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Using this User Guide

Purpose of the User Guide

The purpose of this Strategic Alliance Best Practice User Guide is to
enable you to design, form, and manage alliances in the most
successful manner possible. The Alliance User Guide is the result of
years of experience, analysis of successes and failures, and
surveying of the most profitable approaches used by alliance experts
among the top companies in America. The material contained in this
User Guide reflects the learnings gleaned from well over 1,000
alliances, both domestic and international.

However, it is not the intent of this guide to provide you with a
“cookbook” about alliances, with precise formulations and
ingredients, because every alliance is different — one size will not fit
all. Neither is it valuable to attempt to make users alliance
“mechanics,” because mechanics understand only the “nuts & bolts,”
but lack the designer’s understanding of the vision, value proposition,
and interactions between the systems — all capabilities possessed
by an “architect.”  Every alliance is unique and must be customized to
the alliance partner, the driving strategy, and the cultures of the
alliance partners.  Therefore, this User Guide should be viewed as a
guidebook, not a cookbook.guidebook, not a cookbook.

This User Guide is designed to prevent those involved in deal making
from committing significant mistakes typical to business developers
that are the cause of alliance failure.  In particular:  too much
emphasis on legal agreements; too early a focus on structure without
understanding and, the driving strategy or functional integration
requirements; lacking a sense of continuity between the negotiating
team and into the alliance operational planning and implementation.

I - INTRODUCTION
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Using this User Guide

I - INTRODUCTION

Findings from Best Practices Benchmarking

The contents of this User Guide have evolved from benchmarking
studies of the  Best Practices used among the top corporations
currently involved in alliance formation and management throughout
the world. You will see many words of advice from seasoned
veterans who have made many mistakes in the course of mastering
their profession.

A Best Practice then results from comparing a number of different
ways for achieving the same output.  The “best way”,  or Best
Practice, is the one that achieves a superior output in the most
efficient way at the least possible “total” cost to the organization.
Some examples are claims processing or distribution methods.  An
important consideration to remember is that a Best Practice today
can be replaced with a “better” Best Practice tomorrow that improves
upon the results of the output of the process being performed.
Explicit in this definition are the importance of consistent quantitative
measurements.
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It is important to know
that alliances that do not
follow best practices have
a very high likelihood of
failure. But for those who
diligently adhere to best
practice usage, the
rewards are enormous,
resulting in much higher
success rates as shown
in Figure A.

Alliance Success & Failure Rates

Source: The Warren Company 1994-2001
Booz-Allen Hamilton, 2000
Brigham Young University-Wharton Study, 2001
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With Best Process & Best Practices,With Best Process & Best Practices,
the success rates go up to 65%the success rates go up to 65%

Figure A



Best Process Framework

In addition to Best Practices, this User Guide provides the proper
sequencing of best practices, which is the “Best Process” flow. In
the compilation of the best practices, it has become clear that
there is also a best process for alliance formation and
management as depicted in Figure B

By combining Best Process with Best Practices, the alliance
professional or practitioner has the advantage of an extremely
powerful methodology for alliance success. The Best Process
model used throughout this book is depicted by the Alliance
Framework outlined at the end of this section.

While the illustration above indicates that a Best Process is a
collection of Best Practices, how would we recognize one if we
were to see one.  A Best Process is best thought of as a total
systems solution of a problem.  As an example, if we consider all
of the steps required from receiving a claim form through
responding to the claim we would have a number of Best
Practices being applied throughout the steps involved.  We would
then consider all of these individual steps, using Best Practices,
within the overall process being considered the Best Process.

Best ProcessBest Process

Using this User Guide

I - INTRODUCTION

Figure B

A Best Process Is a Sequence and Flow of Best Practices.
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The term “alliance” is used by many organizations to encompass a broad
spectrum of relationships.  For the purpose of this User Guide, our
definition of an alliance is a close, collaborative relationship between
two or more entities that share complementary assets and
strengths to create increased value for their customers and their
own organizations that could not be accomplished independently.

Some characteristics of a typical successful alliance include:

• Synergy in the relationship contributing to a powerful value
proposition;

• Mutually compatible goals that would be difficult for each to achieve
alone;

• Expectations of sharing the rewards and risks inherent in the
relationship;

• Terms of the alliance agreement are incomplete because of future
uncertainties;

• A governance structure is established to conduct joint decision-making
and to deal with conflict resolution;

• Each organization is looking out for the interest of the other
organization and the alliance as a whole;

• Champions are designated by the involved organizations;
• Operational unit support is achieved and aligned at multiple levels;
• There is a long-term view to the relationship; and,
• Joint planning is used to innovate and  evolve the

relationship over time.

Alliance Definition

I - INTRODUCTION

Definition
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~TRAP~
Apply the term "Partnership“ Very Cautiously

Using the term "partnership" has very strong legal implications which link one
firm's obligation to legally binding commitments on the part of the partner, and
vice versa.

Recently, one very large US corporation had told one of its suppliers it wanted
to engage in a cooperative partnership with its vendors.  The supplier made
major capital investments based on this commitment. When the market
changed unexpectedly, the large corporation canceled its orders and the
supplier sued based on the supposition that a partnership existed.  Use the
term “alliance” instead of “partnership.”



Alliance Characteristics

An alliance should embody the spirit and essence of the following
characteristics to improve its likelihood of success.  Any alliance
missing these characteristics will likely be beset with problems.
Use these characteristics as a checklist to assess current and
prospective alliances. Any missing characteristic should be
considered a danger sign.

 Synergistic (1+1>3)

Powerful Value Proposition - Combining of organizational
strengths is multiplicative, resulting in a far superior value
proposition.

Mutually Aligned Goals - Investments by both organizations
result in greater returns when goals are aligned.

 Strategic - Affects long term destiny - determines whether
relationship will be strategic, long lasting, or tactical, limited
time period.

 Champion - A Senior leader is designated to support and
promote the alliance.

Operational Unit Support is assured by the Champion.

 Tight Operating Linkages - Governance Structure is put into
place for joint decision making, problem solving, conflict
resolution and planning.

 Interaction at Multiple Levels - while the champion will
interface at the senior levels, all functional areas should
have corresponding interfaces to ensure smooth
operational implementation.

I - INTRODUCTION

Alliance Definition
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Alliance Characteristics (continued)

 Collaborative

Win-Win is an expression used to imply that both
organizations are committed to achieving above average
results for the alliance as a whole.  In so doing each
organization will benefit to a greater degree than they would
have if they had operated in their own best interests.

 Reciprocal Relationships

Shared Assets

Sharing Strengths & Information

Shared Risk & Reward

 Regenerative

Renewing contract

Adapting Strategy to Competitive Environment

I - INTRODUCTION

Alliance Definition

Copyright:   The Warren Company       2002 7

 Collaborative

Win-Win is an expression used to imply that both
organizations are committed to achieving above average
results for the alliance as a whole.  In so doing each
organization will benefit to a greater degree than they would
have if they had operated in their own best interests.

 Reciprocal Relationships

Shared Assets

Sharing Strengths & Information

Shared Risk & Reward

 Regenerative

Renewing contract

Adapting Strategy to Competitive Environment



Why Alliances are Essential

Winning in Today's Competitive Environment

In today's world, companies must continually grow their core
business and enter the fastest growing market segments.

In the rapidly changing world of global competition and
technological invention, where state-of-the-art technology is
sometimes superseded in a matter of weeks, the race may not
go to the swiftest state-of-the-art new technology, nor to the
largest behemoth corporation, nor to the fanciest marketeer.
Rather, it will be won by the team delivering to the customer the
highest value integrated solution.

Maintaining a competitive edge and marketing leadership is
more than just a challenge, it is a necessity.  For companies to
remain strong during the 2000's, it is essential to find
opportunities for leveraging and expanding their core
competencies into leading edge markets.

I - INTRODUCTION

Figure C
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the value chain,
and the need to provide
totally integrated solutions
from participants throughout the
value chain.

Figure C illustrates
the dramatic shift in
usage of alliances
for creating
competitive
advantage. The
forces that have
propelled this
massive shift
include
globalization, the
Internet, new
competitive models
that are
reengineering

Alliances as Percentage of Revenue for
Top 1,000 U.S. Public Corporations
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Sources: Columbia University, European Trade Commission, Studies by BA&H,
AC.1983-1987, 1988-1993, 1994-1996, 1999 EIU Global Executive Survey
Andersen Consulting, Warren Comp.

Figure C



~ TIP ~
USE ALLIANCES to ADD or SUPPORT CORE

COMPETENCIES
Enhance Performance in the Value Chain

1)  Widens the Domain of Innovation
2)  Capitalizes on Hidden Assets
3)  Provides Potential Access to a Variety of Markets
4)  Significantly Contributes to Perceived Customer Benefits
5)  Difficult for Competitors to Imitate
6)  Grows When Shared and Applied

I - INTRODUCTION

Why Alliances are Essential

Winning in Today's Competitive Environment

~TIP~
Use Alliances to LEVERAGE CORE COMPETENCIES

“What We Are Good At”
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~TIP~
Use Alliances to LEVERAGE CORE COMPETENCIES

“What We Are Good At”

Core Competencies are not simply our products,
services or physical assets, but include:

• Embedded organizational knowledge
• Defines your company’s unique capabilities to

deliver value
• Involved complex integration

• Harmonizing streams of technology and
production skills

• Specialized coordinative abilities
• Unique technical capabilities
• Integration of customer needs to technical

possibilities



For many companies it is vital that these relationships be
developed early in a market's evolution, which is more likely to
ensure a long-term competitive position, and facilitate access to
the best alliance partners.

Key Alliance Drivers

There are a number of reasons why alliances are formed. Below
is a review of the typical objectives. It is important to be clear
about the purpose and objectives of an alliance before seeking
partners and entering into negotiations.  Figure D demonstrates
the wide variety of drivers which spawn alliances. Alliances are
created for a number of reasons, including:

• Gain foothold in international
marketplace

• Innovate in the industry
• Establish a unique position in the

market
• Boost market presence
• Provide added value to

customers
• Expand customer base
• Access knowledge & expertise

beyond company borders
• Increase sales and profitability
• Reduce overhead through

sharing costs or outsourcing
completely

• Enhance R&D capability and to
conduct R&D

• Strengthen reputation in the
industry as a result of
associating with world class
organizations.

• Extend product offerings
• Speed entry into particular

market
• Secure position as front runner

in marketplace

• Provide marketing
• Establish advantageous

Purchaser/Supplier
relationships

• Set up Distribution
Networks

• Augment selling effort
• Manufacture cost

effectively
• Supply Customer Service
• Increase sales and

profitability
• Reduce overhead through

sharing costs or
outsourcing completely

• Leverage assets to
diversify into related
businesses

Winning in Today's Competitive Environment (continued)

I - INTRODUCTION

Why Alliances are Essential
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I - INTRODUCTION

Key Alliance Drivers (continued)

Why Alliances are Essential for

The priorities placed on some of the key drivers by major companies are shown in
Figure D.

Alliances are Growth EnginesAlliances are Growth Engines
Priorities of Major Companies

Enter New

Access Critical
Capabilities

Accelerate
Growth

Examples
of Key Drivers

Key Drivers
Figure D
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Reduce Costs
or Capacity

Accelerate R&D

Build Critical
Mass

Enter New
Markets

Very
Low

Low Moderate High Very
High

Source: Booz-Allen & Hamilton
1999 Survey of Top 2000 US & European firms

Priority Level



Increased Return on Investment

Alliances, when successful, outperform normal investments. This
is because the alliance structure is able to capitalize on using the
partner’s assets, including:

• Other People’s Assets (OPA)
• Other People’s Baggage (past mistakes) (OPB)
• Other People’s Capabilities & Competencies (OPCC)
• Other People’s Time (OPT),
• Other People’s Resources (OPR),
• Other People’s Connections (OPC), and
• Other People’s Knowledge (OPK)

Alliance organizations agree to share their complementary
assets to create a “win-win-win” situation.  That is increasing
value for customers and increasing rewards for both entities.  As
a result, ROIs are increased for alliances as shown in Figure E.

I - INTRODUCTION

Why Alliances are Essential

Demonstrates the impact of Alliances on ROI
Figure E
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Source: 1989-1993 BA&H survey of 2,500 U.S. alliances and 1994-1996
BA&H alliance study of 200 non-U.S. alliances

Average Return on Investment

Alliance ROI Outperforms IndustryAlliance ROI Outperforms Industry

12%

18%

U. S.
Industry

U.S.
Alliances

European-Asian
Alliances

6 %

0 %

Demonstrates the impact of Alliances on ROI



Increased Return on Investment (continued)

I - INTRODUCTION

Coopetition

Coopetition is a term that was coined to describe alliance
relationships between organizations that normally compete
against one another in the same competitive space.

Ten years ago, competitors were considered “the enemy,” to be
dominated, defeated, and eliminated. In a dramatic turn of
attitudes, 50% of all alliances today are between competitors.
Often these alliances are driven by the need to reduce risks of
developing new technologies, to open up new markets, or to
supply a mutual customer with compatible products & services.
Given the critical issues that naturally occur between
competitors, it is essential to use the best practices in this guide.

Why Alliances are Essential

Advantages of Alliances

There are numerous reasons for forming alliances, as described in
Figure D.  Some of the major shifts in market evolution include:

• To take advantage of economic disruptions in the market
place, alliances provide a fast alternative to internal
growth;

• Revenue in the market is shifting to services; and,
• Profit is increasingly derived from leveraging the core

competencies of alliance partners by creating stronger
integration of their unique strengths.

Developing synergies by matching your capabilities with potential
alliance partners that share your objectives, basic values and
strategic focus will be the key to success in this competitive world.

Given the proliferation of rapidly changing technologies, new
delivery systems, vicious global competition, and difficulties in
foreseeing every future possibility, a needed strategy for winning in
a rapidly changing and highly uncertain environment is to have
many options, opportunities, and avenues for creating value for the
customer. This often will require multiple alliances in multiple
markets, which will need to be managed using an alliance portfolio
management system.
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Advantages of Alliances (Continued)

I - INTRODUCTION

Why Alliances are Essential

Maintaining prominence as the leader in the industry is only possible
when our company creates the greatest value for its customers.
This superior value is generated not solely from being
technologically competent, but by combining a best solution with the
best service, quality, distribution, integrated management systems,
reliability, and the best relationships with alliance partners and
customers.

You can achieve a superior value-added position in the market
by augmenting its own internal core competencies with the
assets, competencies and human capital brought by alliances.
Alliances can be used to immediately enhance our position in:
marketing, distribution, service, systems integration, product
development, technology research, design innovation, and
solution sourcing.

While alliances, mergers, and acquisitions each have their
distinctive advantages in certain situations, some of the general
advantages of alliances compared to mergers and acquisitions
are shown in Figure F on the following page.
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General Advantages of Alliances

Versus Mergers & Acquisitions

Strategic
 Increase Penetration into New Market Niches
 Expansion of Market Share
 Able to Meet More Customer Needs
 Higher Customer Satisfaction
 New/Broader Technical Capacity
 Quickly Become “Best in Class” Competitor
 Increase Barriers to Entry/Exit
 Access to Innovation
 Synergistic (1+13)
 Quickly Introduce New Business Models

Economic
 Require Less Up-Front Cash
 Quicker Time to Market
 Increase Gross Profit Margins
 Decrease Marketing Costs on a Per/Unit Basis
 Don’t Pay Premium for Acquisition
 Drain Fewer Resources from Sponsors
 No Cost for Unwanted Capabilities

Functional
 Quicker to Form
 More Flexible to Operate
 Less Risky
 Are Relatively Easily Established
 Enable Stretching of Financial, Managerial, &

Technical Resources
 Easier to Dissolve

Advantages of Alliances (continued)
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Figure F
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General Advantages of Alliances

Versus Mergers & Acquisitions

Strategic
 Increase Penetration into New Market Niches
 Expansion of Market Share
 Able to Meet More Customer Needs
 Higher Customer Satisfaction
 New/Broader Technical Capacity
 Quickly Become “Best in Class” Competitor
 Increase Barriers to Entry/Exit
 Access to Innovation
 Synergistic (1+13)
 Quickly Introduce New Business Models

Economic
 Require Less Up-Front Cash
 Quicker Time to Market
 Increase Gross Profit Margins
 Decrease Marketing Costs on a Per/Unit Basis
 Don’t Pay Premium for Acquisition
 Drain Fewer Resources from Sponsors
 No Cost for Unwanted Capabilities

Functional
 Quicker to Form
 More Flexible to Operate
 Less Risky
 Are Relatively Easily Established
 Enable Stretching of Financial, Managerial, &

Technical Resources
 Easier to Dissolve



Many managers perceive a lack of control as the largest
disadvantage. However, alliances can be controlled, but the
concept of control is very different from the classic style of control
through hierarchical power and limitations of authority.  Alliances
exercise control through alignment, coordination, creative
adaptations, governance structures, and designing empowering
measurement systems.

Loss of exclusivity in any area is only a concern when you think
that it is paramount to your core capability.  If a technology is core,
then plans should be made to acquire it at the outset of the
agreement.

Correcting problems quickly is more a function of trust and
chemistry as we shall see, than anything else.  By ensuring peer –
to-peer functional reviews and empowering employees closest to
the problem, issues can be resolved quickly in alliances.

Legal conflicts arise when you lose trust in your partner.  The old
adage is, “If you have to pull the contract out of the drawer to
resolve an issue, then the alliance is failing.”

Disadvantages of Alliances

Some of the more significant disadvantages of alliances are:
• Perceived lack of control;
• Lose exclusivity to technology;
• Inability to correct problems quickly; and,
• Possible legal conflicts.
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to-peer functional reviews and empowering employees closest to
the problem, issues can be resolved quickly in alliances.
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~ TRAP ~
This deadly sin is the most frequent

trap of all alliance killers

Best Practices Violated

Alliance disadvantages are normally due to an organization’s haste
to create an agreement.  The end result is considered a “deal”, rather
than an alliance of equals.  This occurs because in our haste to
culminate an agreement we do not review all of the basic alliance
principals that are outlined in this User Guide.

It is critical that alliance practitioners not ignore basic considerations,
such as, core competency of each player, chemistry, operational
styles, and the strategic direction that each organization has laid out
for themselves.



When to Create an Alliance

Growth Portfolio Options

Is an alliance the right approach to addressing your strategic
goal or need?  This is the most critical question any company
can ask before embarking on an alliance journey.  Consider
first: “What is the best growth vehicle?”  Fundamentally, there
are only three ways to grow a company: Internal (organic)
Growth, Mergers/Acquisitions, and Alliances.  Every company
should have a balanced strategic portfolio of these three
approaches to growth and success. (See Figure G).
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Alternative Growth Vehicles

Sa
le

s
Sa

le
s

Ally
(Alliances)

BuyBuy
(Acquire(Acquire))

Future Sales GoalFuture Sales Goal

Figure G
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Each approach has its own advantages and disadvantages --
no approach is inherently better than another.  Every business
opportunity should be thought through as to the best approach.
Figure H illustrates some of the pros and cons of each growth
option, and when to use each of the options.

Sa
le

s
Sa

le
s

TimeTime

Internal
Growth
Internal
Growth

BuyBuy
(Acquire(Acquire))

BuildBuild
(Internal(Internal
Growth)Growth)



When to Create an Alliance
Growth Portfolio Options (continued)

I - INTRODUCTION

Pros & Cons of Alternative Growth Approaches

PROS CONS

Build
(Internal
Growth)

+ Strengthen Internal
Capabilities

+ Tailor Growth to Needs
+ Control Assets &

Technology
+ Maintain Core

Competencies

- Expensive
- Time Consuming
- Value Capture Delayed
- Uncertain Success
- Limited Expansion Growth
- Competitive Disadvantages

Buy
(Merge or
Acquire)

+ Quick Entry into Similar
Business/Geography

+ Proven Capability
+ Product Differentiation
+ Reduce Supply/Demand

Interruptions
+ Expand Competencies

- Large Cash Outlay
- Massive Integration Challenges
- Uncertain Regulatory Approval
- High Risk
- Complex Deal Negotiations
- Disruptions from Simultaneous

Acquisitions

Figure H

Copyright:   The Warren Company       2002 18

Ally
(Strategic
Alliance)

+ Quick Entry into New
Business/Geography

+ Proven Capability
+ Shared Risk
+ No Acquisition Premium
+ Multiple Alliances

Possible
+ Expand Competencies
+ Change Positioning
+ Value Chain Leverage

- Shared Reward
- Governance Challenges
- Must Define Performance
- Lack of Attention
- Portfolio Management

Challenges
- Control Difficulties

Certain conditions in the business environment will also have a
major impact on when to use an alliance.  The matrix in Figure G
will provide guidance in determining what structure to use. For
example, in situations with low risk, slow speeds of expansion,
hand high resource availability, chose internal growth.  But for
situations of low resources, highly differentiated business types
or cultures, and extensive changes in the environment, chose an
alliance.



When to Create an Alliance
Growth Portfolio Options (continued)
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IFIF THENTHEN

Consider the
Following Option

These Conditions

RiskRisk
LevelLevel

Speed ofSpeed of
ExpansionExpansion
RequiredRequired

ResourceResource
AvailabilityAvailability

SimilaritySimilarity Change inChange in
thethe

EnvironmentEnvironment

LowLow SlowSlow HighHigh TheThe
SameSame

SlowSlow

Low toLow to
ModerateModerate

ModerateModerate High toHigh to
ModerateModerate

HighHigh
SimilaritySimilarity

ModerateModerate

Build

Buy

Build, Buy or Ally Decision Matrix
Figure I
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High toHigh to
ModerateModerate

FastFast ModerateModerate
to Lowto Low

DifferentDifferent ExtensiveExtensive Ally

~  TRAP ~

Faulty Assumptions
Executives fall into this trap by assuming that a good strategic
“fit” implies a good operational “fit.”

A strategic match conceived in heaven can end up in divorce.

Some executives want a deal so badly, they will do anything to
get a signed document, rather than take the time to carefully write
out an operations plan.

With the prescriptions in the following chapters, you will be
able to avoid this problem with utmost certainty.
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When to Create an Alliance

Having determined that an alliance is needed, it is helpful to determine
whether the alliance will be strategic or tactical.  This determination is
important in deciding who should be involved in the formation and
management of the alliance, required approvals, and the extent of
resources to be applied to the formation and management of the alliance.

Figure J

General Description

• Critical to core business
• Potential to reshape company

or industry
• 1 to 6 deals
• Affects 5 to 10% of

revenues/profits/costs
• Important in size and scope

Examples

• Large mergers or
acquisitions1

• Major joint ventures
• Major outsourcing

alliances

Critical/
Strategic

Growth Portfolio Options (continued)
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• Operational or enabling
business arrangements

• Complement existing assets
• Necessary to provide base of products

or services
• Numerous deals

• Alliances with vendors or
suppliers

1. Mergers and acquisitions are not technically considered alliances.

Critical/
Strategic

Tactical



How to Create an Alliance
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Once the organization has assessed the Build, Buy and Ally model and has
decided upon allying our organization with another, the next step becomes
the most important step in the overall development of the alliance.  It is
implementation of the Enterprise Alliance Framework or process.  Not using
this process could more than likely result in a deal making mentality.
Consistently using our institutionalized alliance process will guide
practitioners as they initiate the first steps in the alliance formation process.

Senior management begins by selecting a champion - an executive who is
charged with making the specific strategic alliance take shape and become a
reality.

The champion builds a cross-functional/multidisciplinary core alliance
development team that will execute the relationship-building process -
analyzing needs and potential partners and ultimately creating an operational
team that will oversee the alliance relationship over the long-term.  As the
process proceeds, the core alliance development team grows and draws on
the expertise of people from throughout the organization to create sub-teams
to handle specific tasks.

The nature of the core team and sub-teams varies as the organization
moves through the phases of the alliance process; the precise makeup of the
team depends on the task at hand at any given time, on the nature of the
business process being considered, and the organization’s specific structure
and needs.

The various teams involved in the alliance formation process are essentially
temporary.  They are assembled to perform specific tasks and then dissolved
when the tasks are complete.  As a result, executives must ensure that team
members are familiar with the alliance concepts and processes and have
enough time to devote to the effort.

Figure K depicts the worst practice methods for the creation of alliances.  It is
important to remember that another company utilizing a “Deal Mentality” will
have to become educated in the way our organization will approach alliance
relationships.  If they are not amenable to this method, we may have to
reconsider the relationship or treat it as a tactical one until a more
appropriate organization comes along.

When to Create an Alliance
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Worst Practice Process
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How to Create an Alliance
When to Create an Alliance

• Worst Practice Roles – (Often the Way Alliances are Done)
– Rewarded for Number of Deals
– Focus on Getting Contract Signed
– Maximize Financial Impact of the Venture and Reduce Risks
– Keep Alliance Management and Operational People out until after the deal is signed

Back EndFront End

Figure K
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Intensity of AllianceIntensity of Alliance
Management RoleManagement Role

Intensity of BusinessIntensity of Business
Development RoleDevelopment Role

Alliance
Launch

Alliance
Management

55 66

Strategy & DealStrategy & Deal
AssessmentAssessment

11

Financial
Analysis

22

Negotiate
Terms &

Conditions
Contract
Signing

33 44

Back EndFront End



When to Create an Alliance

Alliance Strategic Spectrum

When deciding upon an alliance, one must first determine what
organizational goals will be translated into the alliance. To select
the right form of alliance you will need to consider customer
needs, competitive advantages, and both short and long-term
objectives. Figure L provides a spectrum of the types of alliances
that may be considered.
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Strategic
Relationship

(Asset
Integration)

Mergers &
Acquisitions

Spin Out-Spin In
J V

Equity
J V

Strategic
Partnership

Strategic
Integration

Strategic SpectrumStrategic Spectrum

•Minority Equity Ownership

•R&D, Exploration
•Joint Production

•Marketing
•Distribution & Sales

•Exit an Industry, Segment,
or Market

Internal
Growth

Strategic Spectrum
Figure L
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~ TIP ~

Regardless of the form the alliance takes,
the operational management principles are the same.

Tactical
Transac-

tional
(Asset

Exchange)

Strategic
Integration

Exclusivity, Trust, Control, Risk and Reward

Preferred  OEM Suppliers

Vendors & Commodity Suppliers

•Technology Systems Integration
•Value Chain Reengineering

Strategic
Sourcing

•Distribution & Sales
•New Market Development

•Shared Core
•Exclusive Strategic Supply

Customer
Alliances •Exclusive & Specialty Products

•Service & Support •Co-Location of Personnel

Collaborative
Relationships •Co-Production

•Co-Promotion
•Cross-Licensing
•Collaborative R&D & JDA

•Teaming and Joint Bidding

•Technology Development



The definition of a joint venture alliance is quite straightforward:
Cooperative business entity formed by two or more

separate organizations for strategic purposes that allocates
ownership, operational responsibility, financial risks and
rewards to each member, while preserving their separate
corporate identity/autonomy.

Joint Ventures (JV) are formalized alliances which either unite
two or more separate organizations into a freestanding new
company or create a new, separate business entity which
allocates ownership in the JV to each member, while preserving
the separate identity and autonomy of each parent organization.
The JV is staffed by a separate management team, and has its
own Board of Directors.  Ownership in a JV is typically a 50-50
relationship, but it can vary to anything the organizations think
will represent their individual contributions.

If the equity relationship becomes significantly tilted towards one
organization, than the organization with the smallest equity
interest can consider their relationship one of an investment more
than a sharing of interests.

When to Create an Alliance

Alliance Strategic Spectrum (continued)
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Joint Ventures
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Different types of business relationships can be described on a continuum
representing differing degrees of collaboration, and the exchange (trading) or
integration (merging) of corporate assets between participants.  Strategic alliances
constitute a spectrum of business relationships within this continuum, involving more
integration than a simple buy/sell transaction, but less than that of a merger or
acquisition.

Figure M depicts a general view of how different business relationships might be
characterized on this continuum.  The examples provided are neither absolute nor
evolutionary, as each business relationship is unique.

Alliance Strategic Spectrum (continued)

When to Create an Alliance
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Viewed As: Replaceable Commodity Unique Specialty Integrated, Customized Specialty

Level of Integration Low/Not Integrated Loosely Integrated Highly Integrated or Inseparable

Strategic Spectrum for
Types ofTypes of Supply Management Relationships

FACTOR

Characteristics of Various Supply Management Relationships
Figure M
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Level of Integration
Number of Suppliers Many Suppliers Several Suppliers Very Few Suppliers

Distinguishing
Features

Mainly Price Driven within min.
Quality Standards.

Price plus unique offering (i.e.
technology, service, etc)

Synergistic Value Proposition (i.e.
mutual growth, etc)

Style of Interaction Tactical Transaction Preferred and/or Tactical Relationship Strategic Synergy

Duration of Term Short Term Medium Term Long Term

Value Proposition Price and acceptable quality Price, superior quality, and excellent
service

Strategy, Cost, Quality, Reliability,
Speed, Innovation, and more

Framework for
Winning

Winning is essential for me,
What happens to you is your
business

A Win is essential for me, and I know I
should let you win too if the relationship is
to survive

A Win/Win is essential for both of us
and is critical if the relationship is to
thrive continually

Competitive
Advantage

Low Competitive Advantage Moderate Competitive Advantage High Competitive Advantage

Make, Buy, or Ally
Decision

Seldom produced internally (not
a core competency)

Often Produced Internally (debatable
core competency)

Frequently has been an integral part of
the internal value chain

Trust Level Distrust Prevalent (caveat
emptor)

Trust is important to managing the
relationship

Trust is essential to generating a
continuous stream of new value

Difficulty of Exit Low Impact, Excellent Ability to
Switch Vendors quickly

Moderate Impact High Impact, Switching may have
detrimental impact due to disintegration
of systems

Strategic
Environment

Discontinuous Change in Buyer’s
Industry Fast Time To Market is
Essential Innovation & Integration
Essential

Cost Driven
Low Product Differentiation
TCO is non-critical
Relationships not important

R&D is a Distinguish Value
Applications Focus
Provider of Performance



The architecture of alliances is composed of key laws, principles,
practices, strategies, structure, systems design, management
processes, frameworks and roles, interrelationships and
interfaces, conceptual frameworks, critical issues, early warning
signals, vital signs, and alternate pathways.

As an alliance professional, you will be called upon to design the
architecture of a collaborative venture. This will not be a "cook-
book" process, instead you will follow a set of principles,  best
processes, practices, and procedures that will greatly enhance
your success.

All the principles, concepts, and frameworks addressed in the
following chapters have been tested against standards for
universal applicability. These approaches have been derived
empirically by analyzing the successes and failures of scores of
alliances.  Their practical application in hundreds of cases has
stood the test of time.  As you begin developing an alliance, test
its underlying assumptions.

Alliance Architecture

Good Architecture Passes the Universal Test:
The Test of Time - Long-Term Success

Basic Components of Alliance Architecture

I - INTRODUCTION
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The architecture of alliances is composed of key laws, principles,
practices, strategies, structure, systems design, management
processes, frameworks and roles, interrelationships and
interfaces, conceptual frameworks, critical issues, early warning
signals, vital signs, and alternate pathways.

As an alliance professional, you will be called upon to design the
architecture of a collaborative venture. This will not be a "cook-
book" process, instead you will follow a set of principles,  best
processes, practices, and procedures that will greatly enhance
your success.

All the principles, concepts, and frameworks addressed in the
following chapters have been tested against standards for
universal applicability. These approaches have been derived
empirically by analyzing the successes and failures of scores of
alliances.  Their practical application in hundreds of cases has
stood the test of time.  As you begin developing an alliance, test
its underlying assumptions.

~ TRAP ~

Avoidance of Fundamentals
Often this trap results from the avoidance of addressing the most
basic business fundamentals, such as doing a thorough market
segment analysis, looking into the financial condition of a partner,
addressing exclusive marketing rights, and the like.

All too often the assumption is made that “my ally’s strength will
mask all sins,” or “we’ll let the operational managers take care of
the details.”
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