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Report of Independent Registered Public Accounting Firm  

To the Board of Directors and Shareholders of Cisco Systems, Inc.: 
In our opinion, the consolidated balance sheets and the related consolidated statements of operations, of cash flows and of equity listed in the accompanying index present fairly, 
in all material respects, the financial position of Cisco Systems, Inc. and its subsidiaries at July 30, 2011 and July 31, 2010, and the results of their operations and their cash 
flows for each of the three years in the period ended July 30, 2011 in conformity with accounting principles generally accepted in the United States of America. In addition, in 
our opinion, the financial statement schedule appearing under Item 15(a)(2) presents fairly, in all material respects, the information set forth therein when read in conjunction 
with the related consolidated financial statements. Also in our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of 
July 30, 2011, based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission 
(COSO). The Company’s management is responsible for these financial statements and financial statement schedule, for maintaining effective internal control over financial 
reporting and for its assessment of the effectiveness of internal control over financial reporting, included in the accompanying Management’s Report on Internal Control over 
Financial Reporting. Our responsibility is to express opinions on these financial statements, on the financial statement schedule, and on the Company’s internal control over 
financial reporting based on our integrated audits. We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material misstatement and 
whether effective internal control over financial reporting was maintained in all material respects. Our audits of the financial statements included examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and 
evaluating the overall financial statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal control over 
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed 
risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our 
opinions.  

As discussed in Note 2 to the consolidated financial statements, the Company adopted new accounting rules for revenue recognition and business combinations in 2010 and 
other-than-temporary impairments of debt securities in 2009.  

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles. A company’s internal control over financial reporting includes those 
policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the 
company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted 
accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of management and directors of the company; 
and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material 
effect on the financial statements.  

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of effectiveness to 
future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may 
deteriorate.  

  
San Jose, California  
September 13, 2011  
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The components of AOCI, net of tax, are summarized as follows (in millions):  
   

14. Employee Benefit Plans 
(a) Employee Stock Incentive Plans 
Stock Incentive Plan Program Description   As of July 30, 2011, the Company had five stock incentive plans: the 2005 Stock Incentive Plan (the “2005 Plan”); the 1996 Stock 
Incentive Plan (the “1996 Plan”); the 1997 Supplemental Stock Incentive Plan (the “Supplemental Plan”); the Cisco Systems, Inc. SA Acquisition Long-Term Incentive Plan 
(the “SA Acquisition Plan”); and the Cisco Systems, Inc. WebEx Acquisition Long-Term Incentive Plan (the “WebEx Acquisition Plan”). In addition, the Company has, in 
connection with the acquisitions of various companies, assumed the share-based awards granted under stock incentive plans of the acquired companies or issued share-based 
awards in replacement thereof. Share-based awards are designed to reward employees for their long-term contributions to the Company and provide incentives for them to 
remain with the Company. The number and frequency of share-based awards are based on competitive practices, operating results of the Company, government regulations, and 
other factors. Since the inception of the stock incentive plans, the Company has granted share-based awards to a significant percentage of its employees, and the majority has 
been granted to employees below the vice president level. The Company’s primary stock incentive plans are summarized as follows:  

2005 Plan   As amended on November 15, 2007, the maximum number of shares issuable under the 2005 Plan over its term is 559 million shares plus the amount of any shares 
underlying awards outstanding on November 15, 2007 under the 1996 Plan, the SA Acquisition Plan, and the WebEx Acquisition Plan that are forfeited or are terminated for any 
other reason before being exercised or settled. If any awards granted under the 2005 Plan are forfeited or are terminated for any other reason before being exercised or settled, 
then the shares underlying the awards will again be available under the 2005 Plan.  

Prior to November 12, 2009, the number of shares available for issuance under the 2005 Plan was reduced by 2.5 shares for each share awarded as a stock grant or stock unit. 
Pursuant to an amendment approved by the Company’s shareholders on November 12, 2009, following that amendment the number of shares available for issuance under the 
2005 Plan is reduced by 1.5 shares for each share awarded as a stock grant or a stock unit, and any shares underlying awards outstanding under the 1996 Plan, the SA 
Acquisition Plan, and the WebEx Acquisition Plan that expire unexercised at the end of their maximum terms become available for reissuance under the 2005 Plan. The 2005 
Plan permits the granting of stock options, stock, stock units, and stock appreciation rights to employees (including employee directors and officers), consultants of the Company 
and its subsidiaries and affiliates, and non-employee directors of the Company. Stock options and stock appreciation rights granted under the 2005 Plan have an exercise price of 
at least 100% of the fair market value of the underlying stock on the grant date and prior to November 12, 2009 have an expiration date no later than nine years from the grant 
date. The expiration date for stock options and stock appreciation rights granted subsequent to the amendment approved on November 12, 2009 shall be no later than ten years 
from the grant date. The stock options will generally become exercisable for 20% or 25% of the option shares one year from the date of grant and then ratably over the following 
48 or 36 months, respectively. Stock grants and stock units will generally vest with respect to 20% or 25% of the shares covered by the grant on each of the first through fifth or 
fourth anniversaries of the date of the grant, respectively. The Compensation and Management Development Committee of the Board of Directors has the discretion to use 
different vesting schedules. Stock appreciation rights may be  
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     July 30, 2011      July 31, 2010      July 25, 2009   
Net unrealized gains on investments    $ 487       $ 333       $ 138    
Net unrealized gains (losses) on derivative instruments      6         27         (21 )  
Cumulative translation adjustment and other      801         263         318    

                                 

Total    $ 1,294       $ 623       $ 435    
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awarded in combination with stock options or stock grants, and such awards shall provide that the stock appreciation rights will not be exercisable unless the related stock 
options or stock grants are forfeited. Stock grants may be awarded in combination with non-statutory stock options, and such awards may provide that the stock grants will be 
forfeited in the event that the related non-statutory stock options are exercised.  

1996 Plan   The 1996 Plan expired on December 31, 2006, and the Company can no longer make equity awards under the 1996 Plan. The maximum number of shares issuable 
over the term of the 1996 Plan was 2.5 billion shares. Stock options granted under the 1996 Plan have an exercise price of at least 100% of the fair market value of the 
underlying stock on the grant date and expire no later than nine years from the grant date. The stock options generally become exercisable for 20% or 25% of the option shares 
one year from the date of grant and then ratably over the following 48 or 36 months, respectively. Certain other grants have utilized a 60-month ratable vesting schedule. In 
addition, the Board of Directors, or other committees administering the plan, have the discretion to use a different vesting schedule and have done so from time to time.  

Supplemental Plan   The Supplemental Plan expired on December 31, 2007, and the Company can no longer make equity awards under the Supplemental Plan. Officers and 
members of the Company’s Board of Directors were not eligible to participate in the Supplemental Plan. Nine million shares were reserved for issuance under the Supplemental 
Plan.  

Acquisition Plans   In connection with the Company’s acquisitions of Scientific-Atlanta, Inc. (“Scientific-Atlanta”) and WebEx Communications, Inc. (“WebEx”), the Company 
adopted the SA Acquisition Plan and the WebEx Acquisition Plan, respectively, each effective upon completion of the applicable acquisition. These plans constitute 
assumptions, amendments, restatements, and renamings of the 2003 Long-Term Incentive Plan of Scientific-Atlanta and the WebEx Communications, Inc. Amended and 
Restated 2000 Stock Incentive Plan, respectively. The plans permit the grant of stock options, stock, stock units, and stock appreciation rights to certain employees of the 
Company and its subsidiaries and affiliates who had been employed by Scientific-Atlanta or its subsidiaries or WebEx or its subsidiaries, as applicable. As a result of the 
shareholder approval of the amendment and extension of the 2005 Plan, as of November 15, 2007, the Company will no longer make stock option grants or direct share 
issuances under either the SA Acquisition Plan or the WebEx Acquisition Plan.  

(b) Employee Stock Purchase Plan 
The Company has an Employee Stock Purchase Plan, which includes its subplan, the International Employee Stock Purchase Plan (together, the “Purchase Plan”), under which 
471.4 million shares of the Company’s common stock have been reserved for issuance as of July 30, 2011. Effective July 1, 2009, eligible employees are offered shares through 
a 24-month offering period, which consists of four consecutive 6-month purchase periods. Employees may purchase a limited number of shares of the Company’s stock at a 
discount of up to 15% of the lesser of the market value at the beginning of the offering period or the end of each 6-month purchase period. The Purchase Plan is scheduled to 
terminate on January 3, 2020. The Company issued 34 million, 27 million, and 28 million shares under the Purchase Plan in fiscal 2011, 2010, and 2009, respectively. As of 
July 30, 2011, 122 million shares were available for issuance under the Purchase Plan.  
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(c) Summary of Share-Based Compensation Expense 
Share-based compensation expense consists primarily of expenses for stock options, stock purchase rights, restricted stock, and restricted stock units granted to employees. The 
following table summarizes share-based compensation expense (in millions):  
   

As of July 30, 2011, the total compensation cost related to unvested share-based awards not yet recognized was $2.9 billion, which is expected to be recognized over 
approximately 2.2 years on a weighted-average basis. The income tax benefit for share-based compensation expense was $444 million, $415 million, and $317 million for fiscal 
2011, 2010, and 2009, respectively.  

(d) Share-Based Awards Available for Grant 
A summary of share-based awards available for grant is as follows (in millions):  
   

As reflected in the preceding table, for each share awarded as restricted stock or subject to a restricted stock unit award under the 2005 Plan, beginning November 15, 2007 and 
prior to November 12, 2009, an equivalent of 2.5 shares was deducted from the available share-based award balance. Effective as of November 12, 2009, the equivalent number 
of shares was revised to 1.5 shares for each share awarded as restricted stock or subject to a restricted stock unit award under the 2005 Plan beginning on this date.  
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Years Ended   July 30, 2011    July 31, 2010     July 25, 2009   
Cost of sales—product   $ 61      $ 57      $ 46   
Cost of sales—service     177       164       128   

                              

Share-based compensation expense in cost of sales     238       221       174   
                              

Research and development     481       450       382   
Sales and marketing     651       602       482   
General and administrative     250       244       193   

        
  

        
  

        
  

Share-based compensation expense in operating expenses     1,382        1,296        1,057   
        

  
        

  
        

  

Total share-based compensation expense   $ 1,620      $ 1,517      $ 1,231   
        

  

        

  

        

  

    

Share-
Based Awards 

Available for  
Grant   

BALANCE AT JULY 26, 2008     362   
Options granted and assumed     (14 ) 
Restricted stock, stock units, and other share-based awards granted and assumed     (140 ) 
Share-based awards canceled/forfeited/expired     38   
Additional shares reserved     7   

          

BALANCE AT JULY 25, 2009     253   
Options granted and assumed     (15 ) 
Restricted stock, stock units, and other share-based awards granted and assumed     (81 ) 
Share-based awards canceled/forfeited/expired     123   
Additional shares reserved     15   

          

BALANCE AT JULY 31, 2010     295   
Restricted stock, stock units, and other share-based awards granted and  assumed     (84 ) 
Share-based awards canceled/forfeited/expired     42   
Additional shares reserved     2   

        
  

BALANCE AT JULY 30, 2011     255   
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(e) Restricted Stock and Stock Unit Awards 
A summary of the restricted stock and stock unit activity is as follows (in millions, except per-share amounts):  
   

Certain of the restricted stock units awarded in fiscal 2011 were contingent on the future achievement of financial performance metrics.  

Prior to the initial declaration of a quarterly cash dividend on March 17, 2011, the fair value of restricted stock units was measured based on the grant date share price reduced by 
the present value of the dividend using an expected dividend yield of 0%, as the Company did not historically pay cash dividends on its common stock. For awards granted on or 
subsequent to March 17, 2011, the Company used an annualized dividend yield based on the per-share dividends declared by its Board of Directors.  

(f) Stock Option Awards 
A summary of the stock option activity is as follows (in millions, except per-share amounts):  
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Restricted Stock/ 

Stock Units     

Weighted-Average 
Grant Date Fair 
Value per Share      

Aggregated Fair 
Market Value   

BALANCE AT JULY 26, 2008      10      $ 24.27       
Granted and assumed      57        20.90       
Vested      (4 )     23.56       $ 69   
Canceled/forfeited      (1 )     22.76       

                

BALANCE AT JULY 25, 2009      62        21.25       
Granted and assumed      54        23.40       
Vested      (16 )     21.56       $ 378   
Canceled/forfeited      (3 )     22.40       

         
  

     

BALANCE AT JULY 31, 2010      97        22.35       
Granted and assumed      56        20.62       
Vested      (27 )     22.54       $ 529   
Canceled/forfeited      (10 )     22.04       

         
  

     

BALANCE AT JULY 30, 2011      116      $ 21.50       
         

  

     

     STOCK OPTIONS OUTSTANDING   

     
Number  

Outstanding     
Weighted-Average  

Exercise Price per Share   
BALANCE AT JULY 26, 2008      1,199      $ 27.83   
Granted and assumed      14        19.01   
Exercised      (33 )     14.67   
Canceled/forfeited/expired      (176 )     49.79   

         
  

  

BALANCE AT JULY 25, 2009      1,004        24.29   
Granted and assumed      15        13.23   
Exercised      (158 )     17.88   
Canceled/forfeited/expired      (129 )     47.31   

             

BALANCE AT JULY 31, 2010      732       21.39   
Exercised      (80 )     16.55   
Canceled/forfeited/expired      (31 )     25.91   

         
  

  

BALANCE AT JULY 30, 2011      621     $ 21.79   
         

  

  

The total pretax intrinsic value of stock options exercised during fiscal 2011, 2010, and 2009 was $312 million, $1.0 billion, and $158 million, respectively. 

(1) 

(1) 

(1) 

(1) 
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The following table summarizes significant ranges of outstanding and exercisable stock options as of July 30, 2011 (in millions, except years and share prices):  
   

The aggregate intrinsic value in the preceding table represents the total pretax intrinsic value, based on the Company’s closing stock price of $15.97 as of July 29, 2011, which 
would have been received by the option holders had those option holders exercised their stock options as of that date. The total number of in-the-money stock options exercisable 
as of July 30, 2011 was 57 million. As of July 31, 2010, 606 million outstanding stock options were exercisable and the weighted-average exercise price was $20.51.  

(g) Valuation of Employee Stock Purchase Rights and Employee Stock Options 
The valuation of employee stock purchase rights and the underlying assumptions being used are summarized as follows:  
   

The valuation of employee stock options and the underlying assumptions being used are summarized as follows:  
   

The Company estimates on the date of grant the value of employee stock purchase rights using the Black-Scholes model and the value of employee stock options using a lattice-
binomial model. The determination of the fair  
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     STOCK OPTIONS OUTSTANDING      STOCK OPTIONS EXERCISABLE   

Range of Exercise Prices    
Number 

Outstanding      

Weighted-
Average 

Remaining 
Contractual 

Life 
(in Years)      

Weighted-
Average 
Exercise 
Price per 

Share      

Aggregate 
Intrinsic 
Value      

Number 
Exercisable      

Weighted- 
Average 
Exercise 
Price per 

Share      

Aggregate 
Intrinsic 
Value   

$  0.01 – 15.00      56         1.59       $ 10.62       $ 300         54       $ 10.74       $ 282    
  15.01 – 18.00      97         3.03         17.72         2         96         17.72         2   
  18.01 – 20.00      167         1.91         19.29         —           166         19.29         —     
  20.01 – 25.00      154         3.87         22.75         —           144         22.75         —     
  25.01 – 35.00      147         5.08         30.65         —           115         30.62         —     

         
  

               
  

         
  

            
  

Total      621         3.29       $ 21.79       $ 302         575       $ 21.37       $ 284    
         

  

               

  

         

  

            

  

     EMPLOYEE STOCK PURCHASE RIGHTS   

Years Ended    
July 30, 

2011     
July 31, 

2010     
July 25, 

2009   
Weighted-average assumptions:        
Expected volatility      28.0 %     30.9 %     36.4 % 
Risk-free interest rate      0.3%     0.5 %     0.6 % 
Expected dividend      1.5%     0.0 %     0.0 % 
Weighted-average expected life (in years)      1.3       1.3        1.1    
Weighted-average estimated grant date fair value per share    $ 4.24      $ 6.53      $ 5.46    

     EMPLOYEE STOCK OPTIONS   
Years Ended    July 31, 2010     July 25, 2009   
Weighted-average assumptions:      
Expected volatility      30.5 %     36.0 % 
Risk-free interest rate      2.3 %     3.0 % 
Expected dividend      0.0 %     0.0 % 
Kurtosis      4.1        4.5    
Skewness      0.20        (0.19 ) 
Weighted-average expected life (in years)      5.1        5.9    
Weighted-average estimated grant date fair value per option    $ 6.50      $ 6.60    
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value of employee stock options and employee stock purchase rights is impacted by the Company’s stock price on the date of grant as well as assumptions regarding a number of 
highly complex and subjective variables.  

The Company used the implied volatility for traded options (with contract terms corresponding to the expected life of the employee stock purchase rights) on the Company’s 
stock as the expected volatility assumption required in the Black-Scholes model. The implied volatility is more representative of future stock price trends than historical 
volatility. The risk-free interest rate assumption is based upon observed interest rates appropriate for the term of the Company’s employee stock purchase rights. The dividend 
yield assumption is based on the history and expectation of dividend payouts at the grant date. Prior to the initial declaration of a quarterly cash dividend on March 17, 2011, the 
fair value of employee stock purchase rights and employee stock options was measured based on an expected dividend yield of 0% as the Company did not historically pay cash 
dividends on its common stock. For awards granted on or subsequent to March 17, 2011, the Company used an annualized dividend yield based on the per-share dividend 
declared by its Board of Directors.  

The lattice-binomial model is more capable of incorporating the features of the Company’s employee stock options, such as the vesting provisions and various restrictions 
including restrictions on transfer and hedging, among others, and the options are often exercised prior to their contractual maturity. The use of the lattice-binomial model 
requires extensive actual employee exercise behavior data for the relative probability estimation purpose, and a number of complex assumptions as presented in the preceding 
table. The Company used the implied volatility for two-year traded options on the Company’s stock as the expected volatility assumption required in the lattice-binomial model. 
The implied volatility is more representative of future stock price trends than historical volatility. The risk-free interest rate assumption is based upon observed interest rates 
appropriate for the term of the Company’s employee stock options. The dividend yield assumption is based on the history and expectation of dividend payouts at the grant date. 
The estimated kurtosis and skewness are technical measures of the distribution of stock price returns, which affect expected employee stock option exercise behaviors, and are 
based on the Company’s stock price return history as well as consideration of various academic analyses. The expected life of employee stock options is a derived output of the 
lattice-binomial model, which represents the weighted-average period the stock options are expected to remain outstanding.  

The Company uses third-party analyses to assist in developing the assumptions used in, as well as calibrating, its lattice-binomial and Black-Scholes models. The Company is 
responsible for determining the assumptions used in estimating the fair value of its share-based payment awards. The Company’s determination of the fair value of share-based 
payment awards is affected by assumptions regarding a number of highly complex and subjective variables. These variables include, but are not limited to, the Company’s 
expected stock price volatility over the term of the awards and actual and projected employee stock option exercise behaviors. Option-pricing models were developed for use in 
estimating the value of traded options that have no vesting or hedging restrictions and are fully transferable. Because the Company’s employee stock options have certain 
characteristics that are significantly different from traded options, and because changes in the subjective assumptions can materially affect the estimated value, in management’s 
opinion the existing valuation models may not provide an accurate measure of the fair value or be indicative of the fair value that would be observed in a willing buyer/willing 
seller market for the Company’s employee stock options.  

(h) Employee 401(k) Plans 
The Company sponsors the Cisco Systems, Inc. 401(k) Plan (the “Plan”) to provide retirement benefits for its employees. As allowed under Section 401(k) of the Internal 
Revenue Code, the Plan provides for tax-deferred salary contributions for eligible employees. Effective January 1, 2009, the Plan allows employees to contribute from 1% to 
75% of their annual compensation to the Plan on a pretax and after-tax basis, and effective January 1, 2011, the Plan also allows Roth contributions. Employee contributions are 
limited to a maximum annual amount as set periodically by the Internal Revenue Code. Effective January 1, 2009, the Company matches pretax employee contributions up to 
100% of the first 4.5% of eligible earnings that are contributed by employees. Therefore, the maximum matching contribution that the Company may allocate to each 
participant’s account will not exceed $11,025 for the 2011 calendar year due to the $245,000 annual limit on eligible earnings imposed by  
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