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- Donna Dubmsky paced the floor af her Los Aims, Califormia office, talking qmckly .an.d
*_pausing only when Jeff Hawkins’ interjected a comment. They were reviewing the top secret meeting
- they had held the day before with Jon Zakin of Ciuea,go—based US. Robotics (USR)..Dubinsky and
‘Hawkins did ‘not yet wa? anyoné to know they were eved considering a USR purchase of Palm, so
' the two of them, along; with - ‘Ed Colhgan, Palm's Vice Président.of Mazketing, met Zakin’ near: the:
airport and listenedif¥hat he had to'say- -about USR. They-were surprised by how quickly talks :
USR “hadescalated from-a simple gquity investment ‘to :outright purchase."Only a week before, -
-. - Dubinsky.and- ‘Hawkins had md:v?:ahn for dinner at the Fish Market.and: what b2gan as a iow. key,, :
’ dssa.tssmn abouta posableﬂSR mvestment in Palm led to his proposal that USR dcquire Palm. - '-

- Dubinsky ‘wanted to: geffHaw:kms ‘thoughts on Zakin's offer as soon as possible. Though she :
.zas the president and CEO of: Palin Computing, any business decision of this magnitude would be
‘made only after the two had fully discussed and agreed upon the final direction. Hawking was, after
all, the company’s founder, chawman, chief techmlogy officer, and ma,or shareholder, as well as a
trusted friend.

USR’s pmposal was only one of: several finanding offers that they would be considering and
each of the options came with its own uniqué risks andrewards. ‘Dubinsky moved to the white board - - -
on the office wall and began marking off co[unms.ﬂ‘&wkms leaned back'in his chair as she scrawled
Objectives along the left hand side and began Alling in brief notes, dates, and dollar amounts. -Across
the top, she added Venture Capital, Ajpha Ccm:put.crsI USR, and Other.

In spite of the fact that the fast 15 months of searching for capital had been exhausting,
Dubinsky was exhilarated on that late' August afternooriii 1995. She knew, without a doubt, that
funding for the final stages of development and marke:fmg of Palm.Computing’s organizer (code
named Touchdown) would be available. Despite many ‘raadblocks and some deadends in the process,

- she had persisted and had developed several financing alternatives. The'idea of selling the company #
had not even been one of them when she started the capital search inmid-1994, but dow that the GSR -
offer was on the table, she decided it was worth evaluating along with Palm’s other options.

! Some individual and company names have been disguised in this case.

Resparch A.-asocut_e Stephanie Dodson prepared this case under the supervision of Professor Myra M. fHart-as the basis for
class discussion rather than to illustrate either effective or ineffective handling of an administrative situation.

" Copyright ©® 1997 by the President ‘and Fellows of Harvard, College. To order copies or request permission to
reproduce materials, call 1-800-545-7685 or write Hacvard Business School Publishing, Boston, MA $2163. No
part of this publication may be reproduced stofed in a cetrieval system. used in a spreadsheet, or transmitted i
any form or by any means—electronic, mechamml. photocepying. - recordmg or ‘otherwise—uw: u:hout the
pecmission of Harvard Business School : k % ’
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The Deigins-of Palm Computing
Jeff Hawkins'technical packground was STong - he earned his BSEE from Comell University
T in 1979 and worked with {ntel befotejoining GRiD Systems as a software designer in1982 -w itwas
his insatiablg-cuz‘iosi'ty about how the brait works that set him apart Hawkins 1eft GRID in 1986 to
ucsue a PRD. in biophysics & Berkeley. Though not everything about the program 2% satisfying.
s i - srovided new insights -abodt how the-brain's patternt

y'st
: . o i - BLovi 1 ;
D Stadtes inneurobiology 3¢ the MRERC y provided oo i that secved 25 the basis for 2

. Samsung, “Sanyo, and TBM -wweie -auiong, f10S€

fawkins believed that thire-was 2 ever more attractive smarket for W:pmﬁl;gcﬁ&that *

could deliver the S functionalify’ sizaply and’ cheaply. He realized, however, that GRiD was tao '

jdea directly 0 GRiD's new parent company, Tandy- Becduse Tand saqgﬂismzqfﬁﬁiﬂ'in"lﬁ‘i

was intended to give the national elﬁﬂmc‘ifet‘aiﬁf access ta 2 steady streamt of new consumer
fident that there would berinterest in his pro - v =

" producﬁ,—-ﬂawkins felt confids :
ixansgeinbnt liked the product dea and offered to set up 2
) ‘zame to the conclusion that a large

He was tight. Tandy's seniof
Tandy offer down and announced

sepatate division for its development, Hawkins. however, €A
organization was not the right place for the project- Hetumed the
his decision to pursué the venture 2s an indeps deat start-up. & :

Buitding Palm’s Resource Base

Hawkins' recognition as a visionary-in his field helged open venfure capital doors for him.
He had already begun discussions with one Siticon Valley wveature ficin when he got 2. call from Bruce
Dunlevie, a VC at Merrill, Pickard, Anderson and Eyte. Dunfevie sat on thebaard of GeoWorks, an
operating systems software company in Betkeley that Hawkins had cantacted in his seagchfor- the
right platform on which to-build his software. Whén the president: mentioned Hz ins’
interest in -partnering with GeoWorks t0 develop the operating system for “tiis mew handheld
computing project. Dunlevie's ears perked 4p- He decided to followup with a-visit to Hawkins - both
to get a potential customer’s ‘ritique of GeoWotks products and to find out more -about the new

computing device. - B
o Mz . 9.

By the fall of 1991, Meill Pickard and Sutter Hill Partners had committed £500,000 eachi to
the new venture. Both firms were to be represented on the board and to share the “lead investor”

1 _role. Once Tandy acknowledged that fHawkins would oot watk within- the organization, the CEO
decided to invest $300.000 in the start-up. The investment not SO mudch a financial move but rather

was intended to provide access to the new products that might come out of the veéanture.

PRI TR RTAS e Ny Y

R —

Tandy investment somewhat reluctantly. He was nervous -about -
possible timits such 2 partnership might impose on Palm Computing it the future. He agreed t© the
investment as a condition of getting CiosS licensing agreements for the tedmoiogy'enhancements he
had made at GRiD, but he puta cap-ot Tandy's equity QWners ip (10%) and granted board observer

rights only.

Hawkins accepted the
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. Hawkins' stratégic-decision to concentrate ali his eEfQ;ts on software develongnt meant that
he needed to find -partners to provide the operating software, to design.and manufacture the

" hardware, and to market. antf distribute the bundled product. He would, in éffect, have to bmld and
_'manage a new value chain and he would, to some extent, have to entrust Palm’s success to the best -

'effoﬁs of its partners. S0z

"Howard Elias, speaalassxstant to Tandy’s CEQ, helped Hawkins build w;orkmg relauonsh;ps

: w&h key partners. Though Hawkins located and engaged Geoworks (opemtmg system software).on

his own, Elias'was the orie who was able to bring Casio (hardwa:e eugmeenng and n\anufactunng)
and Tandjr &ﬁst:ﬂnmn) into I:he venture.

Jetf Hawkins brought h.lS vision, experiénce, and patent to the new venture. What he didn’t
bring was general management experience. Driven by his. passion for the technology and anxious to
devote all his energy to:develaping it ‘Hawkins was determined-to find-a pr&ﬂdmthEO to run the:

" business. once he had dosed -the financing ‘successhully and found. the ‘necessary develoegtent

partne:s. He intended to remain-asxcompany chairmaniand to playa majortolein decision making, 0 -
he was partxculaﬂy concerned. that the new company pratdemt bea good fit thh lus style and values. :

Bulldmg the Palm *Compuﬁﬂg chamzataon

Donna Dubmsky graduated. from Yale in 1977 with a degree in history. After two_yvears
working in cominerdial banking, she-went on tc: earn her: MBA at Harvard Business School. Dunng
her second year, she decided to expiore opportumues in the then-emerging high technology industrv.
She was particularly interested in Apple Computer which had recently scored a hit with ‘the
introduction of its user-friendly PC's. When:she :approached the company, she was told that Apple
was not interested in non-technical MBAs, but Dubmsky:persasted won an interview, and was hired
as customer support liaison. .

‘The Company grew rapidly, but Dubinsky’s responsibilities expanded even more quickly.
iNamed director of distribution = and sales administration in 1984, she struggled to bring order to the
1nvent0rv management and distribution _processes- and, .in-spite. of -initial resistance -to” systems
building, achieved remarkable success. In 1987, Apple asked’ Dubinsky’s boss, Bill Campbell, to head
up a freestanding new venture, Claris’ Coq;orahom that;was charged: with developing software. for

the Madintosh computers.

Cainpbell thought Dubinsky. was exactly. the kind of persomhe-wanted to have on the senior
management team of the new venture. He invited herto join thesClaris teamt as Vice President of
{ntermational She jumped . at. the opportunity to take respoasibility for sales, marketing,. .and
distribution of the products outside the U'S. market and she grewher division’s sales to 50% of total
revenues in four years. :

When Apple. re-purchased Claris’s stock in 1989, _Dubinsky‘s_ founder stock brought a
substantial payoff and she decided to take a “sabbatical year” in Paris to study French and spend
some time teaching in an MBA program there. She returned to California in the sprng of 1992,
refrshed and ready to step into the top spotin a yet-to be-tdenhﬁed high tech start-up. "

Eer first call, after unpacking her bags, was to Bill Campbell. Smce Dubinsky eamed the bulk
of. her 'management -experience under Campbell’s tutelage, she knew -that she would meed his
endorsement if she were to be hired as president of a fledgling high tech company. Campbell agreed
to.support her CEO search and he recommended she meet with Bruce Dunlevie, a venture capitalist
he thought would be hkely to- know about many of the start-ups that would interest Dubinsky.
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The Haviins-Dubinsky Teart
awkins became interested in Dubinsky for the positian of President/CEO of
Although Hawkins had already

Coincdentally. : d y for
. Palm when a candidate for another position brought up her name. s s :
satked o 12 candidates for Presicent of Palmand was very dose 0 making adedsion e called
Dubinsky. When Dubinsky and Hawkins met, they iked each other ;mmed!atelymd. after rigorous
' it both sides, agxebd@'gumeﬁn‘ﬂﬁ-vetmé-_ D.mmsky,mnedl’a;m incfune,

ceference checkingon
1992.5he recalted her decision: ‘ 7 )
[ startad-checking his : thdumund{hwd#‘;&uﬁd%hmss 1.
Exactly the things Imnmamumuwwmwemwmm
e same goals. That's what malkes L mork. . P B e g AT 7

" Dunilevie noted that it as th&mtang‘iﬁ%’ cathed-an Dubinsky’s xéﬁuméﬁatwonher the

sitme with had {eripaper) better qualifications for
deast qualified, but she wias alsothebest fit. She -
#id she had somethingto prove. '

. Everyother ag:a!:datcihgtmeqmt

~the job than she did. T that 103 -she-was-the- 1£as
had the best chemistry with [ best grasp of the market.a
m the beginning the‘mb'famd‘ asmng?armasmP :

'

Fro

Organizing and Mobiliziag Palm -
{ afNE 1 o2 _

Completed Dubinsky's ‘Hise tasks were closely related. She was

more formal business plan and raising an additiondl 53 _million. fn

development with GeoWorks.

- Second Round "Financing
charged with developing a
addition, she was expected ‘to ceordinate progu
Casio, and Tandv and to find appropriate staffing.”

Things ‘moved along on schedule. With the ﬁmshedplamuﬁmnd and partners on board. the
second round financing was completed in September 1992- San Francisco-based Newtek Veutures
provided $1.5 million and Sutter Hill and: Mesrill Pickard, participating pro gartq, provided the rest-
i = - pas fas

the lead in strucuring licensing agreements with 'Geoworks {o:
the jointly-produced Zoomet software but?ahzmandneotgggksitggouagedﬁteir own tertas for other
projects on a job-by:-job Gasis. Palon Set up a separate licensing agreemient with Geoworks to develop
B lnConnect application software which would provide  fata tink between the handheld device
and a desktop computer. 1 The two firms. worked together 10 ‘develop and ‘market new proposalsto .

Shacp and other poténtia'l «customers.

Casio Japan joined the partnetshxp at Tandy's request. The hardware manufacturer agreed 10 - .
ice and to pay.royalties to Palm. Casio committed to manufacture 30,000 wnits during

the last quéxtet o£1993, based on Tandy’s-order for 15000 and itsown estimate of sales through Casio

distributors.

‘Dubinsky coordinated ‘Palm -product development with G
throughout 1992 and into-garly 1993. Hardware design and operating SOt€
pe closely aligned with the new -applications " software that Palm was de
remembers some of the challenges: i .

eoworks, Casio- and Tandy
ftware specifications had to
veloping. Dubinsky

25
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The Hawkins-Dubinsky Team

Coincidentally, Hatwkins became interested in Dublnsky for the position of President/CEO of
Palm when-a candidate for another position brought up her name. Although Hawkins had already

" talked to 12 candidates for President/CEDoF Palm and wis vidry lose to making a decision, he catied -

Dubinsky. When Dubinsky and Hawkins et, they liked ach withet irumediately and, after-dgorous

* reference checking on, both sides, agreed to partnér in the venture. Duliinsky joined Pald in June,

1992. She recalled her decisiori:

o 'rwmw@qm@'mimwmwIﬁm‘r_dﬁm@;‘m@fﬂﬁ'}sﬁ{

hoped penple would saiy dbout me. “Very gewuine, dowsi-tp-zarll, wo butl, high-integrity -

Exac y e things {-value. It struck aig we toould be guod partnets. We share the sume vales
. artd fhe sanse.goals. THat's what makes it work. b g s are b

‘.,-i

. Dunlevié noted that it was the és tather that Dubinsky’s résumé that won fer the
© . Everyothersandidalethat vae spent timé mith Kl oi papér) better qualifications for
the job than she did. T that way, she s the least qualified, but she was-also the best fit: She

had the best chemistry woith Jeff, best grasp of the warket aind she had sorriething to;prove.
Fron the beginning the two farmed a strong partnership. -

‘Qrganizing and Mobilizing Palm

Becond Rouad Finanging Completed Dubinsky's firsE tasks were closely telated. She was
charged -with developing a moie formal business plan and maising an additional 53 million. In
addition, she was expected to coordinate product spedification and develapment with GeoWorks,
Casio, and Tandv and to find appropdate staffing. T o

Things moved aloag on schedule. With the finished planin hand and partners on board, the
second round financing was completed in.Septétaber 1992, San Francisco-based Newtek Ventures
provided $1.5 million and Suttar Hill and Merrill Pickard, patticipating pro mfd provided the rest.

; ’ o : 035 ‘425 '

Working Padtnershigs Elias took the lead in structufing licersing agresments with Geoworks for
the jointly-produced Zoomer softvare but Palm atid Laépworks negotiated their own terms for ather -
projectson a job-by-job basis. Palm sat up & separate icensing agreemiéenit with ‘Gégworks to develop
the PalmConinect application software which would ptovide a data link between the haridheld device
and a desktop computer. The two firms waorked - together to develop and market new propasals to
Sharp and other potential customers. v .

Casia Japan: joi_;’lec_,l- the partneishipat T. andy's réguest. The ha rdware manufacturer agreed-to.
‘bulld. the devige and to pay royalties to-Paim. Casio comumitted to manufacture 30,000 units during
‘the last quarter.of. 1993, based onTandy’s order for 15,000 and ifs own estimate of sales through Casio
distributors.

Dubinsky coocdinated Palm product development with Geoworks, Casio- and- Tandy
throughaut 1992 and into early 1993. Hardware design and operating software specifications had to
be closely - aligned with the new applications ‘software that Palm was developing. ‘Dubinsky
temembers some of the challenges: o

"~

Sts




: _patem Computing; lnc. 1995: Financlag Ctuallenges - g98-0%0

| Thiere were six companies creating the Zoowmer: Tandy, Casio. Geoworks, Intuit
(which did a financial application), Americt Ouline and us—we had six companies sitting
* ground the table negotiating every little detail. . :

Ttumgh the -parties disagreed oo some details, the project was entirely cooperative in the
- early 'stages- The partners €xpe ted - to collaborate oo’ subsequent- versions of the Zoomer, but the
contract was open-ended as the natireand timing of additional g@m-inuodnqaons'.“

c—omgegitive'ﬁﬁvironme'ﬁt e _
7 putet annouaced ﬂlg_w&e first of the palm size computers
“shipmerit in ‘August 1993 caught Palm-off guard,:qot-because
Hawkmsmdﬁubmskgcm anaware ‘of the Apple pcqahbutbaﬁuse all-intelligence reports

‘indicated that ﬂwptoductwas not yet ready forthe imarket. Close onthe heels of the Newton, the
' - aunced in fume 1993 but di shi - : : N

.. Ahe Newton gerierated ‘fremendous interest, Dyt its pecformance,did not meet expectations: -
. Likewise, although it £ was viewed 25 oy positioned. aad
Uikene A ot P The press beaped ecicism 6a FrP and the entire product Gategory.-

" Apple's premature faunch élovfec'lfdeman;c_l across the entire catégory. Dunlevie says:

ived less attention. the Zoomer was viéwed s slow

The Newton ws infroduced w wionth or tum before fhe Zoomer.and had been
lampooned by everybady-frormGarmideuu:to industry analysts far being fraud ulent. J

By. the time Palm’s Zoomer was iqte_uﬂucgd, between ngE tive feeling about the handheld
- computer category -and mewﬂgg@miﬁ-am} have a fighting chance. The Zoomer
reached the shelvesfor the Christmas 1993 season, but sales were disappointingly slow. Only 10,000

units were ‘sold through -eatdly January..far below -anticipated volume. Dubinsky. remembers her
frustration: . : P ’ ;

After those dismal holiday sales, the category-gqtvaym!d, {t didn't matter that we
. were one of the cleverest companies in the category- We felf we had shipped: an acceptable first
-generation_product and we knew how £0 improve i, but H;e,_mqr!{i felt we were in a dog
category. 8 % . o

“These poorly received products were not the only failures in the handheld category- Taking

-, into account some earlier failures, the. Newton/Zoomer disaster, and other concuurent market efforts,

_ 'Dubinsky estimated that approximately $1 Dillion -were lost by industry participants in handheld
product development. : ' C o '

Moving On .

i _ in spite of disappointing revenues, Palm started 199¢ sufficient cash to meet the needs of the

company for the next 6-9 months. The company y was ingood financial shape because Dubinsky had

. gorie.into the marketplace fo secure.d third fm@é.gﬁwﬁ&@_ng_izflf_o,@;!i_\ﬁ@qmer_rseeitéé_shqr.é_ tail
shelves. She and Hawkins t k a very conservative approach to cash. always raising money earlier .
ather than later. Second round investar Barry Weinman of Newtek had put her in fouch with Credit
Lyonnais in France which, with the original investors. committed third round funding of $3 millionin
{ate 1993 - todlose in January 1994. Ralm’s valuation for this round of financing was $30 million.

As the dlosing date drew near, Credit Lyonnais began having second thoughts and talked
about pulling out of the deal. The disappointing Zoomer sales numbers were beginning to ‘come in
just as. Credit Lyonnais was trying to exit the venture capital business. - Between signing the

326
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- royalties -comiing in on the basic software ( 38 on the sale
-e%yp_ecédmgmemit most.of its revenues and profits from
which enabled Zoomer users. to transfer information . I
Zoomer would yield more thar a.50% gross masgin, &
chanel at. 30% off suggested rotall. Graffiti software, which Palm beg
(pe@maidigtmiass:stamhmsu&mehaadwuﬁgs ccopnition. ieas tuodet
anqdmf_pmfdudtaieg_eq.ih;pitenfiaVe‘reviewgﬂ the' press ot thesdn,
the PDA category wmigant that Graffiti sales were tmﬁkq!ym ke
eripheral products depesied on the development of afi installad &

it Se

 thé gross margins mightbe, that imeant j@t{e:if.aiigeg.m‘gjﬁsm{ti i

Thé.Fmsﬁraﬂans of Partnering.. -

“hen the Zoomer was being infroduced in late 1993, falu's VP of Marketing, B4 Colligati, |
pressed for aggressive madketing support, but he-had to.zely gn. Casio add Tindy to exequte i -
Neither partner put sigrificant resgurces into the produgt Iaunch, though Tandy developed samig.
advertising promotions and took Jatuary markdowps, Eﬁﬁ,m\fqmt ly. were 3 case of “tog fittle,

e Zoonet was certainly . sof awdt~merﬂm;dts&! and snarketed fmdud ard {
© think, in the final analysis, not a particularly well-concetved and inplemeted product.. The =
product that came to market was ondy halfheartedly pushed by bath Cqswmd]’and %

With Approximately 20,000 units still in the distribution pipetine, Casio refused to comnmit o -
the second generation product, the Zoomer 11, that the development team had planned to start on in
early 1994. Palm had already moved ahead and was well igito its mew software development.
Hawkins and Dubinsky pressed their partners to begin the wotk necessary to assure a Rew {apd:
greatly improved) product would beé available for sale by £a11 1994. Hawkins. and Dubinsky knexy
that without Casio’s ceoperation, the placwould anravel. ' S

re-fit the existin hardware units with a new chi  and ‘ . ed.
any move that could involve a write-down and flatly refused 0. go forward until the original
.Zoomers cleared the pPipeline. - o ’ "

Lo overcome Casig's objections to “obsoleting” its current product Pajm i

ky frequently dlaskied with Geowoiks
: : ions s ions. Even wihien collsborating er

1 neti ompeted for what Geowo perceived as the limited software
budget that hardware developers wega. willing to commit. Dubinsky. and Geoworks execytives
disagreed about whether to sell their pro iled and K

L : »_bundied [ h negotiate pricing:
for the two sepatate programs, DA e B

/

M
r~d
e
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Dubinsky finally ac cepted the fact that Palim and Geoworks had different needs and priorities

" that made joint decision-maiing Jifficule. Both compariies were aware that they could easily become

competitors as Geoworks moved into the more fucrative applications software atena. By mid-1994,

Palm began developing other platforms and tizrned its attention from Gemﬂ___._if.‘s-& With neither Casio
norShifp;wﬂli:igml'meeedbnnew-haréwz_\re. insky:and | were 1y :

ey

o B Dunnglh:speﬁod Palm also publl.shed cdanedtivity software for two Hewlett Packard
handheld ‘derices. The management team considered 4he.idea of devoting itself .to becoming -a.
connectivity software ; muskymmdpmm idea to other handheld partners-and
- companmsu‘r‘dkgdstmsdevm Wexplnnﬂg&ewm §or connectivity software forhandheld

defwﬁho&umﬂdiﬁyaﬂmwl&nswmdu&edzﬂmbﬁmwwqmt*enough_‘haudhelddewfi@eé'_m :
- useto mﬁaﬁvmuﬁxahngh‘amdtnm,'ﬂ\ewbppﬂmm«as simply toosmall. . - -

A Reﬁbtw; : -

. Tie Palo e wias frustiated. They pelieved aggressiveness in getting
anext generation.of Palmproduds was ritical to its success; but Al their partners

to market with ‘the
< cess, but all their p: had cold feet. After
failingto’ get cooperation from Palit’s original paitners. Duibinsky tatked t0-every major player in
handhéld'compuﬁnggbuf-f;o-no-avaﬁ. oot : . gl

AR ———

. Ata spnng.l%*lmeel:lngwgﬁl investor-Bruce’ Durilevie, Dubinsky and Hawkins
about the inability of their partners to exeaute. Bunlevie ceminded them of the indust
- made software companies:SO depeadént on* i

Palm independence: ’

complained
wisdom that
and seemed fo stand inthe way of

" [u aworld of Microsoft. [ntel, Compag-TBM, Acer and Dell, the de facto wisdom.of
the day was that there were those who did semiconductors and those who did disk drives and
those who did software and those awho did boxes. PDA wés a box. Trying to do all of those at

- the same time was ill-advised. .
~ Building hardware was expensive; it involved,. at a2 minimum, O0€ half million dollar
investment in tooling, plus < ital g_@ﬂ@i@g_@_@mj&dﬂ Seq uent infrastructure for
repair and maintenance. This wisdom did not Stop Dunlevie from challenging the pair to build the
whole product, including hardware and software, themselves:

{ sdid 1o Jeff, “You Jaiow how.to do this and you are telling me the guys at Tandy
certainly don’t; the guys at Casio don’t; the guys at Shaip don’t. Why don’t we g0 do i1?
You're the person who needs to design this product—whatever it is you thinkought to get

" built. &MMMJMMMMM&M 1t share your 2ision.
We better do it ourselves.” i '

Reflecting on why he took this perspective Dunlevie said,

We could hang out and bleed to death or we could bet the company on a riskier

strategy.
Looking for New Partners

. By August 1994 Hawkins éompleted the'Speci.ﬁationS for the new product’s functionality
and a mock-up. They code-named the product Tot chdown and planned to ship it in [anuary 1996. The
Palm team was convinced that it could deliver all the components of the product as an integrated
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systemmdudmgﬂaeopmungsymm.appﬁcamms so&wamdesimpsc&tmandha:&wmby : S
outsourcing somé of the steps fo partners. Hawkins was verydearﬁnihemductdesugngoﬂs

Wesdasnurgodsmmmtstzc.ﬁmmdonwumwztyastﬁe )
fundasmental functionafity. Ewyﬁuufeumddmmtihs:mdidmtgom. . . _ S

Co!lxgan‘ igan's markeuag' team: gategotized: the product as 4 cornected Brgam;ﬂ,esdeng
¢ deSeriptions. thaiﬁqghtmafs;;gﬁm pmdudg‘wdz&amedbeablete interface with the i
m{spemom!@mgu@:m&md}&meded&&eseuﬂperﬁ%mﬂ[wadgpamue{rem ) e
the’ sdomef the day.Conventional wisdom epiried it any device that was . R
awuelwkmmte-mmlm m:’s_ﬂﬁk?.&%ﬁawkum‘ soiut:ea wasstmple:.

~-k)w@rtnstaﬂ:iaatmec&ecltm!sel’csxz‘;axiaﬂraﬁst,j&

C With ﬂxethmzt ms&”ﬁmmng it the %mxk theshért—ieﬁﬁ: ggs:ﬁon of the- cofpany was: .
secure. Dubmsky ﬁp{ ey of 1 ‘LJ..EJ;___ gg :,-,z-_ et pidnith, abouta quaitarpf

_' A :'_ kg fuush development ﬁf ﬁte AEW coneepp hut muld not
‘ham suffiaeat msh to huﬂ& in\renﬁmy oxma;vke,t the prodnct_ :

hacd &0 makei’ald: sumwmtﬁim miﬁd,ﬂnbmﬁsysgtuut;-_: SheX.swan wae worl
betieved if they could get 1-2 mdlmn &omm[ate partner, venﬁ;re c&_pltahsis wqui d P v de the
Test. -

Dubinsky - tooked at several -categories.- af: potemaaf pari;iets, induding - commugications
equtpment providers and personal e_gmpg_g_mﬂgf_@uggg_&he eliminated companies with. which
they ha d already paﬂnered with paor results (Cisio and: Sbarp) She also eliminated companies with.
competing products, such as Hewlett Packard. Telecammm “pompanies sich as Erricson,
‘Nﬁkta ‘M@for.ia gad eves: eomp:qles hkaé Taamg,_&;xgi_g ung:Glenayre, Qualcomm and US Roboucs

Because. of their ioug—standixxg ¢efatiouship, Dubitisky app:aadﬁd,ﬂadm Shack first. She. : - -
‘wanted a commitrhent froi them to distribute the new: product ﬁirgugkgvtlieu 6000 outlets. Once she. - &
had that ‘Comuaitment in hand, she planned to-find a fanufad partner. However, because of - [

their unsuccessﬁi{ expetience with the Z@omer, Radm Shatk waa 1t interested. | Dubmsky wauld
have to'look elsewhere

‘Megacammunications lifemational Dubinsky had begun pursuing other - Emancmg leads whea

Megacommunications Intermationat; approached her i the Fall of - i%iﬂegacmnmumczmus paging : E
divisian was interested in developing a smart pager but it needed aperating system software toda .
that, Palm’s technology apgeaxe& ta be just what they were fooking for. *f H

The starting premisg; from which the two parties assumed ﬂ1ey could build an’ agreement, : -
was that Palm mmul_egglgp__&_\e operating_system that would serve as Megacomin
: 'l vigstl : #- smart pa L1 AN d. Palm would create a_g_ag_gr_?aim wouid develop Organtzer

applicatmns software and the otganizer hardware, wku!e Megacommucauons would devote its H
efforts to the paging appiacatmns

7 “Ceonfident ‘that-a telahonshlp between Megacqmmumcaﬁons and Palm was probable, 7 ;
DUblnSky explored the poss:bﬂ.tty of working mth other Megacommunications divisions as well. 3

re—
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Hawkins "had actually de-signed into -the Touchdown ‘hardware sevéral eqmp‘onents sug .ﬁed b
“Megaconununications. “Because of the customersupplier relationship,- ought it made
“sense for the compouneat division to invest in P She tried to division management to commit $1
. miliion to Palm, but they dedlined. _ T . )

. Dubinsky also worked with Megammmumcahons'centmlbusin&es devg}qpme,nt.—.gt:ohp. The
head of the devﬂopu\entgraxp;aﬂuﬁiasﬁcaﬂy supported. efforts to build a relationship between the
ftwo compamwmxthatbe’lp,n:bimky tallaedto'&te celiular telephone ma Vi :

i ‘s operafi Although she maintained discussions with several divisions, 2

relationship. with the paging division seemed most likely~ An agreement looked so promising that

But six m.onths:h_t&, talks-between Palm and ggaeommﬁn‘idﬁoqs beganto Iodnde'_r.' Palm
the company-and, in fehurn,

.Megaco ns, on
roper ng Palm's
‘back to Palm for the conn

Faf. " :Megacommunicatioﬁs- Believed _-li)at'in o;'der _Eo base their:pfoduc; on an operating system,.
they had to own that software: Palin was not willing to give up control over development of their
operating system, which was. Dubisisky and Fawkins saw as the heart of the company. Dubinsky

realized it was time toend the negotiations and look elsewhere for financing:

_ There meremny mdafulmnmdmﬂ&ms the company. It was a no-brainer.
Yet 1 couldn’t get them to dou-deal: At the end -of the year, we realized we had to walkaway.

Dubinsky reflected on hersin’gle—nti;\ded pursuit of Me‘gac'o;-nmunidﬁons'as a partner:
We were approachiug.rinmtorlpm-'tners serially, which was a big mistake. But you
get so wrapped up in one, it's very hard, particularly with Megacommunications,

in te;nat;hml, where you're working with so many divisionsat once.

4
9
3
P
b
b
e
p

e

She laughed at a favorite quote about her mistakein pursting pattnez:éhipé one at a time:

You can’t row with one oar in-the water. You just keep going: around in circles. You
need to have two oars in the water to msve forward. ' ’

Alpha Computers In October 1994, an executive who had previous dealings with Hawkins called
him from*Alpha Computers, a large PC manufacturer. Alpha Computers wanted to sell a ‘handheld
product that would be mare like a PC accessory than a stand-alone product. Unbeknawnst to them,

-their ‘concept was very dose to what Palm had already developed. When they heard Hawkin’s
presentation on Touchdotn, they loved it. '

By February 1995, a term sheet between the two companies was nearly complete. Dubinsky,
who had, by this time, ended talks with Megacommunications, turned all her energy to completing
the Alpha Computers deal. She had assurances from -the head of the business unit at Alpha

-Computers that they were committed to doing the deal, but four months later, virtually no progress
had been made in finalizing the contract. ' ‘

- Palm and Alpha Computers disagreed on several important issues. For example, Alpha
Computers planmed to distribute product under its own label and Palm was free to distribute under

_ its own brand name, but Alpha Computers insisted on a clause in the contract that insured the two
partners would always lauach joint products at the same time. Palm believed it: could be stymied if

e e
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Alphia Computers decided 0 delay 2 tagnch for any reason. Thers were also disagreements about
channel differentiation and source code issues. _ _ |

bubiasky began to.see that fhe twa companies had fundamentally él'iﬁerenf;i vi'e:: of .;he_ 49;
. ‘believed that Palm was creafing @ product that would be supplied on an DEM basis tongin
igfugim manmfacturer, ie. bailt by Palin but $old under the Alpha label) to Alpha Computers, but

<ha came to realize that Alpha Cotaputers had another vision. They saw Palm as a supplier that had -
3 - & - . f re CA -

come. up with an idea that would :.a0_Alpha Compuiters’ product. Alpha Cotnputers
mainfaiﬁea that Fheir- endorsement and mapketing clout were all that were rieeded-to make the

We went on and git ard oit. They put this finance guy in charge of the negotiations.

His attitude was that Alphe Computers was glearly in the yrivei’s s¢q 1.-H-e-k¢t ﬂddmg
protections and regulafions and pillicies: and the agreement started géstiug i:gg,gcrau‘ihemcr

. and wwore congiler gt seeiniit that the negotiation goal was giie of protecting Alpha fustead of

Widening the Net

While talks with Alpha Computers werg under say, Hawkins and ‘his developérs had moved
from writing software tarmaking tooling decisiphsin preparation for building the devices. They were
fast approaching the time twhen Palm wauld need to spend money on fanufacturing, inventory.sal
staff. and a marketing launch. i E

fn addition to negotiating with Alpha. Dibinsky: was talking with other potential capital

 providers. She approached several venture capitalists, looking far tatal -of $2-3 million, but the VC

cominunity remained very lukewarm on he haidheld gomputer category. One venture capital firm,
ABC Venture Capital, did offer financing at a $9 million valuation (compared fo Credit Lyonnais”$30
million valuation on the previous tound). Dubinsky obsérved that this valuation was about-equal to
the liquidation value of the company, but she plariried to approach her current investors to see if they
would agree to raising a small amount at this valuation so that:the product could-be launched.
Additional cash could be taised later at 2 higher yalyation basedon the tesults of Touclown's early
market performance. - i g & ' '

" Another Opporturiity Knacks with US Rabotics -

Dubinsky had identified US, Robotics.as a pastner candidate during the early:stages of tier
search. Some synergy already existed between 1SR and Palmi, since Palm intended to integrate a
modem into thie Touchdown eventually. Dubinsky had 4 friend wha was ag investment banker af
Hambrecht and Quist, a leading fectinology investrient bank. This friend tad done a fot of work on
'USR's initial public offering-and she agreed to provide Dubinsky with an introduction fo USR.-

 Though it took awhile to schedule & meeting with Jon Zakin, the Senior Vice President of
Business Development at USR, Hawkins and Colligan finally met up swith him in Salt Lake City.
Zakin was actively $earching for big, new investment oppoctunities, He loved the Touchdown product
and decided, almost on the spot, that he wanted to work out some sort of deal with Palm. Palm

-'oﬁgihaﬂy proposed a $5 million investiment by US Rabotics. It was from ?his starting point that they

all agreed to meet at the Fish Market for dinzer two weeks later. ' i

* -This originat f:;opoéal called for USR to make an investment in Palm. {n the deal that Zakin
originally envisioned, Palm’s second generation product would provide a cavity into which the

- PCM/CIA- modem division of UJSR, called Megahertz, would put modems. Soon after the dinner

meeting, however, Zakin's enthusiasm for Palm's product and the company continued to grow. He

T
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called Dubinsky atmwmymm&hmdmnerbmke up to propose an ou

an outright -
L;urd\a_segj_glummmﬁvmmghumsaweekmd. Dubinsky immediately called

Hawkins, and the two matDubmsstmmmumYsmmmmgpool thenext day to discuss the
proposal while their kids swam.

Seﬂxngthecompanymsmtanophonﬁwi’almteam had beenseelqng, but-the substantial -

casﬁmvesmentplupmedbyhhnmsaypedmg After discussions with HawhnsaadColhgm,

‘Dubinsky began to talk seriausly-with Zakin about the terms of a purchase. She gave USR 30 daysm .

_ camtmt duxmg wluchhmeshe agreed not m tz]kfo odu:rpobenuai investors.

 USR cffered a prarchase price of close to $50 milfion in USR stock for Palm. Zakin promised
‘that Palm muldopaatﬁasanndependentdimoa. Dubinsky would be on USR's executive staff:
~and the newmmwwawwmﬁo ‘Palm as wasneedeiZahndmuwd-

that Palm wou{dbeashqpartoﬂlsksfum

USRshewediarmﬁaﬁbﬂuyzﬁanﬁibmskyhad found - mhet negohahonsm&;,pﬂxer o

- .. Wheriever something came up that was
difficult to resolve inthe gﬁtyme&ame in whuch they were working, Zakin assuired them, “Don't -

p-adners Issues seeined to-be hamdled

worry Well dg'the nghtﬂung Bubmsky remembmfed ﬁle 1ure of domg < deal with USR:

We ve: been pitckitg -this deal and sd!mg the product for a year and a half against
kuge -odds, against skeptical audiercces, and here we have this guy Zakin who. says, “{ believe,
and I'll pay what it takes to,,dat and Iwmtfo mahe this big.” This was attractive’ to us—
somebody who has#dh oy

-Makih_g a :F.mam:m_g Decision .

Dubmskv and Hawkins -knew it was time hodeade how they would handle bhe ﬁnanqng
opportunities- facmg them. They had four choiceés:

1. Dubinsky still talked dzuly with _&_!gha Computers: They had .a draft of an
agreement, in-which Alpha Computers would mtake an fnvestment of $1 million
at roughly a $30 million valuation. This. price would be a flat round for the
company -and -the venture capitalists would almost surely follow with an
additiopal $2M of funding. Though the terms of the contract stifl included some.
provisions viewed as unfavorable by the Palm team, Mpha had- become much
more ﬂex&bleonce they became aware that there was a.nether serious suitor.

2. Palm could -accept ABC Venture Camtals offer of $1 million -at a $9 million
valuation, with the hopes that the current venture. pariners would .match it. if
they gave any indication that other negotiations were ‘nearing condlusion, they
m.gght be able to “up the ante.” Palm could approach other venture capitalists -
later to provide additional ﬁnancmg atan even higher valuation. -

3. Dubinsky had begun discussion with other potential partners. Many of these
companies were in Europe and Asia, ‘where investors were slightly’ less cynical
about ‘the handheld computer category. Dubinsky could accelerate the pressure
“on these firms to make a dedisior:. : =

4. They could agree to an outright purchase of Palm by. US Robotics. USR was
offering 2 price close to $50 million in USR stock for the company. US Robotics
was then trading at roughly S75[share Hawkins commented:
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Doing the USR deal would be like gettmg married after the ﬁrst date. You don't
know yet whether your spouse suores it night or has smelly feet- E

Palm still had S1.5 million in the bank, but the clock was s Bk i Hie 30 day-due diligence
period. What should the Pa[m team do? £ . :
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