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Thanks Teri and good afternoon everyone – thank you  for joining us.     

 

It is a pleasure to be on my first quarterly earnin gs call at Palm.  I joined 

the company in January, just prior to CES and the i ntroduction of the 

Palm Pre and Palm webOS.  It is a very exciting tim e to be at Palm and 

part of a team that is energized, dedicated and com pletely focused on 

fulfilling Palm’s mission - to re-emerge as a leade r in the smartphone 

marketplace. 

 

Before we discuss the quarterly results I would lik e to cover a couple of 

recent announcements.   

 

First, an important aspect of the company’s strateg y is putting in place the 

capital resources to support Palm’s longer term ini tiatives.  We made 

good progress in this regard last week with the com pletion of a 

successful public offering of 26.6 million common s hares.  I would like to 

start the call with a quick review of that transact ion. 

 

As many of you know, in January 2009 Elevation Part ners purchased $100 

million in Palm Series C preferred stock and relate d warrants.  As part of 

this transaction Palm retained the option through t he end of March to 

remarket to other investors 49% of Elevation’s inve stment – with Palm 

retaining any proceeds over and above Elevation’s o riginal cost. 
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Two weeks ago, we announced our intention to exerci se the remarketing 

option, and we launched a public offering to sell t he 18.5 million common 

shares underlying 49% of Elevation Partners’ invest ment.     

 

Because of the high demand for the offering, we wer e able sell an 

additional 8.1 million shares beyond the original E levation shares, which 

brought the total number of shares sold to approxim ately 26.6 million.  We 

priced the offering at $6.00 per share and closed l ast Friday – receiving 

net proceeds of $103.6 million – overall, a very su ccessful outcome in a 

very challenging equity market.   

 

Before I move on to third quarter results, I’d also  like to mention the 

recent announcement we made regarding the accountin g treatment for 

webOS products.    As part of the webOS user experi ence, we plan to 

periodically provide new software features free of charge to customers of 

webOS products.   Accordingly, as required under GA AP, we will use 

subscription accounting for all webOS products, sta rting with the Pre.  We 

will recognize the revenues and cost of revenues as sociated with those 

products on a straight-line basis, over the product s’ estimated economic 

life which is currently 24 months.  This accounting  treatment has no 

impact on cashflow, and does not change how we acco unt for Palm OS 

products, like the Centro, or our Treo line.   We’v e posted a more detailed 

discussion of this accounting treatment on our inve stor relations website.  

 

Now let me turn to results for our February quarter  which was, as 

expected, a difficult one.   As a reminder, unless otherwise noted, my 

discussion will be based on non-GAAP information. 
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Total revenues for the quarter came in at $90.6 mil lion, representing a 53% 

decline versus our November quarter.   Smartphone r evenue for the 

quarter was $77.5 million, on shipments of 330 thou sand units, versus 

smartphone revenue of $171 million and shipments of  556 thousand units 

in our November quarter.   Lower revenues in the cu rrent quarter were due 

to pricing concessions and volume declines for our older product lines.   

Revenue performance in the quarter was also negativ ely impacted by the 

later-than-expected shipment of the Treo Pro and by  declines in consumer 

spending related to a difficult economic environmen t. 

 

Smartphone sell-through during the February quarter  was 482 thousand 

units, down 19% versus Q2.  Consistent with our pla n to reduce channel 

inventories of legacy products prior to the launch of the Palm Pre, channel 

inventories decreased by 152 thousand units during Q3 

 

Our handheld business generated approximately $13.1  million in revenue 

for the quarter on shipments of 40 thousand units.   Handheld sell-through 

fell to 100 thousand units, representing a 37% decl ine versus Q2 and a 

65% year-over-year drop off.   As we look ahead, we  expect this decline in 

handheld demand to continue.     
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Gross margins for Q3 came in at 5.0 percent, versus  20.1 percent in Q2.   

Contributing to the decline in gross margins were l ower selling prices on 

our older products and the delay in the shipment of  the Treo Pro.   We 

expect our gross margins to improve in the future a s we introduce our 

next-generation products and we begin to realize th e results of our efforts 

to improve the efficiency of our supply chain and r everse logistics.   We 

continue to believe that over time our business sho uld post non-GAAP 

gross margins above 30%. 

 

On the expense side, we continue to carefully manag e spending while 

investing in the product development and marketing efforts for our next 

generation products.  In Q3, lower marketing spend during the quarter 

along with the cost reduction activities initiated earlier this year 

contributed to quarterly non-GAAP operating expense s coming in just 

below $90 million.  

  

On a GAAP basis we recorded a $5.7 million charge f or restructuring 

activities in Q3 and expect additional charges in Q 4 as we complete the 

cost reduction actions we began in November.     

 

Our GAAP reporting also reflects a $5 million casua lty loss in Q3 from a 

theft which occurred at one of our third-party oper ated warehouses.  This 

loss is covered by insurance and we will recognize a recovery when we 

receive the insurance proceeds.   
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Also under GAAP, the remarketing option related to the Elevation series C 

investment, discussed earlier, is considered a deri vative instrument for 

accounting purposes, with a fair market value deter mined using Black 

Sholes.  The company recognized a non-cash gain of $20.6 million in Q3 

related to the increase in the value of the Series C derivative from the time 

of the Elevation investment on January 9 th, 2009, through the end of our 

third quarter.  The derivative increased in value p rimarily because the 

value of Palm’s stock increased over the period and  the stock price is a 

key determinant of its value. 

 

In total, non-GAAP net loss for the third quarter w as $(94.7) million, and a 

loss per share of $0.86.  This compares to a non-GA AP net loss in the 

second quarter of $80.2 million and a loss per shar e of $0.73.   

 

Adjusted EBITDA for the third quarter totaled negat ive $78.6 million 

versus Q2 Adjusted EBITDA of negative $55.8 million .   

 

On the balance sheet, Q3 inventory decreased to $15 .3 million from $28.5 

million in Q2, primarily due to lower inventory lev els for our older product 

lines.  Accounts receivable at the end of the third  quarter was $52.7 

million, versus $98.2 million at the end of Q2 and Q3 DSOs came in at 52 

days, versus 46 days in Q2.    
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On liquidity, cash used in operations during our Fe bruary quarter was 

$92.1 million and our cash, cash equivalents and sh ort-term investments 

balance at the end of the quarter was $219.4 millio n.  Since our recent 

equity offering closed in our May quarter, this fig ure does not reflect the 

$103.6 million in proceeds from the offering.   

 

Like Q3, our fourth quarter will be challenging as we continue the 

transition from our legacy devices to our next gene ration of smartphones.  

We expect to see continued pricing pressure on our older product lines 

and we expect that revenue and gross margins from t hose product lines 

will continue to decline in Q4. 

 

While our near-term situation remains challenging, our confidence in 

Palm’s long term prospects and the potential of our  next generation 

product line continues to grow as we progress towar d the launch of the 

Palm Pre.   We believe the combination of the cost actions taken during 

the past few quarters - along with the introduction  of our new Palm webOS 

products – will allow us to achieve significantly i mproved operating 

performance. 

 

With that let me turn the call over to Ed to give y ou a broader business 

update. 
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Thanks, Doug.  

 

As our third quarter performance shows, Palm is pro ceeding through 

a challenging transitional period as we usher in a new era for our 

company and, we believe, for the entire smartphone market.  With 

these financial results, it’s easy to forget the tr emendous progress 

Palm has made over the past several months.   We ar e meeting - or 

exceeding - our strategic objectives relative to de veloping innovative 

products, building global carrier and manufacturing  relationships, 

and laying groundwork for a strong third-party soft ware developer 

community.   

 

And, with the very successful equity offering we co mpleted last week, 

we’ve strengthened our working capital position and  gained 

additional flexibility to put greater resources beh ind product 

initiatives like the upcoming launch of the Palm Pr e. 

 

Since the January debut of Palm Pre and webOS, the response and 

critical acclaim has been tremendous.  It confirms our belief that Palm 

is bringing an exciting and truly innovative produc t to market.  Even 

so, we’re under no illusions about the hard work th at remains to 

deliver this product into the hands of consumers wi thin the next 15 

weeks.   
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We know that seamless execution is critical and we’ re taking nothing 

for granted as we prepare to launch the Palm Pre as  planned.  

 

Our development efforts are in high gear as we poli sh the user 

interface and finish up key applications, complete carrier certification 

and field testing, and prepare to ramp manufacturin g.  In addition, we 

are working hard with key developers to ready their  applications to be 

available at launch, and partnering with Sprint to ensure our 

marketing efforts are well aligned. 

 

Our leadership team is an essential part of our abi lity to execute well 

and we’ve continued to recruit the best people in t he industry to drive 

Palm’s success.    

 

Jeff Devine, who leads our operations team, joined Palm less than a 

year ago.  Jeff has drawn on his prior experience d irecting global 

logistics for Nokia to strengthen Palm’s operations  team.  He’s 

brought on board new leadership in sourcing and rev erse logistics 

and has fortified Palm’s relationships with supplie rs and new, world-

class ODM partners.   I’ve never had more confidenc e in Palm’s ability 

to deliver an outstanding, reliable product on time  and at scale. 
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We also recently welcomed Dave Whalen to our leader ship team as 

our new head of global sales.  Like Doug Jeffries, Dave joined us right 

before CES and hit the ground running.  He brings w ith him over 20 

years of industry sales experience selling both wir eless devices and 

services. 

 

Dave has long-standing relationships with carriers around the world, 

including Europe.  During Mobile World Congress we met with some 

of the largest and most successful carriers in that  region, and the 

reaction to Palm webOS and the Pre showed that anti cipation for our 

launch is certainly not limited to the U.S.    

 

While we’re not yet prepared to announce anything s pecific with 

regard to a European partner, you can be assured th at we have 

excellent options available to us.   Our goal is to  work with partners 

that can help us make the Palm brand as recognizabl e in Europe as it 

is in the U.S. and, in turn, drive long-term custom er loyalty and 

growth in the markets we enter.     

 

Our partner Sprint is as committed to driving growt h through quality 

and reliability as we are, and we’re proud to have them alongside us 

for the introduction of our first webOS based smart phone.  Sprint has 

35.5 million subscribers on its CDMA network, which  has been 

recognized as the most dependable 3G network in the  U.S.    
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As part of Sprint’s ongoing efforts to enhance cust omer service, 

consumers will be able to take advantage of their R eadyNow program, 

which provides in-store training and set-up assista nce with the Palm 

Pre before a customer leaves the store.  We believe  this “hands-on” 

resource will help make the amazing features of the  Palm Pre and the 

innovative Palm webOS easy to learn and easy to lov e.   

 

Perhaps most compelling is Sprint’s ninety-nine dol lar a month 

Simply Everything™ plan, which can save smartphone customers 

hundreds of dollars a year compared to competitors’  plans – 

especially important in this economic climate.   

 

All of these factors will make Sprint an outstandin g service provider 

for the customers waiting to find out for themselve s all that the Palm 

Pre has to offer. 

 

Our efforts over the past quarter also extend to ou r third party 

developer program.   We understand the role that a robust and 

mutually advantageous developer ecosystem will play  in the 

sustained success of Palm’s next generation of prod ucts.   
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Palm already has an established base of loyal Palm OS developers, 

many of which have already agreed to migrate to web OS.   In addition, 

we’re confident we can establish a webOS ecosystem that goes well 

beyond this base.   Our new Palm Mojo application f ramework is 

based on HTML5, CSS, and JavaScript - standards fam iliar to millions  

of web  developers.  

 

As a result, the base of developers that we expect to write for Palm 

webOS is squarely aligned with the organic, exponen tial growth of the 

web.  The Palm Mojo SDK is currently in private pre release and will be 

available in the future as a free download from the  Palm Developer 

Network.  In the meantime, we’re already working wi th a number of 

initial developer partners who are creating great n ew applications for 

Palm webOS.  

 

I’d also like to highlight the strides Palm recentl y made on the 

enterprise side with our Treo Pro on Windows Mobile .  Two weeks 

ago we launched the Treo Pro with three new carrier s - Sprint, Alltel 

and Bell Mobility in Canada – and just recently mad e the device 

available through the Palm Store and Palm's B2B sal es organization.   

The Treo Pro is a great product – in our opinion th e best Windows 

Mobile product on the market - and we’re excited to  get more carrier 

support which we believe will result in significant ly increased sell-

through.    
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The delivery of a high quality business product lik e the Treo Pro, and 

the ongoing march to launch the Palm Pre and webOS signal the start 

of a new era at Palm.    

 

With Palm webOS, we believe that Palm will be well positioned to offer 

an unparalleled user experience and differentiated functionality to 

consumers around the world.  The Palm Pre is our fi rst  webOS 

product, and after that we look forward to introduc ing a roadmap of 

smartphones running on newer, constantly evolving v ersions of Palm 

webOS.    

 

We view our platform as an important competitive ad vantage that will 

help us build lasting shareholder value for years t o come.   

 

With that I’d like to turn the call over to the ope rator for Q&A.   

 

 


