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Palm (C): 2005 

Palm Splits into Two  
In December 2001, Palm split its Platform business into a wholly owned subsidiary to focus solely 

on its OS. The name PalmSource was given to the subsidiary later in 2002. PalmSource received its 
first outside investment when Sony injected $20 million into the company. The corporate structure 
changed once again when Palm completed the spin-off of PalmSource as a separate company in 
October 2003. Palm felt that the PalmSource spin-off would provide “clarity of focus and mission for 
both businesses” and “create a level playing field among current and future licensees.”1  

Since operating as a separate company from 2001 to 2003, Palm OS-powered products had 
maintained the leading market position by managing a number of licenses including Palm (the 
hardware company), Handspring, Sony, Garmin, Group Sense PDA, Kyocera, and Samsung.2  
Despite the early success of PalmSource as a stand-alone company, on the hardware side, both Palm 
and Handspring were facing economic hardships as the market for handheld devices slowed.  

At the same time of PalmSource’s IPO in October 2003, Palm (the hardware company) announced 
that it would be acquiring Handspring, giving Palm access to Handspring’s Treo smartphone, which 
was seen to be a crucial development for the years ahead. To signal the changes, Palm changed its 
name to palmOne. palmOne later bought back the rights and changed its name back to Palm in May 
2005. Also in May 2005, Ed Colligan, formerly the VP of Marketing at Palm (since 1993) and then the 
COO and president of Handspring, was named CEO and president of Palm.3 

Platform Developments at PalmSource 
As time wore on, many in the industry doubted that PalmSource could be successful as a stand-

alone company. Industry observers commented on PalmSource’s weakening negotiating power, the 
general lack of interest with hardware manufacturers to license Palm OS and the loss of market share 
to Microsoft. By the end of 2004, handheld devices running Windows Mobile OS overtook Palm OS-
powered devices for the first time.4 In smartphones, Symbian (the product of Psion’s original EPOC 
OS) was the dominant OS. (see Exhibit 1).  

After becoming a separate company, PalmSource announced a new operating system, Cobalt 6.0. 
In coordination with the announcement, it provided plans for the next version, Cobalt 6.1, which had 
several superior characteristics above 6.0 such as phone capabilities, VGA (Video Graphics Array), 
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and Bluetooth. As one developer stated, “Showing the road map was an error, because the licensees 
wanted to wait for 6.1. [Cobalt 6.0] only had the user interface, so it was too expensive for the 
licensees to develop.”5 

Resource constraints set in as the company split its time between providing support to hardware 
developers and developing the next Palm OS. To improve its position, PalmSource looked to broaden 
its possibilities by purchasing China MobileSoft in 2004 to develop mobile phone software with open-
source software Linux. Again, several industry observers believed that PalmSource made a misstep 
with the timing of the announcement since the acquisition was immediately after the release of 
Cobalt 6.1, which dampened demand for 6.1 as developers waited for the new Linux version. It later 
announced in mid-2005 that it would be joining forces with MontaVista Software (a prominent Linux 
developer in telecommunications) to develop the next generation of phones running on Linux.  

Many in the industry wondered whether the migration to Linux spelled the death for the Palm 
OS?  Was there anything that could be done?  
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Exhibit 1  Market Share 
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Exhibit 2  Performance of Palm 

 

Financial Statements of Palm and PalmSource 

Endnotes 
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