Does Dells acquisition of KACE benefit its small and medium businesses
“TO WHAT EXTENT DOES DELL’S ACQUISITION ON KACE COULD BENEFIT ITS

SMALL AND MEDIUM BUSINESS (SMB) MARKET?”
>
Many technology suppliers have found that their largest global accounts have become increasingly competitive and marginally profitable. Firms seeking profit growth are turning to the small and medium business (SMB [1] ) market [2] .

This business occurrence is somewhat similar to what happened in Dell Inc [3] , which has its own SMB market segmentation [4] . However, for Dell to get a better toehold in the SMB market, it has to do something so that it will be competitive and possess powerful market standing [5] .

Thus, this commentary will be looking into the recent action of Dell, which is the acquisition of KACE and to what extent will it bring benefits to its SMB market. The potential effect to Dell out of this growth will be discussed and analysed further on by considering that at the same time it also faces problems such as recession and payment problems.

Briefly, I will conduct a complete analysis by applying Ansoff and Boston Matrix , other than conducting Ratio Analysis.

This commentary will be based on the supporting documents stated below:

Dell Grabs System Management Vendor

Dell Spurs Sales by Lending to Hard-Hit Small Business

Dell Expects Operating Income to Rise as Much as 23%

Form 10-Q, For Fiscal Year 2010, First Quarter, Dell Inc

Dell KACE Appliance Overview
2.0 Dell: Small and Business Market Overview
Firstly, it is necessary to know the focus of Dell’s SMB and its current condition in the market. This segment is specialised on serving the SMB businesses with standards-based IT solutions and services. It not just only for providing them the services but also to aid the consumers to improve the performance and growth of their business in the market [6] .

Dell’s SMB offers many product and services to its segmented customer:
PRODUCTS

SERVICES
Laptops & Netbooks;

Vostro

Latitude

XPS

Mobile Workstation

Solutions;

Technology Solutions

Intelligent Data Management

IT Infrastructure Management

Virtualization Technology

Application Management

Mobility

Security

System Management*

Desktops:

Vostro

Optiplex

Dell Precision Workstation

Rack Workstation

Electronics & Accessories:

Monitors

Printers & Ink

Dell Projectors

Memory

Printer Ink

Servers, Storage & Networking

Table .0 : shows the product and services provided by Dell’s SMB market [7] 

*The newly added KACE services out of the acquisition

The SMB global segment represented 24 percent of total net revenue with divisional operating income of 9 percent of revenue for the company’s fiscal year 2011 for the first quarter [8] .

Moreover, its SMB had achieved 10% gain in revenue in the company’s fiscal Q4 ended January 29 from the period last year, versus an 11% gain for the company as a whole [9] . This shows that Dell’s SMB market is one of the most successful market segmentation in the company. However, due to recent the economic slowdown, Dell faces quite some problem regarding its SMB market.

To attract the SMB customer Dell had to go with BTL promotion [10] , include giving free deals for those purchase more than $25000. Free computer also provided for those SMB businesses that purchase other products other than discounted computers and services. [11] 

However, because there is a delay in payment (most of the SMB businesses used credit facilities to pay) for the products and services, mainly because of the recession, Dell’s business performance declined for the past years. This can be proven through the stationary stage of business cycle for Dell which has been in slump for 2 years [12] . Moreover, percentage of customer using this facility outrun those who pays in cash. If this condition persist , they would fail to pay the loan and Dell will resulted in loss.

Due to the problems that arise, Dell took a step forward to ensure the survival of its SMB market, which one of the actions was acquiring KACE, a company which has its own compliance and systems management, offerings for midsized businesses [13] .The acquisition on KACE falls under the category of horizontal integration [14] which will benefit them of getting greater market power (dominance) [15] over their near rival, International Business Machines Corp. and Hewlett-Packard Co [16] , and also creates synergy.
3.0 Dell : Analysis & Evaluation on KACE

Market Share

High

Low

Market Growth

High

STARS
Technology Solutions

Intelligent Data Management

IT Infrastructure Management

Virtualization Technology

Application Management

Mobility

Security
QUESTION MARKS
Systems Management

(Dell KACE)
Low

CASH COWS
Laptops & Netbook

Desktops

Electronic & Accessories

Servers, Storage & Networking
DOGS
Table .0 : Boston Matrix of Strategies taken by Dell’s SMB [17] 

Firstly, as Dell want to reduce its dependence on PCs, moving on to focusing on the services industry is a wise decision. Moreover, the falling of average sales of its Laptops and PCs shows a sign for Dell to invest in new product portfolio to maintain its market standings and in the long run, its survival [18] . This is achieved by acquiring KACE at the same time, obtained ultimate control over its product such as KACE K1000 and KACE K2000 which falls under the new product portfolio ; “System Management”.

It’s market share is low considering it is still at its introduction stage. However, because of there are no obvious and powerful competitors in the market (since Hewlett Packard and IBM only provided system management tools geared for large enterprises [19] ), it is possible for it to increase its market share and could possibly become the market leader if promotional strategies conducted is appropriate. Compared to other companies, Dell KACE is the leading providers for system management supplies [20] . Plus, its market growth is high since there is not many competitors and the market is not yet saturated. With these elements, it is possible for it to change into Star.

The substantial investment to support Dell KACE would come from the Desktop & Mobile PCs in the Cash Cows. Since their market share is quite high (even though it’s left behind Acer & Hewlett Packard) , they still produces the highest sales and the net cash flow is profitable with its 55% of Dell’s revenue [21] . Furthermore, as their market has already saturated because of the large numbers of competitors, aggressive promotion is not required. Thus, the concentration in promoting Dell KACE is not a problem.

For other services, in Star, only self invest took place. However, they still play a big role in SMB; an average increase about 2.9% in the company’s recent financial fiscal’s record [22] .This shows how well Dell manages the services portfolio. Thus, to manage another one is easy for them.
,
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New
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Existing

MARKET PENETRATION

PRODUCT DEVELOPMENT
Systems Management

(Dell KACE)
New

MARKET DEVELOPMENT

DIVERSIFICATION
Table 3.0 : Ansoff Matrix of Strategies [23] taken by Dell’s SMB.

Acquisition of KACE shows that Dell has decided to go for Product Development [24] for its next growth strategy. By having KACE, Dell would have a different type of customers, which then adding up its customer base, and at the same time, they do not have to start a new company and product which requires huge amount of investment including market research.

Moreover, in 2009, KACE was the fourth most-cited vendor when PCCLM vendors [25] were asked to name their top competitors [26] . Apart from having its own brand strength, the feedback from KACE’s previous customers were very good with 84% of them reported high satisfaction with the appliances and over 68% of KACE customers deployed in less than a week [27] . Also, because of this product falls under the same portfolio group (services), Dell would enjoy internal economies of scale through the same methods of commercialising.

With good business performance of KACE , together with the ability of Dell in managing services, this strategy might go well in attracting SMB to purchase. Since most of Dell’s hardware product has reached its saturation stage, introducing Dell KACE is a wise decision as to increase the ability of Dell to earn more revenues for the business especially among the segmented SMB.
Ratio Analysis

April 30, 2010

May 1, 2009
Efficiency

( Return on Capital Employed )

Profitability

( Operating Profit Margin )

All values obtained are from the Form 10-Q, 2010, Dell Quarter Financial Report which are in $ million unit except for the ratios.

Table 4.0 : Ratio Analysis of Dell’s SMB global segment market.

Financial condition for a business is essential as it represents their financial trend. The two ratios, Efficiency and Profitability show that Dell has a great potential in its SMB Market.

0.91% does not show the real figures of Dell efficiency because the profit taken is only for operating profit. However, such calculation is done to look at the trend for the ROCE to measure Dell’s financial performance with the amount of the investment. The increment shows that the SMB’s performance is growing more steadily in 2010 compared to previous year.

For the profitability, it depicts the business performance financially, because despite the recession that occur and other problems faced by Dell, the SMB’s market did pretty well in not just maintaining, but also increasing their income, which is 8.88% for the first quarter 2010. This most probably because of the improved demand environment [28] .
4.0 Conclusion
The Boston Matrix, other than to access the balance and distribution of product portfolio for Dell’s SMB, also indicates that by acquiring KACE, there is a high chance for Dell to have a new Star, which would then be a Cash Cows, act as the profit generator for its own market. This is concluded as by considering the strength and market opportunities in which Dell have yet to pursued.

The Ansoff Matrix strategies analysis proves that, Dell’s recent strategy to move on from just technology vendors to focusing more into services would be beneficial. Since product life cycle for the products has reached its saturation stage, pursuing on the services portfolio would be promising considering there are not much competitors dwell on it in the market.

The ratio analysis is made to see the trend and pattern for the financial condition whether is it a suitable move for Dell to acquire KACE, despite its critical financial position as a whole. Through the analysis, it shows that Dell’s SMB is able to manage the newly acquire business and at the same time, KACE, with its prior superb market performance, could propel the performance of Dell’s SMB market.

Thus, by acquiring KACE it surely bring benefits to Dell’s SMB, by boosting its financial condition and also increasing its customer base.
