Delaware;

we will have two classes of common stock until the date that is the first to occur of (i) October 11, 2032,

(i1) such time as the shares of Class B common stock represent less than 9% of the outstanding Class A and
Class B common stock, (iii) nine months following the death of both Mr. Duffield and Mr. Bhusri, or (iv) the
date on which the holders of a majority of the shares of Class B common stock elect to convert all shares of
Class A common stock and Class B common stock into a single class of common stock;

our restated certificate of incorporation authorizes undesignated preferred stock, the terms of which may be
established, and shares of which may be issued, without the approval of the holders of Class A common
stock; and

advance notice procedures apply for stockholders to nominate candidates for election as directors or to bring
matters before an annual meeting of stockholders.
These anti-takeover defenses could discourage, delay or prevent a transaction involving a change in control of our
company. These provisions could also discourage proxy contests and make it more difficult for stockholders to elect
directors of their choosing and to cause us to take other corporate actions they desire, any of which, under certain
circumstances, could depress the market price of our securities.

We have broad discretion in the use of the net proceeds from our initial public offering, our convertible senior
notes offerings, and our follow-on offering and may not use them effectively.

We have broad discretion in the application of the net proceeds that we received from our initial public offering, our
convertible senior notes offerings and our follow-on offering, including working capital, possible acquisitions and
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other general corporate purposes, and we may spend or invest these proceeds in a way with which our investors
disagree. The failure by our management to apply these funds effectively could adversely affect our business and
financial condition. Pending their use, we may invest the net proceeds from our initial public offering and convertible
senior notes offerings in a manner that does not produce income or that loses value. These investments may not yield a
favorable return to our investors and may negatively impact the price of our securities.

If securities or industry analysts publish inaccurate or unfavorable research about our business, or discontinue
publishing research about our business, the price and trading volume of our securities could decline.

The trading market for our securities will depend in part on the research and reports that securities or industry analysts
publish about us or our business. If one or more of the analysts who cover us downgrade our Class A common stock
or publish inaccurate or unfavorable research about our business, the price of our securities would likely decline. If
one or more of these analysts cease coverage of us or fail to publish reports on us regularly, demand for our securities
could decrease, which might cause the price and trading volume of our securities to decline.
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We do not intend to pay dividends for the foreseeable future.

We have never declared nor paid cash dividends on our capital stock. We currently intend to retain any future earnings
to finance the operation and expansion of our business, and we do not expect to declare or pay any dividends in the
foreseeable future. Consequently, stockholders must rely on sales of their common stock after price appreciation, as
the only way to realize any future gains on their investment.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES
Our corporate headquarters, which includes our operations and product development facilities, is located in
Pleasanton, California, and consists of approximately 322,088 square feet of space under multiple leases.

We also lease offices in various North American, European and Asian locations. We expect to expand our facilities
capacity, including at our corporate headquarters and in certain field locations, during fiscal 2015. One of our
co-CEOs, Mr. Duffield, acquired commercial real estate in close proximity to our corporate headquarters in 2013. At
the time of this acquisition, we had existing leases in the buildings acquired by Mr. Duffield. We expect to lease
additional space at that site in the coming year and beyond. We have and will continue to seek independent
evaluations of current market rates at the time we sign new leases with the goal of leasing at a rate comparable to the
current market price. During the year ended January 31, 2014, we leased approximately 65,244 of additional square
footage from Mr. Duffield. In January 2014, we acquired a 95 year lease for a 6.9 acre parcel of land adjacent to our
existing Pleasanton, California leased facilities. The lease affords us the opportunity to develop office space for
employees in Pleasanton, California. We paid $10.0 million to acquire the lease and $1.5 million in prepaid rent
through December 31, 2020. If construction does not commence by June 30, 2015, we will be required to make
additional payments to the lessor, ranging from $0.2 million to $1.0 million based on the length of the delay. We
believe that we will be able to obtain additional space at other locations at commercially reasonable terms to support
our continuing expansion.

ITEM 3. LEGAL PROCEEDINGS

From time to time, we are involved in various legal proceedings arising from the normal course of business activities.
We are not presently a party to any litigation the outcome of which we believe, if determined adversely to us, would
individually or taken together have a material adverse effect on our business, operating results, cash flows or financial
condition. Defending such proceedings is costly and can impose a significant burden on management and employees,
we may receive unfavorable preliminary or interim rulings in the course of litigation, and there can be no assurances
that favorable final outcomes will be obtained.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
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PART II

ITEM 5. MARKET FOR REGISTRANT S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES
Market Information for Common Stock

Our Class A common stock has been listed on the New York Stock Exchange under the symbol WDAY since
October 12, 2012, the date of our initial public offering.

The following table sets forth for the indicated periods the high and low intra-day sales prices of our Class A common
stock as reported by the New York Stock Exchange.

High Low

Year ended January 31, 2013

Third quarter (from October 12, 2012) $57.21 $45.05
Fourth quarter $57.10 $46.00
Year ended January 31, 2014

First quarter $65.00 $50.26
Second quarter $69.75 $59.87
Third quarter $84.42 $67.78
Fourth quarter $94.55 $70.84

Our Class B common stock is not listed or traded on any stock exchange.
Dividend Policy

We have never declared or paid cash dividends on our capital stock. We currently intend to retain any future earnings
for use in the operation of our business and do not intend to declare or pay any cash dividends in the foreseeable
future. Any further determination to pay dividends on our capital stock will be at the discretion of our board of
directors, subject to applicable laws, and will depend on our financial condition, results of operations, capital
requirements, general business conditions and other factors that our board of directors considers relevant.

Stockholders

As of January 31, 2014, there were 37 stockholders of record of our Class A common stock, including The Depository
Trust Company, which holds shares of our common stock on behalf of an indeterminate number of beneficial owners,
as well as 244 stockholders of record of our Class B common stock.

Securities Authorized for Issuance under Equity Compensation Plans

The information concerning our equity compensation plans is incorporated by reference herein to the section of the
Proxy Statement entitled Equity Compensation Plan Information.
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Stock Performance Graph

The following shall not be deemed filed for purposes of Section 18 of the Exchange Act, or incorporated by reference
into any of our other filings under the Exchange Act or the Securities Act of 1933, as amended, except to the extent
we specifically incorporate it by reference into such filing.

This chart compares the cumulative total return on our common stock with that of the S&P 500 Index and the

S&P 1500 Application Software Index. The chart assumes $100 was invested at the close of market on October 12,
2012, in the Class A common stock of Workday, Inc., the S&P 500 Index and the S&P 1500 Application Software
Index, and assumes the reinvestment of any dividends. The stock price performance on the following graph is not
necessarily indicative of future stock price performance.

Base
Period
Company/Index 10/12/2012 10/31/2012 1/31/2013 4/30/2013 7/31/2013 10/31/2013 1/31/2014
Workday, Inc. 100 $ 99.61 $ 10971 $ 128.67 $ 14025 $ 153.77 $ 183.90
S&P 500 Index 100 98.89 105.57 113.14 120.05 125.75 128.26
S&P 1500 Application
Software Index 100 98.58 110.49 111.49 118.79 128.56 138.28
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

We changed the end of our fiscal year from December 31 to January 31, effective for our fiscal year ended January 31,
2012. The consolidated statements of operations data and the consolidated balance sheets data are derived from our
audited consolidated financial statements and should be read together with Management s Discussion and Analysis of
Financial Condition and Results of Operations , our consolidated financial statements and the related notes included
elsewhere in this filing. Our historical results are not necessarily indicative of our results in any future period.

One Month
Ended Year Ended
Year Ended January 31, January 31, December 31,
2014 2013 2012 2011 2010 2009

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

Revenues:

Subscription services $ 354,169 $ 190,320 $ 88,634 $ 4814 $ 36,594 $ 13,746
Professional services 114,769 83,337 45,793 2,468 31,461 11,499
Total revenues 468,938 273,657 134,427 7,282 68,055 25,245

Costs and expenses():

Costs of subscription services 69,195 39,251 22,342 1,187 11,419 6,623
Costs of professional services 107,615 77,284 43,026 2,717 28,445 13,882
Product development 182,116 102,665 62,014 3,962 39,175 30,045
Sales and marketing 197,373 123,440 70,356 3,771 36,524 20,875
General and administrative 65,921 48,880 15,133 1,077 8,553 5,215
Total costs and expenses 622,220 391,520 212,871 12,714 124,116 76,640
Operating loss (153,282) (117,863) (78,444) (5,432) (56,061) (51,395)
Other income (expense), net (17,549) (1,203) (1,018) (8) 57 1,544
Loss before provision for income

taxes (170,831) (119,066) (79,462) (5,440) (56,118) (49,851)
Provision for income taxes 1,678 124 167 10 97 91
Net loss (172,509) (119,190) (79,629) (5,450) (56,215) (49,942)
Accretion of redeemable convertible

preferred stock (568) (342)

Net loss attributable to common
stockholders $(172,509) $(119,758) $ (79,971) $ (5,450) $ (56,215) $(49,942)

Net loss per share attributable to
Class A and Class B common

stockholders, basic and diluted $ (101 $ @162 $ @71H) $ (0200 $ (222) $ (2.298
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Weighted-average shares used to

compute net loss per share

attributable to Class A and Class B

common stockholders 171,297 74,011 29,478 27,642

() Costs and expenses include share-based compensation expenses as follows (in thousands):
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One
Month
Ended
Year Ended January 31, January 31, Year Ended December 31,
2014 2013 2012 2011 2010 2009
Costs of subscription services $ 2,408 $ 601 $ 230 $ 4 $ 55 $ 15
Costs of professional services 4,818 1,312 398 12 118 64
Product development 21,644 3,528 1,124 47 556 272
Sales and marketing 12,131 2,717 839 28 310 187
General and administrative 20,850 7,170 1,591 102 663 358
As of January 31, As of December 31,
2014 2013 2012 2010 2009

(in thousands)
Consolidated Balance Sheet Data:

Cash and cash equivalents $ 581,326 $ 84,158 $ 57,529 $ 30,887 $ 34,372
Marketable securities 1,305,253 706,181 53,634 4,498 20,557
Working capital (deficit) 1,601,768 629,528 37,934 (4,065) 36,222
Property and equipment, net 77,664 44,585 25,861 12,896 8,821
Total assets 2,176,265 959,080 232,638 100,605 97,829
Total unearned revenue 413,565 285,260 188,097 97,404 53,633
Convertible senior notes, net 468,412
Total liabilities 989,048 366,797 237,293 122,689 66,447
Redeemable convertible preferred stock 170,906 75,555 75,555
Total stockholders equity (deficit) 1,187,217 592,283 (175,561) (97,639) (44,173)
One Month
Year Ended Ended Year Ended
January 31, January 31 December 31,
2014 2013 2012 2011 2010 2009
(in thousands)
Cash Flow Data:
Net cash provided by (used in)
operating activities $ 46,263 $ 11,214 $(13,774) $ (1,069) $(15,335) $(30,128)
Free cash flows® (29,577) (23,401) (34,756) (1,134) (24,109) (34,357)

(2> Free cash flows, a non-GAAP financial measure, is defined as net cash provided by (used in) operating activities
minus purchases of property and equipment, property and equipment acquired under capital leases and purchase
of other intangible assets. Each adjusting item is separately presented on our consolidated statements of cash
flows. See Item 7 of Part I, Management s Discussion and Analysis of Financial Condition and Results of
Operations Non-GAAP Financial Measures for further information.
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ITEM 7. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

You should read the following discussion of our financial condition and results of operations in conjunction with the

consolidated financial statements and notes thereto included elsewhere in this report. The following discussion

contains forward-looking statements that reflect our plans, estimates and beliefs. Our actual results could differ

materially from those discussed in the forward-looking statements. Factors that could cause or contribute to these

differences include those discussed below and elsewhere in this report, particularly in Risk Factors.

Overview

Workday provides enterprise cloud applications for human capital management (HCM), payroll, financial
management and analytics. We offer innovative and adaptable technology focused on the consumer Internet
experience and cloud delivery model. Our applications are designed for global enterprises to manage complex and
dynamic operating environments. We provide our customers highly adaptable, accessible and reliable applications to
manage critical business functions that enable them to optimize their financial and human capital resources.

We were founded in 2005 to deliver cloud applications to global enterprises. Our applications are designed around the
way people work today in an environment that is global, collaborative, fast-paced and mobile. Our cycle of frequent
updates has facilitated rapid innovation and the introduction of new applications throughout our history. We began
offering our Human Capital Management (HCM) application in 2006. Since then we have continued to invest in
innovation and have consistently introduced new services to our customers, including our Financial Management
application in 2007, our Procurement and Employee Expense Management applications in 2008, our Payroll and
mobile applications in 2009, our Talent Management application in 2010, our native iPad application and Workday
integration platform in 2011, Time Tracking and Grants Management applications in 2012 and Big Data Analytics in
2013.

We offer Workday applications to our customers on an enterprise-wide subscription basis, typically with three-year
terms and with subscription fees largely based on the size of the customer s workforce. We generally recognize
revenues from subscription fees ratably over the term of the contract. We currently derive a substantial majority of our
subscription services revenues from subscriptions to our HCM application. We market our applications primarily
through our direct sales force.

We have achieved significant growth in a relatively short period of time. Our diverse customer base includes large,
global companies and our direct sales force targets organizations with more than 1,000 workers. As of January 31,
2014, we had more than 600 customers. A substantial majority of our growth comes from new customers. Our current
financial focus is on growing our revenues and expanding our customer base. While we are incurring losses today, we
strive to invest in a disciplined manner across all of our functional areas to sustain continued near-term revenue
growth and support our long-term initiatives. Our operating expenses have increased significantly in absolute dollars
in recent periods, primarily due to our significant growth in employees. We had more than 2,600 and more than 1,700
employees as of January 31, 2014 and 2013, respectively.

We intend to continue investing for long-term growth. We have invested, and expect to continue to invest, heavily in
our application development efforts to deliver additional compelling applications and to address customers evolving
needs. In addition, we plan to continue to expand our sales and marketing organizations to sell our applications
globally. We have made significant investments in our data center infrastructure in fiscal 2014. We expect to continue
this effort in fiscal 2015 as we update our technology and plan for future customer growth. We are also investing in
personnel to service our growth in customers. These investments will increase our costs on an absolute basis in the
near-term. Many of these investments will occur in advance of experiencing any direct benefit from them and will
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expect to be profitable in the near future. We expect our product
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development, sales and marketing, and general and administrative expenses as a percentage of revenues to decrease
over time as we grow our revenues, and we anticipate that we will gain economies of scale by increasing our customer
base without direct incremental development costs and by utilizing more of the capacity of our data centers.

Since inception, we have invested heavily in our professional services organization to help ensure that customers
successfully deploy and adopt our applications. Additionally, we continue to expand our professional services partner
ecosystem to further support our customers. We believe our investment in professional services, as well as partners
building consulting practices around Workday, will drive additional customer subscriptions and continued growth in
revenues. In addition, over time we expect professional services revenues and the cost of professional services as a
percentage of total revenues to decline as we increasingly rely on our partners to deploy Workday applications and as
the number of our existing customers continues to grow.

Fiscal Year End

Our fiscal year ends on January 31. References to fiscal 2014, for example, refer to the year ended January 31, 2014.
Components of Results of Operations

Revenues

We primarily derive our revenues from subscription services fees and professional services fees. Subscription services
revenues primarily consist of fees that give our customers access to our cloud applications, which include routine
customer support at no additional cost. Professional services fees include deployment services, optimization services,
and training.

Subscription services revenues accounted for over 75% of our total revenues during fiscal 2014 and represented over
90% of our total unearned revenue as of January 31, 2014. Subscription services revenues are driven primarily by the
number of customers, the number of workers at each customer, the number of applications subscribed to by each
customer, the price of our applications, and to a lesser extent, renewal rates. To date, revenues from renewals have not
been a substantial component of revenues.

The mix of the applications to which a customer subscribes can affect our financial performance due to price
differentials in our applications. Compared to our other offerings, our HCM application has been available for a longer
period of time, is more established in the marketplace and has benefited from continued enhancements of the
functionality over a longer period of time, all of which help us to improve our pricing for that application. However,
new products or services offerings by competitors in the future could impact the mix and pricing of our offerings.

Subscription services fees are recognized ratably as revenues over the contract term beginning on the date the
application is made available to the customer, which is generally within one week of contract signing. Our
subscription contracts typically have a term of three years and are non-cancelable. We generally invoice our customers
in advance, in annual installments. Amounts that have been invoiced are initially recorded as unearned revenue.
Amounts that have not been invoiced represent backlog and are not reflected in our consolidated financial statements.

Our consulting engagements are typically billed on a time and materials basis, and revenues are typically recognized
as the services are performed. We offer a number of training options intended to support our customers in configuring,
using and administering our services. In some cases, we supplement our consulting teams by subcontracting resources
from our service partners and deploying them on customer engagements. As Workday s professional services
organization and the Workday-related consulting practices of our partner firms

Table of Contents 65



Table of Contents

Edgar Filing: Workday, Inc. - Form 10-K

32

66



Edgar Filing: Workday, Inc. - Form 10-K

Table of Conten

continue to develop, we expect the partners to increasingly contract directly with our subscription customers. As a
result of this trend, and the increase of our subscription services revenues, we expect professional services revenues as
a percentage of total revenues to decline over time.

Approximately 2% of our total revenues for year ended January 31, 2014 were derived from multiple-deliverable
arrangements that were accounted for as a single unit of accounting, because some of our professional services
offerings did not have standalone value when the related contracts were executed. In these situations, all revenue is
recognized ratably over the term of the subscription contract. Additionally, in these situations, we defer the direct
costs of the related professional services contract and those direct costs are amortized over the same period as the
professional services revenues are recognized. As of January 31, 2014, less than 10% of our total unearned revenue
balance represented multiple-deliverable arrangements accounted for as a single unit of accounting. For contracts
executed subsequent to February 1, 2012, there was standalone value for all deliverables.

Costs and Expenses

Costs of subscription services revenues. Costs of subscription services revenues consist primarily of employee-related
expenses related to hosting our applications and providing support, the costs of data center capacity, and depreciation
of owned and leased computer equipment and software.

Costs of professional services revenues. Costs of professional services revenues consist primarily of employee-related
expenses associated with these services, the cost of subcontractors and travel costs. The percentage of total revenues
derived from professional services was 24% in fiscal 2014. The cost of providing professional services is significantly
higher as a percentage of the related revenues than for our subscriptions.

Product development. Product development expenses consist primarily of employee-related expenses. We continue to
focus our product development efforts on adding new features and applications, increasing the functionality and
enhancing the ease of use of our cloud applications.

Sales and marketing. Sales and marketing expenses consist primarily of employee-related expenses, sales
commissions, marketing programs and travel related expenses. Marketing programs consist of advertising, events,
corporate communications, brand building and product marketing activities. Commissions earned by our sales force
that can be associated specifically with a non-cancelable subscription contract are deferred and amortized over the
same period that revenues are recognized for the related non-cancelable contract.

General and administrative. General and administrative expenses consist of employee-related expenses for finance
and accounting, legal, human resources and management information systems personnel, legal costs, professional fees
and other corporate expenses.

Results of Operations

Revenues

Our total revenues for fiscal 2014, 2013 and 2012 were as follows:

Year Ended January 31,
2014 2013 2012
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% %
Change Change
(in thousands)
$354,169 $ 190,320 $ 88,634 86% 115%
114,769 83,337 45,793 38 82
$468,938 $273,657 $ 134,427 71 104
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Fiscal 2014 compared to fiscal 2013. Total revenues were $468.9 million for fiscal 2014, compared to $273.7 million
for fiscal 2013, an increase of $195.2 million, or 71%. Subscription services revenues were $354.2 million for fiscal
2014, or 76% of total revenues, compared to $190.3 million, or 70% of total revenues, for fiscal 2013, an increase of
$163.9 million or 86%. The increase in subscription services revenues was due primarily to the addition of new
customers as compared to the prior year period. We had more than 600 customers as of January 31, 2014 compared to
more than 400 customers as of January 31, 2013. Professional services revenues were $114.8 million for fiscal 2014,
compared to $83.3 million for fiscal 2013, an increase of $31.5 million, or 38%. The increase in professional services
revenues was due primarily to the addition of new customers and a greater number of customers requesting
deployment and integration services.

Fiscal 2013 compared to fiscal 2012. Total revenues were $273.7 million for fiscal 2013, compared to $134.4 million
for fiscal 2012, an increase of $139.2 million, or 104%. Subscription services revenues were $190.3 million, or 70%
of total revenues, for fiscal 2013, compared to $88.6 million, or 66% of total revenues, for fiscal 2012. The increase in
subscription services revenues was due primarily to the addition of new and larger customer contracts as compared to
the prior year. We had more than 400 customers as of January 31, 2013 compared to more than 250 customers as of
January 31, 2012. Professional services revenues were $83.3 million, or 30% of total revenues, for fiscal 2013,
compared to $45.8 million, or 34% of total revenues, for fiscal 2012. The increase in professional services revenues
was due primarily to a larger customer base requesting deployment and integration services.

Core Operating Expenses

Management uses the non-GAAP financial measure of core operating expenses to understand and compare operating
results across accounting periods, for internal budgeting and forecasting purposes, for short- and long-term operating
plans, and to evaluate our financial performance and the ability of operations to generate cash. Management believes
that core operating expenses reflects our ongoing business in a manner that allows for meaningful period-to-period
comparisons and analysis of trends in our business, as it excludes expenses that are not reflective of ongoing operating
results. Management also believes that core operating expenses provides useful information to investors and others in
understanding and evaluating our operating results and future prospects in the same manner as management and in
comparing financial results across accounting periods and to those of peer companies.

The following discussion of our core operating expenses and the components comprising our core operating expenses
highlights the factors that our management focuses upon in evaluating our operating margin and operating expenses.
The increases or decreases in operating expenses discussed in this section do not include changes relating to
share-based compensation, and certain other expenses, which consist of employer payroll taxes on employee stock
transactions and an equity grant to the Workday Foundation.

Information about our operating expenses is as follows:

Year Ended January 31, 2014

Core Share-Based Other Total
Operating Compensation Operating Operating
Expenses() Expenses Expenses Expenses
(in thousands)
Costs of subscription services $ 66,770 $ 2,408 $ 17 $ 69,195
Costs of professional services 102,141 4,818 656 107,615
Product development 158,928 21,644 1,544 182,116
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184,359 12,131 883
43,773 20,850 1,298
$555,971 $ 61,851 $ 4,398
$ (87,033) $ (61,851) $ (4,398)
(19)% 13)% (1%
34

197,373
65,921

$ 622,220

$ (153,282)
(33)%
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Year Ended January 31, 2013

Core Share-Based Other Total
Operating Compensation Operating Operating
Expenses() Expenses Expenses Expenses
(in thousands)

Costs of subscription services $ 38,650 $ 601 $ $ 39,251
Costs of professional services 75,972 1,312 77,284
Product development 99,137 3,528 102,665
Sales and marketing 120,723 2,717 123,440
General and administrative 30,460 7,170 11,250 48,880
Total operating expenses $ 364,942 $ 15328 $ 11,250 $ 391,520
Operating loss $ (91,285) $ (15,328) $ (11,250) $ (117,863)
Operating margin (33)% (6)% 4% 43)%

Year Ended January 31, 2012

Core Share-Based Total
Operating Compensation Operating
Expenses() Expenses Expenses
(in thousands)

Costs of subscription services $ 22,112 $ 230 $ 22,342
Costs of professional services 42,628 398 43,026
Product development 60,890 1,124 62,014
Sales and marketing 69,517 839 70,356
General and administrative 13,542 1,591 15,133
Total operating expenses $208,689 $ 4,182 $ 212,871
Operating loss $ (74,262) $ (4,182) $ (78,444)
Operating margin (55)% 3)% (58)%

() Core operating expenses is a non-GAAP financial measure that excludes share-based compensation and certain
other operating expenses from our total operating expenses calculated in accordance with GAAP. The other
operating expenses excluded are employer payroll taxes on employee stock transactions and an equity grant to the
Workday Foundation. See Non-GAAP Financial Measures below for further information.

Core operating margin

Core operating margins, calculated using GAAP revenues and core operating expenses, improved from (33)% for
fiscal 2013 to (19)% for fiscal 2014 and from (55)% for fiscal 2012 to (33)% for fiscal 2013. The improvement in our
operating margin was primarily due to higher subscription services revenues in both fiscal 2014 and 2013 compared to
prior fiscal years. In evaluating our results, we generally focus on core operating expenses. We believe that our core
operating expenses reflect our ongoing business in a manner that allows meaningful period-to-period comparisons.
Our core operating expenses are reconciled to the most comparable U.S. generally accepted accounting principles
(GAAP) measure, total operating expenses, in the table above.
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Core operating expenses increased by $191.0 million, or 52% for fiscal 2014, compared to fiscal 2013 and by $156.3
million or 75% for fiscal 2013, compared to fiscal 2012. As quantified below, these increases for both periods were
primarily due to higher employee-related costs driven by higher headcount.

Cost of subscription services

Fiscal 2014 compared to fiscal 2013. Core operating expenses in costs of subscription services were $66.8 million for

fiscal 2014, compared to $38.7 million for fiscal 2013, an increase of $28.1 million, or 73%. The increase was
primarily due to an increase of $10.4 million in depreciation expense related to our data
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centers, an increase of $8.8 million in employee-related costs driven by higher headcount and an increase of

$6.6 million in service contracts expense to expand data center capacity. We expect that in the future, core operating
expenses in costs of subscription services will continue to increase in absolute dollars as we improve and expand our
data center capacity and operations.

Fiscal 2013 compared to fiscal 2012. Core operating expenses in costs of subscription services were $38.7 million for
fiscal 2013, compared to $22.1 million for fiscal 2012, an increase of $16.6 million, or 75%. The increase was
primarily due to an increase of $5.8 million in employee-related costs driven by higher headcount and an increase of
$4.8 million in depreciation expenses for additional data center equipment. In addition, we had an increase of

$2.9 million in service delivery costs and an increase of $1.5 million in facilities costs due to our increased data center
capacity.

Cost of professional services

Fiscal 2014 compared to fiscal 2013. Core operating expenses in costs of professional services were $102.1 million
for fiscal 2014, compared to $76.0 million for fiscal 2013, a $26.1 million increase, or 34%. This increase was
primarily due to increases of $21.3 million to staff our deployment and integration engagements and $1.6 million in
facility and IT-related expense. Due to the large increase in demand for our professional services versus the prior year,
we have increased both our internal professional service staff as well as third-party supplemental staff. Over time, we
expect costs of professional services as a percentage of total revenues to decline as we increasingly rely on third
parties to deploy our applications and as the number of our customers continues to grow. For fiscal 2015, we
anticipate professional services margins to be lower than fiscal 2014 as we invest in deploying new customers in
financial management applications, medium-size enterprise, and education and government categories, where the third
party partner ecosystem is still maturing.

Fiscal 2013 compared to fiscal 2012. Core operating expenses in costs of professional services were $76.0 million for
fiscal 2013, compared to $42.6 million for fiscal 2012, an increase of $33.4 million, or 78%. The increase was
primarily due to additional costs of $30.7 million to staff our deployment and integration engagements. Due to the
large increase in demand for our professional services versus fiscal 2012, we increased both our internal professional
service staff as well as third party supplemental staff.

Product development

Fiscal 2014 compared to fiscal 2013. Core operating expenses in product development were $158.9 million for fiscal
2014, compared to $99.1 million for fiscal 2013, an increase of $59.8 million, or 60%. The increase was primarily due
to increases of $44.9 million in employee compensation costs due to higher headcount, $6.4 million in facility and
IT-related expenses and $3.8 million in contracted costs for our development cloud data center. We expect that in the
future, product development expenses will continue to increase in absolute dollars as we improve and extend our
applications and develop new technologies.

Fiscal 2013 compared to fiscal 2012. Core operating expenses in product development were $99.1 million for fiscal
2013, compared to $60.9 million for fiscal 2012, an increase of $38.2 million, or 63%. The increase was primarily due
to an increase of $28.0 million in employee-related costs due to higher headcount and a $2.6 million increase in

contractor costs as we supplemented our internal development professionals.

Sales and marketing

Table of Contents 73



Edgar Filing: Workday, Inc. - Form 10-K

Fiscal 2014 compared to fiscal 2013. Core operating expenses in sales and marketing were $184.4 million for fiscal
2014, compared to $120.7 million for fiscal 2013, an increase of $63.7 million, or 53%. The increase was primarily
due to increases of $47.2 million in employee compensation costs due to higher headcount and higher commissionable
sales volume, $5.9 million in advertising, marketing and event costs, $4.2 million in travel expenses and $4.2 million
in facility and IT-related expenses. We expect that sales and marketing expenses will continue to increase in absolute
dollars in the future as we continue to invest in sales and marketing by expanding our domestic and international
selling and marketing activities, building brand awareness and attracting new customers.
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Fiscal 2013 compared to fiscal 2012. Core operating expenses in sales and marketing were $120.7 million for fiscal
2013, compared to $69.5 million for fiscal 2012, an increase of $51.2 million, or 74%. The increase was primarily due
to increases of $35.9 million in employee-related costs driven by higher headcount, $5.0 million in advertising,
marketing and event costs, and $3.2 million in travel expenses.

General and administrative

Fiscal 2014 compared to fiscal 2013. Core operating expenses in general and administrative were $43.8 million for
fiscal 2014, compared to $30.5 million for fiscal 2013, an increase of $13.3 million, or 44%. The increase was
primarily due to $10.6 million in higher compensation costs due to higher headcount and $2.1 million in higher
professional services costs including consulting, legal and audit. We expect general and administrative expenses will
increase in absolute dollars as we invest in our infrastructure and incur additional employee-related costs, professional
fees and insurance costs related to the growth of our business and international expansion.

Fiscal 2013 compared to fiscal 2012. Core operating expenses in general and administrative were $30.5 million for
fiscal 2013, compared to $13.5 million for fiscal 2012, an increase of $17.0 million, or 126%. The increase was
primarily due to $10.0 million in higher employee-related costs driven by higher headcount. Also contributing to the
change was a $4.9 million increase in professional services costs as we transitioned to being a public company.

Share-Based Compensation Expenses

Share-based compensation expenses were $61.9 million, $15.3 million and $4.2 million in fiscal 2014, 2013 and 2012,
respectively. The increase in share-based compensation expenses for fiscal 2014 compared to fiscal 2013 was
primarily due to grants of restricted stock units to existing and new employees during fiscal 2014. During fiscal 2014,
we realized $0.3 million excess tax benefits related to share-based compensation expenses. The increase in
share-based compensation expenses for fiscal 2013 compared to fiscal 2012 was primarily due to equity grants in
fiscal 2013 when the market value of our common stock was significantly higher than when the fiscal 2012 grants
were made.

Many of the fiscal 2014 grants occurred in August 2014 and thus we expect share-based compensation expenses in
fiscal 2015 to increase as we will have a full year of expense recognition related to these grants and we expect to make
additional share grants in fiscal 2015.

Other Operating Expenses

Other operating expenses, which consist of employer payroll tax on employee stock transactions for fiscal 2014 and a
one-time charge related to our contribution of 500,000 shares of common stock to the Workday Foundation in fiscal
2013, were $4.4 million and $11.3 million, respectively. Employer payroll taxes on employee stock transactions
substantially increased beginning in April 2013 after the expiration of the lock-up period instituted for our initial
public offering. Before fiscal 2014, the employer payroll tax on employee stock transactions was not included in other
operating expenses as it was not material.

Other Expense, Net

Other expense, net, was $17.5 million for fiscal 2014 compared to $1.2 million for fiscal 2013, an increase of $16.3
million. The increase was primarily due to the interest expense related to our 0.75% convertible senior notes due

July 15, 2018 (2018 Notes) and 1.50% convertible senior notes due July 15, 2020 (2020 Notes, and together with the
2018 Notes, referred to as Notes), including the contractual cash interest expense of $4.0 million and non-cash interest
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Liquidity and Capital Resources

As of January 31, 2014, our principal sources of liquidity were cash, cash equivalents and marketable securities
totaling $1.9 billion, which were held for working capital purposes. Our cash equivalents and marketable securities are
comprised primarily of U.S. agency obligations, U.S. treasury securities, money market funds, commercial paper, and
U.S. corporate securities.

We have financed our operations primarily through sales of equity securities, customer payments, and issuance of
debt. In July 2013, we issued Notes which provided us with net proceeds of $584.3 million. In January 2014, we sold
6.9 million shares of our Class A common stock in a follow-on offering which provided us with net proceeds of
$592.2 million. Our future capital requirements will depend on many factors, including our customer growth rate,
subscription renewal activity, the timing and extent of development efforts, the expansion of sales and marketing
activities, the introduction of new and enhanced services offerings, and the continuing market acceptance of our
services. We may in the future enter into arrangements to acquire or invest in complementary businesses, services and
technologies, and intellectual property rights. We may choose to seek additional equity or debt financing.

Our cash flows for fiscal 2014, 2013 and 2012 were as follows:

Year Ended January 31,
2014 2013 2012
(in thousands)
Net cash provided by (used in):

Operating activities $ 46,263 $ 11,214 $(13,774)
Investing activities (682