Michael Dell Resumes CEO Role at the PC Maker

FOLLOWING A NEARLY three-year hiatus, Michael Dell has reclaimed his throne at Dell (DELL1). But whether or not his kingdom will thrive again remains in question. 

After the market closed Wednesday, the company announced that embattled Chief Executive Kevin Rollins had resigned from his post. Dell, who founded the computer maker in 1984 while he was in college, is back in the CEO spot and will continue to serve as chairman. 

The news comes after several months of speculation that Rollins's tenure at Dell would (and should) come to an end. Since Rollins took over in July 2004, Dell's stock has plunged 32% as profits and PC shipment growth deteriorated. Meanwhile, competitor Hewlett-Packard (HPQ2) saw its stock more than double and overtake Dell's long-held market share leadership position. Nevertheless, Dell stood by his man Rollins, causing investors to grow concerned that the company was doing nothing to stem the growing list of earnings misses and other problems, like a Securities and Exchange Commission investigation into accounting practices and a huge PR blow over exploding laptop batteries last summer. 

For the time being, analysts and investors seem mostly happy that the company is finally doing something proactive about the situation. "Michael Dell's resumption of the CEO role and Kevin Rollins's resignation indicate a new level of board commitment to serious change at the company," wrote Merrill Lynch analyst Richard Gardner in a research report Thursday. The analyst upgraded Dell's shares to Buy on the news. (Merrill Lynch makes a market in Dell's stock and has received funds for noninvestment-banking business with the company). 

As I wrote in September3, putting Dell back at the helm is definitely a step in the right direction. But the move isn't going to be a quick fix. In fact, there is no quick fix for Dell and investors need to be prepared for a long road to recovery for the computer maker. 

Of course, the question still remains whether Dell can turn around his company's fortunes like Steve Jobs did when he returned to Apple Computer (AAPL4) or if he will find himself stifled by a company that's almost beyond repair as Gateway (GTW5) founder Ted Waitt discovered upon his return as CEO. 

It's hard not to forget that Dell is the man who revolutionized the way PCs are sold and who orchestrated one of the biggest upsets in the history of the PC industry when his company overtook such behemoths as IBM (IBM6) and Compaq Computer (now owned by H-P). In order to succeed this time around, though, Dell will need to prove two things: that he's not stuck in the past, and that he can continue to come up with innovative ways of making money. 

Jobs, for example, successfully turned Apple's fortunes around through constant innovation and new product lines. He grew Apple's business well beyond Macs, taking over the lucrative music player market with the iPod and the entire cottage industry that grew up around it — and Jobs isn't stopping there. 

Old Dog, New Tricks?

My concern is that just as Dell was reluctant to remove Rollins from his post, he may also hesitate to veer away from the company's once-heralded direct business model, which dismisses the third-party resellers and retail chains that other PC makers sell their wares through in favor of a build-to-order direct selling model. That model allowed Dell to avoid expensive inventory buildups and to offer customers low-cost computers. It also helped make Dell the hands-down market-share leader in the PC industry. 

But oh how things change. During the last calendar quarter of 2006, Dell's share of world-wide PC shipments shrunk to 14.9%, down from 17% in the third quarter, says David Daoud, a research manager who tracks PC shipments for independent research firm International Data Corp. Meanwhile, H-P, which sells its computers through the web, resellers and retailers like Best Buy (BBY7), claimed the No. 1 spot at 18.4%. 

"In a market that is heavily shifting toward mobile devices, the retail chain has become very important in terms of luring customers," says Daoud, who explains that customers want to see, feel and try out a laptop before buying it and many of them want to take it home right away instead of waiting for it to be delivered. 

But it isn't just H-P that Dell has to worry about. Also eating away at Dell's market share are Lenovo and Acer. The third- and fourth-largest PC makers have a growing presence in China's red-hot market. Acer, in particular, is gaining a lot of momentum with its low-cost computers for small and midsize businesses. The company has steadily grown its world-wide market share every quarter for the past two to three years, says Daoud. 

The impact of this competition seems to get more pronounced each quarter. At the bottom of its press release Wednesday, Dell warned that it would miss Wall Street's revenue and earnings estimates for its fiscal fourth quarter, which ended in January. According to estimates compiled by Thomson First Call, analysts project that the company would report earnings of 29 cents a share on $14.94 billion in revenue. 

Certain catalysts should help the company bring in more money near the end of the year. A growing number of data-heavy applications like video downloads, in addition to the launch of Microsoft's (MSFT8) Vista operating system, are requiring better memory and faster processing speeds from computers. IDC analyst Daoud believes these two factors should help spark more consumer PC sales near the second half of 2007. But it won't be until 2008 and 2009, when business customers are expected to begin upgrading their computers for Vista, that PC sales are really expected to heat up. 

In the meantime, what Dell needs to do is find news ways to challenge competitors and cut costs so that the company can take prime advantage of that growth. That's not going to be easy given that Rollins tried and pretty much failed to do so during his tenure. While I don't think Dell should abandon the direct selling model altogether, he will need to lean more heavily on other sources of revenue. 

For investors willing to wait it out until 2008, Dell's depressed stock price could prove to be a bargain-shopping opportunity. Needham & Co. analyst Charlie Wolf said it best in his research report Thursday: "On the prospect that Michael Dell can do it again, we're maintaining our Buy rating for now. We suspect the market will look through the fourth-quarter miss for a rebound in the company's performance now that Michael's back in town." 

Putting Dell back in the helm may be more of a psychological positive than anything else, but at least the company is starting to move in a different direction, even if there are still some obstacles ahead. 

Links in this article:
1http://www.smartmoney.com/cfscripts/Director.cfm?searchString=DELL
2http://www.smartmoney.com/cfscripts/Director.cfm?searchString=HPQ
3http://www.smartmoney.com/Techsmart/index.cfm?story=20060915
4http://www.smartmoney.com/cfscripts/Director.cfm?searchString=AAPL
5http://www.smartmoney.com/cfscripts/Director.cfm?searchString=GTW
6http://www.smartmoney.com/cfscripts/Director.cfm?searchString=IBM
7http://www.smartmoney.com/cfscripts/Director.cfm?searchString=BBY
8http://www.smartmoney.com/cfscripts/Director.cfm?searchString=MSFT

URL for this article:
http://www.smartmoney.com/Techsmart/index.cfm?story=20070201

