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Digital Lifestyle / Consumer 

Palm Inc. (PALM) – Under Perform 
PALM: Pre on Target in Q1 

 
Palm reported a non-GAAP loss of $0.10 in the August quarter on 
non-GAAP sales of $360 million.  Forced to move to non-GAAP, 
we’re estimating a loss of $0.35 in 2010 vs. a loss of $0.25 previously 
and earnings of $1.00 in 2011.  We continued with an underperform 
rating chiefly because the company’s guidance of a sequential 
decline in revenues in the second quarter implies that Pre sales are 
not off to the races. 
• Palm reported a non-GAAP loss of $0.10 on non-GAAP sales 

(excluding subscription accounting) of $360 million.  With non-recurring 
costs thrown in, which recur with great regularity, Palm’s non-GAAP 
loss was $0.43. 

• Although Palm did not say what Pre sales were in the quarter, they 
appear to have been around 600,000 units, about 100,000 above our 
estimate. 

• Palm indicated that revenues could fall to $240 million to $270 million in 
the second quarter, a number that implies that Pre sales could fall to 
500,000 units vs. our previous estimate of 750,000 units.  For the fiscal 
year, Palm is guiding to revenues of $1.6 to $1.8 billion, in line with our 
previous estimate. 

• We are continuing with our underperform rating for now chiefly because 
of the disappointing guidance. We are now publishing non-GAAP 
estimates, which are reflected in  the table below. 

• The Pre and its siblings running on Palm’s WebOS software platform 
appear to be a serious contender in the smartphone market.  But it 
would be premature at this point to declare it a winner in view of the fact 
that the smartphone market will shortly be overrun with new phones 
from Motorola (N/R) and others running on the Android platform as well 
as new BlackBerry models in time for the holiday selling season. 

• However, if Palm’s WebOS platform can hold its own in this increasingly 
competitive environment and possibly gain share, an upgrade would 
clearly be warranted.   

 EPS Change  
 

Price (09 /17/09) $14.44
12-Month Price  Target N/A
52-Week range $16.58-1.42
Shares Out.  (MM) 141.0
Market cap (MM) $2,036.1
Avg. daily volume (000) 12,098.0
Financial Data
Total Debt/Cap. (596.9%)
Price/LTM Rev.
Tangible BVPS ($6.75)
Net Cash Per Share ($1.26)

Market Data

 
 
Palm Inc. is a provider of mobile computing 
solutions worldwide. The company offers Palm 
Treo smartphones, Palm LifeDrive mobile 
managers, Palm handheld computers, as well 
as software, services, and accessories.  
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Note: Pro forma earnings estimates displayed above do not include one-time items or any 
stock compensation expenses. 
 

 

 

Disclosures applicable to this security: B, E, G.
Disclosure explanation on the inside back cover of this report.

 
 
  

FY FY FY
05/30/09 A 05/30/10 E 05/30/11 E

Old New Old New
Rev. (MM)  $1,604.4  $3,562.5
Growth 0.0%  0.0%  122.0%
Op. Mar. (1.8%) 9.0%
EPS: 1Q  (0.43)A  0.14
EPS: 2Q  (0.24)  0.21
EPS: 3Q  (0.04)  0.28
EPS: 4Q  0.08  0.36

EPS: Year  (0.35)  1.00
Growth 0.0%  0.0%  nm

P/E Ratio 0.0x  nm  14.7x
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Palm Non-GAAP  Financial Forecast
($ in millions)

Aug '09 Nov '09 Feb '10 May '10 Aug '10 Nov '10 Feb '11 May '11
2010/1 2010/2 2010/3 2010/4 2010 2011/1 2011/2 2011/3 2011/4 2011

Sales
   Organizers
   Smartphones
       Total $361.2 $265.5 $374.8 $603.0 $1,604.4 $712.5 $831.3 $950.0 $1,068.8 $3,562.5 
Cost of sales $260.5 $187.3 $262.7 $422.3 $1,132.8 $498.8 $581.9 $665.0 $748.1 $2,493.8 
Gross profits $100.6 $78.3 $112.0 $180.7 $471.6 $213.8 $249.4 $285.0 $320.6 $1,068.8 

Operating expenses 
   Sales and marketing 56.0 55.8 52.5 78.4 242.6 89.1 99.8 109.3 117.6 415.6 
   Research & development 43.7 45.1 45.0 48.2 182.1 53.4 58.2 61.8 64.1 237.5 
   General & administrative 16.3 15.9 14.1 21.1 67.4 21.4 22.9 23.8 26.7 94.7 
   Amortization of intangibles 8.7 
       Total $124.7 $116.8 $111.5 $147.7 $492.1 $163.9 $180.8 $194.8 $208.4 $747.8 

Non-GAAP operating earnings ($24.0) ($38.6) $0.5 $33.0 ($29.1) $49.9 $68.6 $90.3 $112.2 $320.9 
Impairment of auction rate securities (2.0)
Interest & other income (expense) (4.2) (4.2) (4.2) (4.2) (16.8) (4.2) (4.2) (4.2) (4.2) (16.8)
Gain on series C derivative (27.4)
Non-GAAP pretax income ($57.6) ($42.8) ($3.7) $28.8 ($45.9) $45.7 $64.4 $86.0 $108.0 $304.1 
  less: income taxes 0.1 (12.8) (1.1) 8.6 (5.2) 13.7 19.3 25.8 32.4 91.2 
     Tax rate 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0%
Non-GAAP net income ($57.7) ($29.9) ($2.6) $20.1 ($40.7) $32.0 $45.1 $60.2 $75.6 $212.9 
Preferred dividends $3.4 $3.4 $3.4 $3.4 $13.5 $3.4 $3.4 $3.4 $3.4 $13.5 
Non-GAAP applicable to shareholde ($61.0) ($33.3) ($5.9) $16.8 ($54.2) $28.6 $41.7 $56.9 $72.2 $199.4 

Non-GAAP earnings per share ($0.43) ($0.24) ($0.04) $0.08 ($0.35) $0.14 $0.21 $0.28 $0.36 $1.00 

Shares outstanding 141.0 141.0 141.0 200.0 155.8 200.0 200.0 200.0 200.0 200.0 

Year-over-year sales growth NA NA NA NA NA 97% 213% 154% 77% NA
  % organizer revenues NA NA NA NA NA NA NA NA NA NA
  % smartphone revenues NA NA NA NA NA NA NA NA NA NA

Percent of sales
   Gross profits 27.9% 29.5% 29.9% 30.0% 29.4% 30.0% 30.0% 30.0% 30.0% 30.0%
   Sales and marketing 15.5% 21.0% 14.0% 13.0% 15.1% 12.5% 12.0% 11.5% 11.0% 11.7%
   Research & development 12.1% 17.0% 12.0% 8.0% 11.3% 7.5% 7.0% 6.5% 6.0% 6.7%
   General & administrative 4.5% 6.0% 3.8% 3.5% 4.2% 3.0% 2.8% 2.5% 2.5% 2.7%
   Operating expenses 34.5% 44.0% 29.8% 24.5% 30.7% 23.0% 21.8% 20.5% 19.5% 21.0%
   Non-GAAP operating income -6.7% -14.5% 0.1% 5.5% -1.8% 7.0% 8.3% 9.5% 10.5% 9.0%
   Interest and other income -1.2% -1.6% -1.1% -0.7% -1.0% -0.6% -0.5% -0.4% -0.4% -0.5%
   Pretax income -15.9% -16.1% -1.0% 4.8% -3.4% 6.4% 7.7% 9.1% 10.1% 5.6%
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Palm Inc.
($ in MM, except per share data) Annual  Quarterly

Fisca l Year E nding May 31 FY FY Ending Ending Ending Ending
5/30/2008  5/31/2009  11/30/2008 2/28/2009  5/31 /2009 8/31/2009

BALANCE SHEET
ASSE TS
Cash & Short-term Investments 258.7 255.1 224.0 219.4 255.1 211.8
Receivab les 116.4 66.5 98.2 52.7 66 .5 76.6
Inven tory 67.5 19.7 28.5 15.3 19 .7 27.8
Other Current Assets 97.4 12.3 20.8 85.7 12 .3 117.4
     Current Assets 540.1 353.6 371.6 373.2 353.6 433.7
Property and  Equipment 39.6 31.2 33.2 32.5 31 .2 31.0
Goodwill and Intangibles 229.0 215.2 220.4 217.8 215.2 212.7
Long-term Marketab le Securities 0.0 0.0 0.0 0.0 0 .0 0.0
Other Assets 371.5 43.3 35.7 32.9 43 .3 116.6
     Total Assets 1,180.3 643.2 660.9 656.4 643.2 794.0

LIABILITIES AND SHAREHOLDERS' EQUITY
Current L iabilities 411.3 342.4 411.6 342.4 342.4 703.1
Short-term Debt 0.0 0.0 0.0 0.0 0 .0 0.0
Long-term Debt 394.0 390.0 392.0 391.0 390.0 389.0
Shareholders' Equity 111.0 (413.9) (411.1) (425.7) (413.9) (738.9)
     Total Liabilities + Shareholders' Equi ty 1,180.3 643.2 660.9 656.4 643.2 794.0

INCOME STATEMENT
Revenue 361.2
Gross Prof it 100.6
Operating Income (24.0)
Pretax Income (57.6)
Net Income (57.7)
Shares Outstanding 141.0

CASH FLOW STATEMENT
Depreciat ion and  Amortization
Cash Flow from Opera tions
Capital Expend itu res

CASH MANAGEMENT*
DSOs 17.8
Inven tory Turns
Inven tory Days 8.2
Days Payable 34.2
Cash Conversion Cycle (8.2)

PROFITABILITY
Gross Margin 27.9%
Operating Margin (6.7%)
Net Margin (16.0%)
Return on Asse ts* (32.1%)
Return on Equity* 40.0%
Total Debt/Capital 51.8% 138.3% 162.4% 127.5% 138.3% (596.9%)

PER SHARE DATA
Tangible Book Value (6 .75)
Cash 1.50
Net Cash (1 .26)
EPS (Pro Forma) (0 .43)
EPS (Pro Forma Includ ing Option Expenses) (0 .43)
EPS (GAAP)
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ANALYST CERTIFICATION

I, Charlie Wolf, hereby certify that the views expressed in this research report accurately reflect my personal views about
the subject company (ies) and its (their) securities. I also certify that I have not been, am not, and will not be receiving
direct or indirect compensation in exchange for expressing the specific recommendation(s) in this report.

I, Conor Irvine, hereby certify that the views expressed in this research report accurately reflect my personal views about 
the subject company (ies) and its (their) securit ies. I also certify that I have not been, am not, and will not be receiving 
direct or indirect compensation in exchange for expressing the specific recommendation(s) in this report.

 
 

0

2

4

6

8

10

12

14

16

18

20

Jun 06 Sep 06 Dec 06 Mar 07 Jun 07 Sep 07 Dec 07 Mar 08 Jun 08 Sep 08 Dec 08 Mar 09 Jun 09 Sep 09

Price, Rating, and Price Target History: Palm Inc. (PALM/NASDAQ) as of 9-17-09

Source: Factset (Prices) / Needham (ratings)

4/9/08     
UP       

12/19/08   
H         

5/20/09    
UP       

 
Disclosures applicable  to this security: B, E,  G.  
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2/1/07     
B : $537.0  

4/20/07    
B : $575.0  

10/16/07   
B : $690.0  

10/16/08   
B : $525.0  
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B : $575.0  
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B : $450.0  

7/17/09    
B : $500.0  

 
Disclosures applicable  to this security: B, G.  
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Disclosures applicable  to this security: B, G.  
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% of compan ies under cover age
with  this r ating

% fo r which investmen t ban king serv ices
have been pro vided for in th e p ast 12 months

Stro ng Buy 4 0
Buy 4 9 5
Ho ld 3 9 4
Under Perform 1 0
Rating Su sp ended 5 6
Restricted <1 33
Under Rev iew <1 0

Needham & Company, LLC. (the Firm) employs a rating system based on the following (Effective July 1, 2003): 
Strong Buy: A security, which at the time the rating is instituted, indicates an expectation of a total return of at least 25% over the next 12 months. 
Buy: A security, which at the time the rating is instituted, indicates an expectation of a total return between 10% and 25% over the next 12 months. 
Hold: A security, which at the time the rating is instituted, indicates an expectation of a total return of +/- 10% over the next 12 months. 
Underperform: A security, which at the time the rating is instituted, indicates an expectation that the price will depreciate by more than 10% over the 
next 12 months. 
Under Review: Stocks may be placed UR by the analyst, indicating that the stock rating and/or price target are subject to possible change in the near 
term, usually in response to an event that may effect the investment case or valuation. 
Rating Suspended: Needham & Company, LLC has suspended the rating and/or price target, if any, for this stock, because there is not a sufficient 
fundamental basis for determining a rating or price target. The previous rating and price target, if any, are no longer in effect and should not be relied 
upon. 
Restricted: Needham & Company, LLC policy and/or applicable law and regulations preclude certain types of communications, including an investment 
recommendation, during the course of Needham & Company, LLC’s engagement in an investment banking transaction and in certain other 
circumstances. 
For disclosure purposes (in accordance with FINRA requirements), we note that our Strong Buy and Buy ratings most closely correspond to a “Buy” 
recommendation. When combined, 53% of companies under coverage would have a “Buy” rating and 4% have had investment banking services provided within 
the past 12 months; Hold mostly correspond to a “Hold/ Neutral” recommendation; while our Underperform rating closely corresponds to the Sell recommendation 
required by the FINRA. 
Our rating system attempts to incorporate industry, company and/or overall market risk and volatility. Consequently, at any given point in time, our investment 
rating on a stock and its implied price appreciation may not correspond to the stated 12-month price target. For valuation methods used to determine our price 
targets and risks related to our price targets, please contact your Needham & Company, LLC salesperson for a copy of the most recent research report on the 
company you are interested in. 

To review our Rating system prior to July 1, 2003, please refer to the following link: http://clients.needhamco.com/Research_Disclosure.asp. 
Stock price charts and rating histories for companies under coverage and discussed in this report are available at http://www.needhamco.com/. You may also 
request this information by writing to: Needham & Co. LLC, 445 Park Ave., 3rd Floor (Attn: Compliance/Research), NY, NY 10022 

ANALYST CERTIFICATION 
By issuing this research report, each Needham & Company, LLC analyst and associate whose name appears within this report hereby certifies that (i) the 
recommendations and opinions expressed in the research report accurately reflect the research analyst’s and associate’s personal views about any and all of the 
subject securities or issuers discussed herein and (ii) no part of the research analyst's or associate’s compensation was, is or will be directly or indirectly related to 
the specific recommendations or views expressed by the research analyst or associate in the research report. 
The following disclosures (as listed by letter on the cover page) apply to the securities discussed in this research report:  
“A” The research analyst and/or research associate (or household member) has a financial interest in the securities of the covered company (i.e., a long 

position consisting of common stock).  
“B” The research analyst and research associate have received compensation based upon various factors, including quality of research, investor client 

feedback, and the Firm’s overall revenues, which includes investment banking revenues.  
“C” The Firm has managed or co-managed a public offering of securities for the subject company in the past 12 months.  
“D” The Firm and/or its affiliate have received compensation for investment banking services from the subject company in the past 12 months.  
“E” The Firm and/or its affiliate expect to receive or intend to seek compensation for investment banking services from the subject company in the next 

three months.  
“F” The analyst or a member of the analyst's household serves as officer, director or advisory board member of the covered company.  
“G” The Firm, at the time of publication, makes a market in the subject company.  
“H” The Firm, and/or its affiliates beneficially own 1% or more of any class of common equity securities of the subject company.  
“I” The analyst has received compensation from the subject company in the last 12 months.  
“J” The subject company currently is or during the 12-month period preceding the date of distribution of this research report was a client of the Firm and 

received investment banking services.  
“J1” The subject company currently is or during the 12-month period preceding the date of distribution of this research report was a client of the Firm 

and received non-investment banking securities related services.  
“J2” The subject company currently is or during the 12-month period preceding the date of distribution of this research report was a client of the Firm 

and received non-securities related services.  
“K” Our affiliate has received compensation for products and services other than investment banking services from the subject company in the past 12 

months.  
This report is for informational purposes only and does not constitute a solicitation or an offer to buy or sell any securities mentioned herein. Information contained in this report has been 
obtained from sources believed to be reliable, but Needham & Company, LLC. makes no representation as to its accuracy or completeness, except with respect to the Disclosure Section of 
the report. Any opinions expressed herein reflect our judgment as of the date of the materials and are subject to change without notice. The securities discussed in this report may not be 
suitable for all investors and are not intended as recommendations of particular securities, financial instruments or strategies to particular clients. Investors must make their own investment 
decisions based on their financial situations and investment objectives. The value of income from your investment may vary because of changes in interest rates, changes in the financial 
and operational conditions of the companies and other factors. Investors should be aware that the market price of securities discussed in this report may be volatile. Due to industry, 
company and overall market risk and volatility, at the securities current price, our investment rating may not correspond to the stated price target. Additional information regarding the 
securities mentioned in this report is available upon request. © Copyright 2009, Needham & Company, LLC., Member FINRA, SIPC.  

                                       445 Park Avenue, New York, NY 10022  (212) 371-8300 
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