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Palm Inc. (NasdaqGS: PALM, $12.36) 

 
SELL 

Mobile products producer Price Target: $6.50 
 
 
 
STOCK DATA  

52-week Range $2.00 - $18.09 

1-yr Stock Return 180.2% 

1-yr S&P Return 28.6% 

Daily Volume 11.2M 

Shares Outstanding 159.39M 

Market Cap (MM) $1,981.2M 

Enterprise Value $2,288.4M 

Dividend Yield N/A 

Balance Sheet Date 12/17/2009 

Net Cash $263.48M 

 
Data for the past 
four quarters 

In thousands of 
dollars 

Revenue  

Feb 2009  90,624   

May 2009  113,219 

Aug 2009  360,652 

Nov 2009  301,980 

  FY  866,465 

EV/Revenue  2.64x 

 
EPS 

 

Feb 2009  (0.86) 

May 2009  (2.08) 

Aug 2009  (0.10) 

Nov 2009  (0.37) 

  FY  (3.41) 

P/E  N/A 

 
1 Year Price History for PALM 

 
 

 

 COMPANY DESCRIPTION 
 
 

Palm, an early innovator in the mobile 
device market with the Palm Pilot, is a 
maker of smart-phones such as Pre, 
Pixi, and Treo, and WebOS and Palm 
OS mobile platforms. Palm operates in 
one of the fastest growing but 
increasingly competitive industries. 

 
RECOMMENDATION 
 

I recommend shorting PALM with a price target of $6.50. Market is bullish on Palm’s 
prospects, especially after the news that Palm will be offering its upgraded phones on 
Verizon and possibly AT&T. But, the current valuation of Palm would mean that the 
market is expecting a 15% growth in revenue per quarter for the next two years and a 
15-20% annual revenue growth for years after, all the while keeping costs under 
control. I believe that the competitive landscape doesn’t offer such luxury to Palm Inc. 
Market’s optimism is also reflected in Palm’s EV/Revenue ratio of 2.64, which is not 
significantly far from 3.18, EV/Revenue ratio of RIMM, a significantly stronger and 
established competitor. 
 
KEY POINTS 
 

• Slowing sales of Palm Pre despite expected lift from the past holiday season 
• Growing popularity of rival mobile operating systems and smart-phones 
• Palm Pixi is likely to cannibalize sales of the higher-margin Pre 

 
 
DETAILS 
 

Palm’s success depends on the WebOS platform. But, the sales of the new family of 
smart-phones have failed to live up to the expectations. In the latest earning call on 
December 17, Palm reported that the total number of phones sold to consumers fell 4% 
from an year ago, which is before Pre debuted. Non-GAAP adjusted revenue for the last 
quarter fell to $301.98M from 360.98M in the quarter ending in August 2009. The 
decreasing demand for Palm phones, especially in light of the holiday season, suggests 
consumer ennui. 
 
The current valuation seems to assume that (a) WebOS will succeed as a mobile 
platform, (b) additional distribution partners will provide Palm’s sales the much-needed 
inflection point, and (c) Palm will be able to keep its spending and margins under 
control as it tries to remain relevant in an increasingly competitive market. But, Palm’s 
sales and industry trends suggest that all of the above would prove to be difficult to 
achieve.  
 

• First, Palm’s decision to maintain its own OS hampers its ability to invite a larger 
number of developers, and thus mobile applications for its platform. Because of 
the overhaul in the industry, Palm is competing less as a smart-phone maker, 
and more as a mobile operating system developer.  History of other operating 
systems and platforms suggests that the competition will boil down to two or 
three platforms in the long-term. WebOS is up against the iPhone, Blackberry, 
Symbian and Android platforms; even a deep-pocketed competitor such as 
Microsoft is finding it difficult to overcome the momentum of the three afore-
mentioned platforms. A ChangeWave poll conducted after the release of Droid 
clearly shows a consolidation of consumer’s preference, with iPhone, Android 
and Blackberry operating platforms leading the list. Of the 4,068 consumers 
surveyed, the group planning on purchasing a Palm phone shrunk to 3% from 
6% in September 2009. 
 
 
 



 
Palm is hoping that the WebOS platform will give it a clear differentiator in a 
crowded market. But, it is equally likely that this decision will deliver Palm a 
prison instead of a fort, locking the firm away from potential developers and 
thus, consumers. A third, and more likely scenario might be that Palm invests in 
running the Android operating system from within the WebOS kernel (akin to 
running Windows on Mac) so that it can take advantage of a thriving mobile 
application market.  

 
• Second, while addition of distribution partners is definitely good news, it 

remains to be seen how much Verizon and AT&T will be willing to spend to 
market the phone. Verizon just spent $100 million on promoting Droid, and 
AT&T remains strongly tied to Apple. Overall, while the addition will add to 
Palm’s revenue stream, it is unlikely to send the WebOS platform over the 
tipping point as users are increasingly picking the operating system as their 
primary criteria for choosing a phone. 

 

• Lastly, there will be increasing pressure on Palm’s operating margins. Palm’s 
current strategy targets the first-time smart-phone buyer with deeply 
discounted prices, and a “lighter” model, Pixi, the latest WebOS phone by Palm. 
But, Palm Pixi is not differentiated sufficiently from Palm Pre. Reviews suggest 
only two key differences – a discount of $50 over Palm Pre, and a slightly 
slower CPU. Since Pixi targets essentially the same demographic, this is likely to 
convert the potential Pre buyers into Pixi buyers, putting further pressure on 
margins. The latest upgrades to the two phones unveiled at the CES show do 
not alter this strategy. On top of this, Palm will need to invest more in 
advertising to keep itself relevant in consumer’s minds. 

 

We can assign a probability of 30% each for Palm succeeding with the WebOS platform, 
and Palm insisting on sticking to the platform despite potential flat sales, and finally a 
40% probability that Palm will start supporting another mobile platform mid-course, 
likely sometime in the summer of 2010. Upon predicting the sales based on the above 
assumptions, the company looks substantially overvalued at the current price. The 
worst-case scenario would mean declining sales after a holiday boost in the current 
quarter, and the ‘change of course’ scenario would entail flat sales for 4-6 quarters and 
steady annual growth of 10-15%, the predicted growth rate of the smart-phone market, 
for the quarters after. Discounted cash flow calculations based on these assumptions 
lead to a target price of $6.50.  
 
 

 



DCF Valuation Model 

 

 

 

 

 


